For  Reference 

Do  Not  Take 

From  the  Library 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 

Penal  Coda  of  California 
1915.  Saction  623 
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will  change 

your  business 

Look  past  the  yakkers, 
hobbyists,  and  political  mobs. 
Your  customers  and  rivals  are 


figuring  blogs  out.  Our  advice: 
Catch  up...or  catch  you  later. 
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Has  your  IT  system 
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ANYWARE' 


We  brought  the  power  of  the  network  to  the  copier. 
And  the  potential  of  another  day  is  realized. 


could  accomplish  with  your  day.  With  Canon's 


t  addition  to 


ageRUNNER?  line, 


every  day's  potential  can  be  realized.  With  the 


imageRUNNER  4570 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 
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Let  Us  Be  Your  Online  Guide  to  the 
Business  of  the  Blogosphere 

Visit  BusinessWeek  Online  and . 
check  out  our  new  blog, 
blogspotting.net.  If  11  follow  the  drama 
as  blogs  spread  into  corporations, 
the  ad  world,  and  the  media. 
BusinessWeek's  Steve  Baker  and 
Heather  Green  are  the  co-bloggers, 
and  they'll  be  looking  for  you  to  join 
the  conversation.  As  part  of  this 
week's  cover  story,  you'll  also  find 
online  a  profile  of  one  of  the  hottest 
real  estate  bloggers,  Lockhart  Steele,  a 
Q&A  with  Stonyf  ield  Farm's  blogger, 
and  a  tip  sheet  for  companies  trying 
to  map  out  their  blog  strategy 


SmallBiz  Special  Report: 
Franchising's  New  Frontier 

Here's  an  in-depth  look  at  these 
businesses— which  now  employ  18 
million  people  doing  everything 
from  plant  care  to  elderly  care— 
and  why  they  appeal  to  financiers 
and  average  Janes  alike.  Plus,  a  look 
at  three  stages  of  franchising:  Starting 
out,  achieving  success,  and  trying 
to  keep  finding  new  growth.  What 
should  you  look  for  before  signing  on 
to  become  a  franchisor?  And  don't 
miss  our  Slide  Show  that  goes  inside 
four  hot  franchises 

Marthas  Poncho: 
An  Amazing  Yarn 

When  Stewart's  crocheted  coming-home  garb  set 
off  an  enormous  wave  of  interest,  Lion  Brand 
Yarn  quickly  spun  off  its  own  version 
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Tune  in  This  Weekend  for 

I  Long-Term  Care  Insurance:  Can  You  Live  Without  It?  I  Blogs  101 
Find  program  dates  and  times  in  your  area  at  www.  bwnesweekft.aifli 
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Bear  Stearns:  Voted 
America's  Most  Admired 
Securities  Company. 
Again. 


We  are  honored  to  be  America's  Most  Admired  Securities  Company — for 
the  second  time  in  3  years — in  Fortune®  magazine's  2005  "America's  Most 
Admired  Companies"  survey!  And  to  be  named  Bank  of  the  Year  2004*  as 
well  as  ranking  No.  1  in  Stock  Picking  for  total  returns  over  the  past  seven 
years**  These  honors  recognize  the  hard  work  and  dedication  of  our  people, 
and  for  that  we  are  deeply  grateful.  But  our  most  heartfelt  thanks  go  to 
our  clients — the  companies,  institutions,  governments  and  individuals — 
whose  long-term  support  and  close  working  relationships  inspire  us. 
Your  success  is  the  truest  measure  of  our  own. 


A  great  deal  depends  on 
working  with  the  right  people! 


^FORTUNE 

^  AMERICA'S  MOST 

2005  ADMIRED  COMPANIES 

Industry  Champion  -  Ranked  #1 


BEAR 
STEARNS 


bearstearns.com 


92005  The  Bear  Stearns  Companies  Inc  Bear  Steams  is  a  registered  trademark  of  The  Bear  Stearns  Companies  Inc.  Bear,  Stearns  &  Co.  Inc.  is  the  broker/dealer  for  The  Bear  Stearns  Companies  Inc.  and  a 
nember  of  NYSE.  NASD  and  SIPC.  Sources:  'Fortune.  "America's  Most  Admired  Companies"  Survey,  March  7  2005.  FORTUNE  is  a  registered  trademark  of  FORTUNE  magazine,  a  division  of  Time  Inc 
•Investment  Dealers'  Digest.  January  17  2005.  "Barron's,  January  24,  2005.  Barron's  is  a  registered  trademark  of  Dow  Jones  &  Company,  Inc  All  rights  reserved 
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A  MULTI-LAYERED  APPROACH  TO  PAYMENT  CARD  SECURITY. 

Visa  has  many  ways  of  protecting  your  card.  For  instance,  if  your  card  is  fraudulently 
used  to  make  purchases,  you  will  not  be  held  responsible.  Visa  also  constantly 
monitors  your  account  to  detect  suspicious  or  unusual  activity.  In  addition,  we 
provide  access  to  identity  theft  assistance.  Visa  can  even  confirm  your  identity 
when  you're  shopping  online.  It  all  adds  up  to  protection.  Layer  upon  layer  of  it. 

VISA.COM/SECURITY 


VISA 
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Covers  US  issued  cards  only  Visa's  Zero  Liability  Policy  does  not  apply  to  commercial  card  or  ATM  transactions,  or  to  PIN 
transactions  not  processed  by  Visa.  Notify  your  financial  institution  immediately  of  any  fraudulent  use.  Verified  by  Visa  is  not 
available  with  all  cards  and  requires  online  activation  and  use  at  a  participating  online  merchant.  For  additional  restrictions, 
iimitations,  and  information  relating  to  Visa  security  features,  see  your  cardholder  agreement  and  go  to  visa.com/security 
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"This  is  like  Noah's 
Ark  for  Eastern 
wildlife  species." 

-National  Fish  &  Wildlife 

Foundation  Executive  Director 

John  Berry,  upon  receiving  $35 

million  from  Wal-Mart  for  a 

conservation  initiative  including 

land  from  Maine  to  Canada 


IOARD  MOVES 

HE PROXY 
S  MIGHTIER 
HAH  EVER 


HAREHOLDERS  at  Lowe's  and 

Ward's  may  get  a  chance  to 
o  something  few  investors 
an:  oust  bad  directors.  Like 
nost  other  U.S. 
ompanies,  the  two 
low  directors  in 
ncontested 
ections  to  take 
'oard  seats 
egardless  of  how 
jw  votes  they 
eceive.  Now  both 
Ian  to  adopt  a  new 
olicy:  Boot  out 
irectors  who  fail  to 
/in  a  majority  of 
hareholder  votes. 
The  companies 
greed  to  make  the 
hange  after  the 
hited  Brotherhood 
f  Carpenters 
onsented  to 
withdraw 


shareholder  resolutions 
seeking  the  new  election 
standard.  Dillard's  is 
expected  to  seek  board 
approval  on  May  21.  Lowe's  is 
expected  to  put  the  policy  to  a 
shareholder  vote  in  May, 
2006.  Dillard's  declined  to 
comment,  but  Lowe's  says 
the  new  standard  is 
consistent  with  its  policies 

governing  majority 
voting  on  other 
matters. 

The  idea  is 
spreading.  The 
union  proposal, 
submitted  at  81 
companies,  has 
garnered  a  41%  yes 
vote  at  Citigroup  and 
a  48%  vote  at 
Gannett.  And  13 
companies, 
including  Intel  and 
Merrill  Lynch,  have 
formed  a  group  to 
study  the  issue. 
More  companies 
may  switch  to 
majority  voting 
soon.  -Louis  Lavelle 


FOG  OF  WAR 


rHE  BIG  PICTURE 

SKIP  THIS  AD  With  viewers  often  ducking  ads 
-with  help  from  TiVo-there's  more  product 
)lacement  in  shows,  music,  and 
novies,  such  as  Ben  &  Jerry's  in 
tenee  Zellweger's  Bridget  Jones. 

BILLIONS  OF  DOLLARS 

AMOUNT  COMPANIES 


SPEND  TO  PLACE 
PRODUCTS 

■  III 
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Overcharging 
Uncle  Sam? 


AN  UNRELEASED  STATE  DEPT.  AUDIT  has  found  another  private 
contractor  in  Iraq  allegedly  involved  in  fraud.  BusinessWeek  has 
learned  that  DynCorp  International  employees  overcharged  the 
U.S.  government  $685,000  to  provide  fuel  for  a  police  academy 
in  Jordan  used  to  train  Iraqi  security  forces  (photo  above). 

In  December  a  government  report  alleged  that  Halliburton 
may  have  overcharged  by  up  to  $61  million  for  importing  fuel 
from  Kuwait  to  Iraq.  Halliburton  denied  any  wrongdoing. 
U.S.  officials  give  DynCorp,  which  has  a  $500  million 
contract  to  help  train  Iraqi  police,  high  marks  for  its  work. 
But  the  audit  found  that  a  DynCorp  driver,  in  collusion 
with  two  other  employees,  inflated  the  amount  of  fuel 
delivered.  Diesel  fuel  is  brought  several  times  a  day  to  the 
facility  to  power  generators. 

DynCorp  says  the  three  workers  were  fired.  The 
company  has  reimbursed  the  State  Dept.  and  filed  suit 
to  recover  the  money  in  a  Jordanian  court. 

-Spencer  E.  Ante 
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nch  a  MTV  faces  a 
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TUNING  IN 

WILL  KIDS  SAY: 
'I  WANT 
MYMP37 

DO  CONSUMERS  need  another 
online  music  store?  MTV 
Networks  says:  Dun. 
According  to  a  recent  SEC 
filing  by  parent  Viacom,  MTV 
is  planning  to  launch  a 
digital  music 
service  by 
yearend.  The 
company  is 
mum  on 
details,  but  the 
filing  says  it 
will  include 
music  down- 
loads, Internet  radio,  and  on- 
demand  music  streaming  to  a 
PC  or  other  device. 

The  online  music  service 
isn't  to  be  confused  with  MTV 
Overdrive,  a  new  broadband 
service  that  launches  on  Apr. 
25.  Overdrive  will  have  six 
channels  of  programming 

PERK  PARADE 

ARE  OPTIONS 
HEADED  FOR 
EXTINCTION? 

CORPORATE  AMERICA'S  broad 
retreat  from  stock  options 
continues.  With  mandatory 
expensing  on  the  horizon,  a 
new  Lehman  Brothers  study 
finds  that  companies  in  every 
industry  are  awarding  fewer 
grants— a  trend  it  expects  to 
continue  through  2006. 

Who's  leading  the  charge? 
Microsoft,  which  abandoned 
options  altogether,  tops  the 
list  with  a  $2.5  billion  cut  in 
expenses  in  2004.  Next  is  Agi- 
lent Technologies,  which  slash- 
ed costs  by  $709  million,  and 
JDS  Uniphase,  with  a  $336 
million  savings.  Are  options 
dead?  No,  but  the  oudook 
isn't  rosy.      -Louis  Laveile 
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that  include  music  videos  and 
live  music  performances, 
movie  trailers,  and  celebrity 
interviews,  as  well  as  MTV 
show  footage  and  MTV 
News— all  delivered  via  a 
high-speed  Web  connection. 
This  isn't  MTV's  first  foray 
into  digital  music.  In  2001,  an 
effort  to  sell  music  downloads 
through  its  short-lived  MTVI 
Internet  unit  fizzled.  Now, 
MTV  faces  a  field  of  more  than 
a  dozen  online 
music  stores, 
dominated  by 
Apple's  popular 
iTunes  service. 
But  MTV  isn't 
likely  to  go  it 
alone.  It  already 
offers  an  online 
music  service  provided  by 
Loudeye  on  several  of  its 
European  Web  sites.  Analysts 
expect  MTV  will  likewise 
outsource  the  new  U.S.  service 
to  either  Loudeye  or  rival 
MusicNet.  Both  Loudeye  and 
MusicNet  declined  comment. 
-Mark  Walsh 


SILICON  SAGAS 

MOORE'S  LAW,  MEET  MURPHY'S  LAW.  On  Apr. 
11,  Intel  offered  a  $10,000  bounty  on  eBay  for  \ 
pristine  copy  of  the  1965  issue  of  Electronics 
magazine  in  which  co-founder  Gordon  Moore 
outlined  his  famous  theory  about  transistors 
doubling  on  a  chip  every  18  months.  To  mark 
the  law's  40th  year,  Intel  sought  only  original 
owners  or  libraries  willing  to  sell.  Still,  some 
worried  about  thefts  from  libraries.  Sure 
enough,  an  issue  from  the  University  of  Illinois 
library  went  missing  a  day  later.  So  far,  Intel 
says  it  hasn't  turned  up. "         -Cliff  Edwardl 
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REAL  LIFE 
TRUMPS 
REALITY  TV 

Virgin  Chairman  Richard 
Branson's  reality-TV  foray, 
Rebel  Billionaire,  was  a 
ratings  flop  for  Fox.  But  for 
winner  Shawn  Nelson,  28,  the 
prize  was  anything  but.  He's 
due  a  cool  $1  million  from  the 
network  and  is  spending 
three  months  as  "acting  pres- 
ident of  Virgin  companies." 

That  isn't  a  mere  sinecure. 
So  far,  Nelson  has  talked 
strategy  with  Virgin  execs 
around  the  globe.  After  he 
settled  into  Virgin's  Beverly 
Hills  office,  he  devised  ways 
to  jazz  up  its  Megastores.  The 
solution:  use  cafes  and  listen- 
ing stations  to  give  them  a 
more  relaxed  feel,  selling  a 
"lifestyle,"  not  just  CDs. 

Says  Nelson,  who  founded 
LoveSac,  a  foam-beanbag 
retailer,  when  he  was  18:  "I've 
learned  that  risk-taking  never 
ends-it  only  gets  more  zeros 
behind  it." 

Whether  Virgin  execs  heed 
Nelson's  advice,  the  Utah  na- 
tive has  made  an  impression: 
Virgin  may  invest  in  LoveSac. 
But  first,  Virgin  Mobile  is 
sending  him  on  a  consulting 
trip  to  China,  where  his  fluent 
Mandarin  will  come  in  handy. 
-Jordan  Burke 


CYBERCRIMINALS 

BOTSGO 
BONNIE 
AND  CLYDE 

IT  SOUNDS  LIKE  a  scene  out  of  a 
sci-fi  thriller:  British  authorit- 
ies recently  disclosed  that 
cybercriminals  tried  to  steal 
$410  million  from  the  London 
headquarters  of  Sumitomo 
Bank.  How?  By  turning  the 
bank's  PCs  into  so-called 
bots— computers  infected  by 
malicious  software  that  turns 
them  into  zombies  from 
which  hackers  can  secretly 
send  spam,  launch  viruses,  or 
steal  personal  data.  What's 
scary  about  the  Sumitomo 
case  is  that  the  bad  guys 
allegedly  used  an  army  of 
zombie  PCs  inside  the  bank  to 
carry  out  a  big-time  heist. 

Bots  are  rampaging  across 
the  Web,  according  to  a  new 
study  by  the  German  Honey- 
net  Project  at  Aachen  Univer- 
sity. With  cyber  con  artists 
hungry  for  ways  to  launch 
attacks  incognito,  the  study 
found  that  at  least  1  million 
computers  were  under  their 


CAR  TALK 

COLLISION 
CLAIMS  SHIFT 
INTO  LOW  GEAR 

DRIVERS  HAVE  BEEN  easing  up 
on  insurance  claims.  In  the 
past  year,  the  frequency  of 
accident  claims  dropped  by 
nearly  5%,  and  bodily  injury 
claims  by  1%,  according  to 
the  Insurance  Information 
Institute. 

That  may  sound  small,  but 
more  than  three  straight 
years  of  such  declines  have 
helped  push  up  profits  for 
auto  insurers.  In  2000, 
insurers  paid  out  $1.10  for 
every  $1  they  took  in.  Now 


control  worldwide.  Often 
linked  together  into  powerful 
networks  called  botnets  and 
rented  to  fellow  scammers 
for  as  little  as  2.5<t  per  bot 
per  week,  some  number 
150,000  PCs. 

Even  Microsoft  is  worried. 
On  Apr.  11  the  software  giant 
kicked  off  a  three-day 
seminar  in  Prague  to  train  at 
least  85  cybercrime  fighters 


it's  more  like  95<t  for  each  $1. 

What's  fueling  the  drop? 
Car  safety  features  such  as 
antilock  brakes  and  rumble 
strips  on  roads  have  made 
driving  safer.  Plus,  savvy 
consumers  are  raising  their 
deductibles.  Also,  baby 
boomers  are  in  their  safest 
driving  years,  statistically 
speaking— their  40s  and  50s. 
-Adrienne  Carter 


from  20 
countries  in 
techniques  to 
combat  the  threat. 
"Botnets  are  one  of  the 
most  powerful  weapons 
on  the  Internet,"  says  Felb 
Freiling,  professor  of 
computer  science  at  AachenJ 

Israeli  police  arrested  a 
suspect  in  the  Sumitomo  cas  j 
after  an  attempt  to  transfer 
$26  million  into  his  account.! 
Sumitomo  called  the  break-iil 
attempt  a  "complete  failure." 
A  spokeswoman  for  Britain^ 
National  Hi-Tech  Crime  Unit; 
investigating  the  case 
declined  to  comment. 

-Brian  Grow 


THE  STAT 


The  percentage  of 
U.S.  adults  who 
believe  they  pay 
more  federal  income 
tax  as  a  percentage 
of  income  than 
Donald  Trump  does* 

•Almost  all  surveyed  are  in  a  lower  tax  bracket 
man  what  is  believed  to  be  35%  for  Trump 

Data:  Tax  Foundation  survey  of  2.013  adults 
28-Apr,  1  by  Harris  Interactive 
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forever  do. 


Jack  and  Valerie  Carter  celebrated  their  36TH  anniversary  with  a  gift  of  eternity. 


A   DIAMOND   IS    FOREVER 
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HEALTHCARE  SAYINGS  TIPS 

Eight  strategies  for  companies  and  employees 


If  only  stock  prices  had  increased  this 
quickly:  Nationwide,  healthcare  premiums 
for  organizations  jumped  14.7%  in  2004, 
according  to  industry  researcher  Compdata 
Surveys.  That  followed  a  1 6%  increase  in 
2003,  and  a  1 7%  increase  in  2002.  Another 
double-digit  increase  is  expected  in  2005. 

With  the  cost  of  an  average  family's  annual 
healthcare  coverage  now  exceeding  a 
year's  earnings  at  minimum  wage,  compa- 
nies and  employees  are  looking  for 
strategies  that  offer  relief.  Here  are  eight 
tips  that  can  save  money  for  both. 

BREAK  A  SWEAT.  Rarely  will  an  employer 
see  a  more  favorable  cost-benefit  analysis 
than  that  for  company  fitness  plan.  Many 
insurers  provide  discounted  membership 
to  participating  gyms  at  no  added  cost  to 
employers.  This  encourages  employees 
to  lace  up  and  hop  on  a  treadmill.  And  the 
benefits  for  companies  are  profound.  Not 
only  does  exercise  help  control  expensive 
diseases  like  high  blood  pressure  and  diabe- 
tes, but  it  also  leads  to  higher  energy  levels 
and  increased  effectiveness  on  the  job. 

GET  FLEXIBLE.  More  than  4.5  million 
employees  now  participate  in  flexible 
spending  account  plans.  These  allow 
workers  to  contribute  pre-tax  money  from 
their  paychecks  to  cover  out-of-pocket 
healthcare  expenses  for  things  like  deduct- 
ibles, copays  and  non-covered  items  such 
as  eyeglasses.  That  saves  them  money; 
the  tax  savings  on  $1,000  of  expenses 
paid  through  a  flexible  spending  account 
can  total  $200  or  $300,  depending  on 
the  employee's  tax  rate. 

LET  THE  CONSUMER  DRIVE.  Consumer- 
driven  health  plans  let  companies  offer 
comprehensive  health  coverage  while 
providing  an  incentive  to  their  employees 
to  keep  costs  down.  In  a  typical  plan  the 
employer  funds  a  healthcare  spending 
account  with  $500  or  so  for  an  individual, 
and  perhaps  double  that  for  a  family. 
Participants  use  this  money  as  they  see  fit 
for  medical  costs.  If  their  costs  exceed  this 
amount,  they're  responsible  for  a  bridge 
amount,  called  a  deductible,  of  anywhere 


from  $500  to  $3,500,  after  which  a 
traditional  healthcare  plan  kicks  in. 

Such  plans  have  proved  popular.  Aetna 
HealthFund,  for  example,  has  attracted 
more  than  370,000  members  since  its 
launch  in  September  2001.  "Employers  get 
an  affordable  plan,  while  employees  enjoy 
self-direction  and  features  like  100%  cover- 
age for  preventive  care  and  a  wealth  of 
web-based  tools  and  information  that 
encourage  informed  decision-making,"  says 
Mary  Claire  Bonner,  vice  president  and 
head  of  Select  and  Key  Accounts  at  Aetna. 

STAY  IN-NETWORK.  Many  health  plans 
offer  lower  co-payments  or  coinsurance  for 
patients  who  stay  within  a  network  of  care 
providers,  and  charge  higher  fees  when 
patients  seek  care  outside  of  this  network. 
The  cost  difference  can  be  dramatic. 
That's  because  plan  providers  negotiate 
ahead  of  time  with  network  doctors  to 
reduce  fees,  and  pass  along  those  reduc- 
tions to  plan  participants. 

IF  YOU  CANT  STAY  IN-NETWORK, 
NEGOTIATE.  Those  who  choose  to  have 
a  medical  procedure  performed  out-of- 
network  shouldn't  be  afraid  to  negotiate 
with  their  doctor  on  price.  Some  doctors 
are  surprisingly  amenable  to  the  discussion. 
It  helps  if  you  know  what  the  going  rate  is 
for  the  procedure  in  question.  Plans  like 
Aetna  offer  online  tools  to  help  you  estimate 
the  cost  of  care  for  specific  tests  and 
procedures,  and  provide  comparisons  for 
in-network  vs.  out-of-network  rates.  Look 
at  the  reimbursement  rates  for  in-network 
doctors  performing  the  same  procedure, 
and  present  this  information  to  your  out- 
of-network  doctor.  Providers  might  match 
the  price,  meet  you  part  way  or  laugh  at  the 
entire  idea,  but  it's  free  to  ask. 

FOCUS  ON  PREVENTION.  Preventive 
care,  from  regular  physicals  to  well-woman 
exams,  can  really  reduce  plan  costs  over 
time,  while  protecting  participants,"  says 
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Aetna's  Bonner.  Employers,  says  Bonner,  , 
should  look  for  a  plan  that  provides  health 
risk  assessments  and  targeted  online  well- 
ness programs  to  help  members  manage 
their  health. 

CUT  YOUR  DRUG  BILL.  Prescription  drugs 
are  often  the  largest  out-of-pocket  health- 
care expense  for  employees.  But  there  are 
plenty  of  ways  to  save.  The  most  obvious, 
perhaps,  is  by  using  generic  medications. 
Atypical  health  plan  might  charge  a  $35 
co-payment  for  branded  medications,  but 
just  a  $1 0  co-payment  for  generic  ones. 
Even  if  a  generic  equivalent  isn't  available, 
patients  should  check  their  health  plan's 
list  of  preferred  medications  with  the  help 
of  their  doctor.  One  brand-name  medica- 
tion may  be  just  as  good  as  another,  and 
available  at  substantial  savings.  Also, 
those  receiving  ongoing  drug  treatment  for 
diseases  like  diabetes  and  high  blood  pres 
sure  should  look  into  buying  in  bulk.  Health 
plans  often  have  mail-order  drug  plans  that 
offer  substantial  savings  when  participants 
buy  90-day  supplies  of  their  medications. 

GIVE  SPECIAL  CONDITIONS  SPECIAL 
TREATMENT.  Heart  disease,  diabetes  anc 
asthma  —  these  are  among  the  most  expen 
sive  maladies  for  healthcare  plans.  A  good 
plan  provider  should  have  special  program: 
that  coordinate  education  and  treatment. 
With  chronic  diseases  like  these,  lifestyle 
changes  can  reduce  the  need  for  future 
medical  care  and  provide  meaningful  healtt 
improvements  today. 

For  information  on  BusinessWeek 
Special  Advertising  Sections  contact 
Stacy  Sass-McAnulty  at  212-512-6296  or 
stacy_sass-mcanulty@businessweek.com. 


This  special  section  was  produced  by  New  Futures  Media,  Inc.  The  information  and  opinions  expressed  in  this  advertising  section  do  not  constitute  an 
endorsement  of  advertisers  or  their  products  by  New  Futures  Media.  For  information  about  our  company  and  our  work  see  www.NewFuturesMedia.corr 
or  contact  us  at  info@NewFuturesMedia.com. 
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The  Cost  of  Care 


©2005  Aetna  Inc.  Plans  are  offered  by  Aetna  Life  Insurance  Company.  Insurance 
policies  contain  exclusions,  limitations  and  reductions.  The  information  provided  in  this 
tool  is  presented  for  informational  purposes  only.  The  actual  costs  will  most  likely  vary 
from  the  estimated  costs  provided  by  this  tool.  The  availability  of  a  plan  or  program  may 
vary  by  geographic  service  area. 
-200528 


Now  there's  a 
better  way  to  predict 
health  care  costs. 

When  people  understand  what  things 
really  cost,  they  can  make  smarter 
choices.  That's  the  idea  behind  Aetna's 
Estimate  the  Cost  of  Care,  an  online 
tool  that  helps  your  employees  plan 
for  and  manage  health  care  expenses. 
They'll  get  estimated  cost  information, 
based  on  their  zip  code,  for  200 
medical  and  dental  procedures,  office 
visits,  and  medical  tests,  as  well  as 
over  7,000  different  prescription 
drugs.  This  information  can  also  help 
them  predict  the  annual  cost  of 
treatment  for  a  wide  range  of 
conditions  depending  on  the  level  of 
severity.  To  see  how  our  information 
can  help  your  employees  make  better 
informed  health  care  decisions,  call 
your  broker,  Aetna  representative,  or 
visit  us  today  at  aetna.com. 

We  want  you  to  know- 
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If  the  dollar  continues  to 
decline,  [foreign  demand 
will  climb]  even  if  rising 
mortgage  rates  price  some 
Americans  out 

-Glenn  Kafka 
Edison,  N.J. 
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AFTER  THE 
HOUSING  BOOM 


STILL  BETTING  ON 
THE  HOUSING  BOOM 

KATHLEEN  MADIGAN'S  "After  the  hous- 
ing boom"  (Cover  Story,  Apr.  11)  missed 
the  boat  about  today's  real  estate  market 
on  steroids.  Granted,  low  interest  rates, 
along  with  government-backed  loan  pro- 
grams and  almost  insatiable  demand, 
have  all  contributed  to  the  runup  in  real 
estate  prices.  But  the  driving  force  behind 
any  real  estate  market  is  still  supply  and 
demand.  And  as  long  as  demand  for 
property  outstrips  supply,  real  estate  will 
continue  to  be  the  investment  of  choice 
for  most  Americans. 

-Thomas  J.  Lucier 

President  &  CEO 

Home  Equities  Corp. 

Tampa 

AS  A  COMMODITIES  trader  in  the  morn- 
ing and  a  landlord  in  the  afternoon,  I  am 
aware  of  the  bull  market  going  on  in  hard 
assets.  When  you  look  at  gold,  silver,  cop- 
per, oil,  and  real  estate,  you  see  that  real 
estate  has  gone  up  proportionately  to  the 
others.  Are  you  expecting  gold  or  oil  to 
bust  when  interest  rates  rise?  If  not,  you 
should  at  least  discuss  this  new  shift  in 
any  intelligent  discussion  of  real  estate. 


A  thorough  discussion  must  also  ir 
elude  U.S.  housing  prices  in  terms  of  foj 
eign  currency.  With  the  drop  in  the  do 
lar,  foreigners  have  been  buying  U.! 
properties.  If  the  dollar  continues  to  dt 
cline,  housing  prices  in  the  U.S.  will  b^ 
some  upward  pressure  even  if  risin 
mortgage  rates  price  some  American 
out  of  the  market. 

-  Glenn  Kafk 
Edison,  N. 

THE  INSURANCE  BIZ: 
TRANSPARENCY  IS  LONG  OVERDUE 

SO  AMERICAN  INTERNATIONAL  Grou 
CEO  Maurice  R.  Greenberg  abruptly  n 
signed  amid  an  accounting  scandal  ui 
earthed  by  New  York  Attorney  Gener; 
Eliot  Spitzer  ("AIG:  What  went  wrong 
News:  Analysis  &  Commentary,  Apr.  11 
I've  prayed  for  this  day.  I  worked  at  Al 
for  years.  Greenberg  led  the  meane 
management  team  anywhere. 

AIG  set  the  standard  in  1994  by  perrm 
nently  laying  off  its  U.S.  technolog 
workers  after  forcing  them  to  train  the 
foreign  replacements.  AIG  was  the  con 
pany  cited  by  then-Labor  Secretai 
Robert  Reich  in  testimony  to  Congress  o 
abuse  of  the  H-lB  visa  by  greedy  compc 
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Readers  ReDort 


CORRECTIONS  &  CLARIFICATIONS 

In  "The  busiest  broker  on  earth"  (Finance, 
Apr.  18),  E*trade  Financial  Corp.  had  a  3% 
increase  in  new  brokerage  accounts  during 
the  past  two  years  following  a  redefinition 
of  active  accounts,  not  the  20%  fall  shown 
in  its  10K  for  2004. 


nies.  AIG  boasted  that  it  saved  money  as 
the  lives  of  those  who  built  its  computer 
systems  were  ruined.  AIG's  profits  were 
soaring,  yet  it  squeezed  the  last  drop  of 
blood  out  of  its  loyal,  competent  employ- 
ees. Spitzer  is  a  true  hero. 

-Linda  Kilcrease 
Dover,  N.J. 

MANY  OF  US  in  the  insurance  industry 
have  had  difficulty  understanding  how  AIG 
has  managed,  year  after  year,  to  post  a  re- 
turn on  equity  significantly  better  than 
those  of  its  competitors.  History  shows  that 
the  insurance  business  is  not  known  for 
consistency,  particularly  in  mamtaining 
ROEs  over  10%.  It  is  a  very  cyclical  industry. 

From  the  late  1990s  through  about 
2002  insurers  were  going  through  a 
down  cycle.  AIG's  rivals  were  turning  in 
combined  ratios  (claims  payments,  re- 
serves for  claims  payments,  and  operat- 
ing expenses  divided  by  premium  re- 
ceived) of  105%  to  130%,  while  AIG  was 
usually  under  100%.  These  ratios  ap- 
peared to  run  counter  to  the  types  of  busi- 
ness that  AIG  wrote. 

It  now  appears  that  the  reasons  for 
the  low  combined  ratios  may  have  in- 
cluded factors  that  had  not  yet  come  to 
the  forefront,  i.e.,  limited  incurred-but- 
not-reported  (IBNR)  reserves,  under-re- 
serving for  those  losses  that  have  not  yet 
been  reported,  underfunding  for  both 
existing  and  future  asbestos  and  envi- 
ronmental claims. 

While  many  may  believe  Spitzer's  in- 
vestigations are  not  positive,  he  is  making 
the  industry  more  transparent  to  the  fi- 
nancial community.  As  a  result,  stock- 
holders of  well-run,  properly  reserved  in- 
surers will  ultimately  benefit  from  his 
office's  inquiries. 

-R£.  Callard 
Seattle 
Editor's  note:  The  writer  is  a  retired  vice- 
president  of  an  international  property-ca- 
sualty insurer. 

THE  JUICE  FOR  HYBRIDS 

HAS  TO  COME  FROM  SOMEWHERE 

IN  "GIVING  HYBRIDS  a  real  jolt"  (Envi- 
ronment, Apr.  11),  the  impression  given 
is  that  there  is  no  environmental  down- 


side to  the  scheme  of  plugging  in  a  hy- 
brid vehicle.  But  caution  is  advised 
when  phrases  such  as  "dramatically  re- 
duce pollution"  get  thrown  around 
without  considering  where  those  elec- 
trons might  come  from.  No  doubt,  for 
those  of  us  in  Southern  California  there 
would  be  a  noticeable  improvement  in 
air  quality  should  such  a  scheme  be 
widely  adopted. 

However,  I  am  curious  as  to  what  the 
effect  would  be  on  other  regions'  air 
quality.  Would  there  be  a  net  increase  in 
global  greenhouse-gas  emissions?  For 
example,  how  much  total  energy  does  it 
take  to  create  and  transmit  electricity 
from  a  coal-burning  plant  in  Arizona  to 
Los  Angeles? 

-Andy  Meeker 
Newbury  Park,  Calif. 
Editor's  note:  For  more  on  this  topic,  see 
"Developments  To  Watch"  on  page  83. 

THE  POST  OFFICE'S  BOOKS 
ARE  A  BLACK  HOLE 

YOUR  EXCELLENT  "A  first-class  crisis  in 
the  making?"  (Finance,  Apr.  11)  made  no 
mention  of  the  fact  that  the  U.S.  Postal 
Service  has  more  than  $70  billion  in  un- 
funded liabilities— mostly  money  prom- 
ised to  employees  in  retirement  and 
health  benefits.  The  USPS  doesn't  have 
that  money.  And  a  massive  taxpayer 
bailout  may  be  required  down  the  road. 

Another  critical  problem  facing  USPS 
is  its  inability  to  improve  its  financial 
transparency.  In  2004  the  Postal  Service 
had  $69  billion  in  revenue  and  $66  bil- 
lion in  costs.  Where  did  that  $3  billion  of 
income  come  from?  Nobody  really 
knows.  With  only  60%  of  costs  directly 
accounted  for,  it's  virtually  impossible  to 
know  where  the  organization  is  losing  or 
making  money.  If  USPS  is  to  become 
more  efficient,  it  must  provide  more  ac- 
curate accounting. 

-Sam  Ryan 

Senior  Fellow 
Lexington  Institute 

Arlington,  Va 

IF  HP  JUST  WANTS  TO  CUT  COSTS, 
IT  PICKED  THE  RIGHT  GUY 

NO  ONE  CAN  ARGUE  the  point  that 
Mark  Hurd's  achievements  as  CEO  of 
NCR  Corp.  brought  the  stock  price  to 
record  levels— every  newspaper  and 
business  magazine  in  the  world  is  trum- 
peting his  success  ("Memo  to:  Mark 
Hurd,"  News:  Analysis  &  Commentary, 
Apr.  11).  However,  no  products  were 
brought  to  market  during  Hurd's  tenure 
that  led  to  real  growth  in  NCR's  revenue. 
His  success  resulted  from  drastic  cost- 


cutting.  Sure,  NCR  benefited  fronl 
streamlimng  outlays,  but  it  remains  to  bj 
seen  whether  that  alone  will  contributl 
to  long-term  profitability  and  any  ne^ 
growth. 

As  a  seven-year  veteran  of  NCR,  I  bel 
lieve  that  its  long-term  prognosis  is  grinj 
because  Hurd's  strategy  severely  daml 
aged  the  core  of  the  corporation— thj 
employee  base.  Here's  what  Hewlet 
Packard  Co.  employees  can  look  forward 
to  under  Hurd:  loss  of  pension  benefit:! 
less    attractive    and    more    expensiv{ 
health-care  benefits,  loss  of  educations 
benefits,  massive  layoffs,  jobs  lost  to  out 
sourcing,  and  demotions  coupled  wit 
loss  of  pay. 

Is  this  the  picture  of  a  "mecca  for  tal| 
ented"  employees?  Makes  you  want 
run  right  out  and  apply  for  a  job  at  HI 
doesn't  it? 

-Deborah  Cincilla  Sz 
Gaithersburg,  Mc 
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hoosing  a  growth  bank  means  gaining  the  momentum  to  get  ahead.  Driven  by  its  dynamism, 
Societe  Generale  now  has  a  workforce  of  92,000  in  80  countries  and  has  become  steadily  stronger  in 
ts  three  key  fields,  offering  its  customers  ever  more  opportunities  for  expansion.  With  16  million 
:ustomers<1)  in  retail  banking,  315  billion  euros  C)  managed  by  global  investment  management  and 
services  and  a  confirmed  worldwide  leadership  in  corporate  and  investment  banking  (euro  capital  markets, 
derivatives  and  structured  finance),  Societe  Generale  has  become  a  first  choice  partner  for  its  customers 
around  the  world.  If  you  too,  have  a  taste  for  growth,  you  will  soon  see  what  the  "Societe  Generale  red  and 
_  alack  effect"  can  do  for  you.(i)  at  31/12/04.  www.socgen.com 


RETAIL  BANKING 


PAYMENT  SERVICES 


ASSET  MANAGEMENT 


PRIVATE  BANKING 


GLOBAL  SECURITIES 
SERVICES  FOR  INVESTORS 


CORPORATE  & 
INVESTMENT  BANKING 


Red, 
black 
and 
rising 


GROUP 


Enter  to  Win. 

ffflffllS 


Books 


CA  is  pleased  to  offer  you 
a  chance  to  win  Wedding 
of  the  Waters:  The  Erie 
Canal  and  the  Making  of 
a  Great  Nation,  a  book 
recently  reviewed  in  the 
pages  of  BusinessWeek. 
Visit  businessweek.com/ 
bookgiveaway  to  win  one 
of  the  100  copies  being  given 
away  this  month. 

BusinessWeek  brings  you  the 
world  of  business  every  week. 

CA  brings  you  the  latest 
innovations  in  management 
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Desktop  Factories 

FAB  The  Coming  Revolution  on  Your  Desktop— from  Personal  Computers  to 
Personal  Fabrication 

By  Neil  Gershenfeld;  Basic  Books;  278pp;  $26 


In  Neil  Gershenfeld's  superb  Fab,  the  one-word  title 
refers  to  fabrication.  The  book  heralds  a  shift  in  manu- 
facturing as  profound  as  the  advent  of  personal  com- 
puters, hence  the  subtitle:  The  Coming  Revolution  on  Your 
Desktop— from  Personal  Computers  to  Personal  Fabrication. 
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Personal  fabrication 
systems  are  small, 
inexpensive  clusters  of 
tools  and  software  that 
function  as  complete  job 
shops.  Typically,  they  have 
easy-to-use  controls  that 
enable  almost  anyone, 
including  people  in 
remote  African  villages,  to 
manufacture  an  amazing 
variety  of  things.  A  typical 
system  includes  a  milling 
machine  for  making 
precision  parts,  a  cutter  for 
producing  simple  printed  circuit  boards, 
and  software  for  programming  cheap 
chips  called  microcontrollers.  Today,  one 
of  these  "fab  labs"  costs  about  $20,000. 
But  Gershenfeld  predicts  that  fab  lab 
prices  will  follow  the  path  of  PCs.  With 
volume  production,  these  advanced  do- 
it-yourself  systems  could  plunge  to 
$10,000  and  then  perhaps  to  $1,000. 

Gershenfeld's  account  of  the 
technology's  evolution  is  delicious.  A 
star  physicist  at  Massachusetts  Institute 
of  Technology  with  a  knack  for  technical 
explanation,  he  has  written  an  accessible 
book  that  even  nontechnophiles  will 
love.  In  fact,  Fab  should  be  required 
reading  for  foreign-service  officers, 
managers  in  humanitarian  agencies, 
and  others  working  to  alleviate  poverty. 

Starting  in  2002,  Gershenfeld  began 
tapping  the  National  Science 
Foundation  for  funds  to  deploy  fab  labs 
at  remote  locations  in  places  such  as 
Ghana,  India,  and  Arctic  Norway.  In 
Norway's  far  north,  where  the  native 
Sami  keep  flocks  of  sheep  and  reindeer, 
herder  Haakon  Karlsen  makes  little 
radio  tags  and  wireless  radio-relay 
stations  so  the  Sami  can  track  their 
animals'  movements.  In  Pabal,  a 
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"Fab  labs" 
promise 
custom 
products 
at  low  cost 
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farming  village  in  western 
India,  a  school  is  fab- 
labbing  devices  that  will 
tune  tractor  engines  to  run 
on  fuel  squeezed  from 
locally  grown  castor  beans. 
since  farmers  can't  afford 
diesel.  And  engineers  at 
Takoradi  Technical 
Institute  are  working  on  a 
solar-energy  project  that 
will  bring  electricity  to 
villages  in  Ghana. 

The  idea  for  fab  labs  was 
sparked  by  a 
course  called 
"How  to  Make 
(almost) 
Anything"  at 
MIT's  Center  for 
Bits  &  Atoms 
(CBA),  which 
Gershenfeld 
heads.  He  saw  tht  '^ 
class  as  a  how-to 
exercise  for 
engineering  students.  They  would  get  to 
experiment  with  CBA's  multimillion- 
dollar  cluster  of  machinery  and  tools— 
the  granddad  fab  lab.  The  first  class 
convened  in  1998,  and  Gershenfeld  was 
astonished  when  "100  or  so  students 
showed  up  for  a  class  that  could  hold 
only  10.  They  weren't  the  ones  we 
expected,  either,"  he  writes.  They 
included  as  many  aspiring  artists  and 
architects  as  engineers. 

Another  surprise  came  when  he 
discovered  why  most  students  wanted  tc 
take  the  course:  "They  were  motivated 
by  the  desire  to  make  things  they'd 
always  wanted  but  that  didn't  exist." 
And,  he  adds,  "they  routinely  and 
single-handedly  managed  to  design  and 
build  complete  functioning  systems." 
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For  the  next  generation  of  fab  labs, 
Gershenfeld  hopes  to  include  a  piece  of 
equipment  known  as  a  rapid 
prototyping  machine— a  device  that  is 
already  becoming  common  in  industry. 
Some  are  basically  ink-jet  printers  that 
create  three-dimensional  "images"  from 
computer  models,  laying  down  layer 
upon  layer  of  plastic,  powdered  metal,  or 
other  materials.  Overnight  they  can 
create  the  shell  of  a  cellular  phone. 
Eventually,  by  combining  plastics  and 
metal  circuitry,  they're  expected  to 
deliver  a  working  cell  phone— or  pretty 
much  any  other  gadget. 

The  concept  isn't  limited  to  small 
consumer  products,  though.  The  author 
reports  that  efforts  are  under  way  to 
(develop  large,  mobile  printers  that 
squirt  concrete  for  "printing"  a  building 


or  bridge.  Larry  Sass,  an  MIT  professor 
of  architecture,  is  developing  a  fab -lab 
system  for  constructing  simple  but 
customized  houses  from  a  truckload  of 
plywood  panels  costing  roughly  $2,000. 

Soon,  Gershenfeld  plans  to  offer  fab 
labs  that  can  reproduce  themselves 
again  and  again,  creating  waves  of 
successively  cheaper  systems.  For 
toppers,  a  fab  lab  in  every  home  could 
have  a  dramatic  effect  on  today's 
throwaway  culture.  When  a  homemade 
appliance  or  toy  breaks,  the  fab  would 
know  how  to  disassemble  it  and  either 
rebuild  it  or  recycle  the  materials. 

Personal  fabrication  will  give  new 
meaning  to  thinking  outside  the  box- 
by  giving  people  boxes  that  can  turn 
dreams  into  reality.  ■ 

-By  Otis  Port 
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ALL  THOSE  MORNINGS.  JIT  THE  POST 

The  20th  Century  in  Sports  From 
Famed  Washington  Post  Columnist 
Shirley  Povich 

ds.  Lynn,  Maury,  and  David  Povich  and 
Jeorge  Solomon;  PublicAffairs; 
404pp;  $27.50 
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The  return  of  baseball  to 
the  nation's  capital  coincides 
sweetly  with  the  publication 
if  All  Those  Mornings. ..At  the 
Post— a  collection  of  columns 
by  the  best  crack-of-the-bat- 
loving  Washington 
portswriter  to  ever  peck  a 
typewriter.  For  more  than 
70  years  the  pages  of  The 
Washington  Post  were  graced  with  the 
columns  of  Shirley  Povich,  some  17,000 
of  them.  Like  dabs  of  color  in  a 
pointillist  painting,  the  120  in  this 
anthology  deliver  a  rich  vision  of  sports 
in  a  century  of  turmoil. 

Ruth,  Dempsey,  Jesse  Owens,  Ted 
Williams,  Palmer  and  Nicklaus, 
Muhammad  Ah— they  and  so  many 
others  are  all  here.  And  whether  it  was 
railing  against  color  barriers  in  sports, 
watching  Seabiscuit  beat  War  Admiral, 
or  getting  within  40  yards  of  the 
terrorists  who  slaughtered  Israeli 
athletes  at  the  1972  Munich  Olympics, 
Povich,  who  died  in  1998,  was  there. 

The  man  you  meet  in  these  columns 
and  in  the  loving  tributes— especially 
those  of  children  Lynn  and  Maury— is  as 


SHIRLE)  I'Ol  KH 

ALL  THOSE 
MORNINGS 


much  an  American  original  as  any  of  the 
storied  figures  he  so  subtly  dissects. 
(Fair  disclosure:  Lynn  Povich,  former 
Editor-in-Chief  of  Working  Woman,  is 
the  wife  of  former  BusinessWeek  Editor- 
in-Chief  Steve  Shepard.) 

Growing  up  in  Bar  Harbor,  Me., 
young  Shirley  absorbs  a  scrappy- 
immigrant  love  of  America  from  his 
Russian  Jewish  mother  and  father, 

inhales  the  salty  individualism 
of  New  England,  and  inherits 
from  both  parents  and  place  an 
innate  sense  of  justice.  If  he 
has  something  to  say,  he  says 
it,  but  his  outrage  is  never 
strident.  When  Mike  Tyson 
bites  off  pieces  of  Evander 
Holyfield's  ears  during  a  1997 
heavyweight  bout,  Povich 
writes:  "It  was  on  the  record 
that  Mike  Tyson  was  a 
boyhood  thief,  a  purse-snatcher  and 
reform-school  inmate;  a  street  brawler, 
an  abuser  of  women  and  convicted 
rapist  and  grown-up  inmate  of  an 
Indiana  prison  for  three  years.  But  until 
last  Saturday  night  it  was  unknown  that 
he  was  also  a  cannibal." 

Baseball,  though,  is  the  sport  closest 
to  Povich's  heart.  His  first  byline  was  on 
a  story  about  the  Washington  Senators, 
and  until  1972,  when  they  left  town, 
Povich  was  at  every  opening  day- 
watching  Presidents  from  Coolidge  to 
Nixon  throw  out  the  first  ball.  Odds  are 
he  wasn't  far  away  when  George  W 
Bush  tossed  the  ceremonial  pitch  for  the 
Washington  Nationals,  welcoming 
baseball  back  to  Povich's  town.  ■ 

-By  Ciro  Scotti 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


At  Last,  a  Phone  That 
Takes  Dictation 


A  wireless  phone's  main  function  is  converting  human  speech  into  digital 
signals  and  back  again.  So  why  not  harness  handsets'  speech-processing 
ability  to  solve  a  problem  nearly  everyone  encounters  when  using  cell 
phones  for  e-mail  or  other  data  applications?  I'm  referring  to  the  difficulty 
of  entering  text  on  a  dial  pad,  which  speech  recognition  can  remedy. 


P207  It  only 
recognizes 
the  owner's 
speech 


Manufacturers  are  finally  getting 
serious  about  this  solution.  Use  of  spoken 
commands  to  dial  calls  and  control  other 
functions  has  been  around  for  a  while  on 
some  high-end  handsets.  But  the 
Samsung  SPH-p207  ($200  with  a  two- 
year  contract  from  Cingular  Wireless)  is 
the  first  to  incorporate  speech-recognition 
technology  for  dictation  of  text  messages.  I 
found  that,  once  I  got  the  hang  of  the 
technique,  speaking  messages  was  much 
faster  than  tapping  them  out. 

Based  on  earlier  experiences  with 
speech  recognition,  I  was  prepared  to  be 
disappointed.  In  the  late  1990s,  speech 
was  promoted  as  an  alternative  to  typing 
on  PC  keyboards.  But  the  software  never 
got  good  enough  to  make  dictation  easier 
than  typing  for  most  people— although  it 
has  been  a  boon  for  people  with  disabilities 
or  those  who  need  their  hands  free  while 
working.  After  Lernout  &  Hauspie,  the 
leading  speech-product  company,  imploded  in  a  2001  financial 
scandal,  the  industry  retreated  from  consumer  markets  to  focus 
on  more  lucrative  niches,  such  as  automated  call  centers. 

PHONES  HAVE  ALWAYS  BEEN  A  NATURAL  for  speech  technology, 
but  until  recently  handsets  lacked  the  processing  power  and 
memory  to  make  it  work.  The  Samsung  phone  gets  around 
that  problem  thanks  to  software  from  VoiceSignal 
Technologies  that  is  economical  in  its  use  of  resources. 

One  way  it  achieves  that  is  through  modest  ambitions. 
Most  dictation  software  aims  for  two  goals:  speaker- 
independence,  meaning  it  will  work  without  being  trained  to 
an  individual's  speech  quirks;  and  continuity,  meaning  it 
understands  normal  speech,  where  words  often  run  together. 
VoiceSignal  took  a  different  tack.  The  phone  requires  that  the 
user  spend  about  five  minutes  training  the  software,  which 
involves  reading  a  series  words  off  the  display.  The  speech 
recognition  is  then  bound  to  that  individual— but  given  the 
personal  nature  of  phones,  that's  a  minor  issue. 


Also,  the  software  only  tries  to  understand  one  word 
at  a  time  (known  in  the  field  as  discrete  speech).  This 
means  you  must  speak  very  deliberately,  with  a  brief 
but  distinct  pause  between  words.  It  takes  a  little 
getting  used  to,  but  the  payoff  is  accurate  recognition. 

To  send  a  text  message  on  the  phone,  you  first  press ; 
button  to  put  it  into  voice-command  mode,  then  say 
"send  text."  When  prompted,  you  either  say  the  phone 
number  or  speak  the  name  of  someone  in  the  phone's 
address  book.  If  the  addressee  has  both  a  cell-phone 
number  and  an  e-mail  address  listed,  you  are  asked 
which  "number"  you  want  to  send  the  message  to. 
Once  the  addressing  is  done,  you  push  a  button  on 
the  side  of  the  phone  and  hold  it 
in  as  you  dictate.  When  finished, 
you  can  move  a  cursor  to  any 
word  the  software  got  wrong. 
Press  "0"  and  you  can  choose 
from  a  list  of  likely  alternatives  oi 
tap  in  the  right  word  from  the 
dial  pad.  Then  just  press  send. 

The  Samsung  p207  is  a 
clamshell  phone  that  works 
worldwide  on  cellular  networks 
running  on  the  GSM  standard.  Iff 
just  4  inches  long,  including  a 
stubby  antenna.  It  has  all  the 
features  you  would  expect  in  a  high-end  handset,  including  a 
big,  bright  display,  a  camera,  and  a  Web  browser.  But  speech 
recognition  is  the  feature  that  sets  it  apart  from  a  couple  dozen 
other  attractive  phones  with  similar  functions. 

Speech  recognition  failed  to  find  a  mass  market  in  PCs 
because  it  wasn't  as  fast  and  accurate  as  using  a  keyboard  an< 
mouse.  I  think  the  same  technology  will  succeed  in  handsets 
because  the  alternatives  there  are  so  much  worse.  The  key  is 
finding  the  right  technology  for  the  job.  ■ 

E-mail:  techandyou@businessweek.cor. 


Speaking 
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For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/go/techmaven 
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Technology  changes.  Communication  lasts. 
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In  today's  fast  changing  world  we  all  need  partners  to  reach 
our  full  potential.  At  Huawei,  however,  we  are  more  than  just 
good  partners. 

At  Huawei  we  actually  work  hand  in  hand  with  our  customers 
to  develop  high  quality  technology  solutions,  delivered  swiftly 
and  at  low  cost  to  satisfy  real  consumer  needs. 

As  a  result  of  this  emphasis  on  customer-driven  R&D  and 


marketing,  we  have  helped  build  and  develop  the  industry 
in  China  into  one  of  the  most  advanced  telecom  networks 
in  the  world  and  we  are  now  helping  operators  in  over  90 
countries  enjoy  greater  service  and  enhanced  profits. 

Technology  is  changing  faster  and  faster  every  day,  but  at 
Huawei  our  pursuit  of  better  communications  and  better 
results  through  partnership  and  understanding  never  ceases. 


Today,  Huawei's  products  are  enjoyed  in  over  90  countries  across  the  world,  including  the  UK, 
Germany,  France,  Spain,  Portugal,  Russia,  Brazil,  Singapore,  Thailand,  Egypt,  UAE  and  South  Africa. 


Huawei  Technologies  Co.,  Ltd 
Tel:    +86-755-2878  0808 
Fax:  +86-755-2835  6406 
Email:  information@huawei.com 
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Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


Stop  Scapegoating  Chin; 
— Before  Ire  Too  Late 


Protectionist  sentiment  is  on  the  rise  in  Washington,  fueled  by  poor 
employment  growth,  real  wage  stagnation,  and  a  record  trade  deficit.  Job 
growth  in  2004  was  nearly  40%  below  the  level  consistent  with  previous 
economic  recoveries.  Most  of  the  "missing  jobs"  are  in  the  trade-exposed 
manufacturing  sector.  Meanwhile,  real  average  hourly  earnings  in  2004 


were  no  higher  than  they  were  in  November,  2001,  the  trough 
of  the  most  recent  recession.  Economists  are  busy  debating 
the  causes  of  this  jobless  and  wageless  recovery.  Meanwhile, 
many  politicians,  workers,  and  business  leaders  already  have 
jumped  to  the  conclusion  that  the  yawning  U.S.  trade  deficit  is 
to  blame,  and  China  has  become  the  focus  of  their  ire.  But 
blaming  China  for  the  plight  of  American  workers,  while 
predictable,  is  wrongheaded.  And  adopting  protectionist 
policies  against  China  is  downright  dangerous. 

It's  easy  to  see  why  the  public  has  fingered  China  as  the 
culprit.  China,  which  sends  one-third  of  its  exports  to 
America,  accounts  for  26%  of  the  U.S.  trade  gap.  Most  of  its 
exports  to  the  U.S.  are  manufactured  products,  made  by 
workers  earning  only  4.5%  of  the  average  U.S.  factory  wage. 
As  more  American  companies  try  to  cut  costs,  Chinese 
workers  are  increasingly  competing  for  U.S.  manufacturing 
jobs  and  putting  downward  pressure  on  pay.  So  it's  hardly 
surprising  Congress  is  weighing  legislation  that  would 
impose  a  275%  tariff  on  Chinese  imports  unless  Beijing 
agrees  to  an  equivalent  appreciation  of  its  currency. 

BUT  THE  FATE  OF  US.  WORKERS  depends  primarily  on  domestic 
conditions,  not  the  trade  gap.  A  Brookings  Institution  study  by 
economists  Martin  N.  Bailey  and  Robert  Z.  Lawrence  found 
that  trade  accounts  for  only  about  12%  of  the  nation's  manu- 
facturing-job losses  since  2000.  Most  of  the  losses  stem  from 
weaker  exports,  not  soaring  imports  from  China  or  elsewhere. 
The  main  source  of  the  deficit  isn't  China's  fixed  exchange  rate, 
low  wages,  or  export  subsidies,  but  the  imploding  US.  savings 
rate— a  fact  Congress  would  rather  ignore. 

The  U.S.  current  account  deficit— the  gap  between  what 
America  spends  and  what  it  produces— recently  hit  a  high 
because  of  a  sharp  drop  in  personal  savings  and  out-of- 
control  federal  spending.  Since  the  1980s,  America's  trade 
gap  has  been  about  as  large  as  its  current  account  deficit. 
According  to  a  study  by  economist  Ronald  I.  McKinnon  of 
Stanford  University,  if  the  current  account  had  been  in 
balance  in  2003,  there  would  have  been  4.7  million  more  U.S. 
manufacturing  jobs.  So  these  missing  jobs  stem  from  our 
macroeconomic  choices,  not  our  trading  partners'  unfair 
trade  and  currency  policies. 


True,  China,  along  with  Japan  and  a  few  others,  has  enabled 
our  misguided  choices  by  financing  the  U.S.  current  account 
gap  via  huge  purchases  of  dollar-denominated  securities  at 
relatively  low  interest  rates.  If  China  were  to  slash  its  purchases 
or  its  already  substantial  holdings  of  such  securities- 
something  it  might  be  tempted  to  do  in  retaliation  for  punitive 
trade  legislation— long-term  real  rates  would  rise  sharply  and 
swiftly.  The  result  could  be  a  slowdown  that  damages  the 
global  economy  and  leaves  American  workers  substantially 
worse  off  in  terms  of  jobs,  wages,  and  interest  payments  on 
their  mortgages.  So  instead  of  China-bashing,  Congress  should  | 
make  tough  political  choices  on  revenues  and  spending  to 
contain  the  fiscal  deficit  and  stimulate  household  saving. 

To  head  off  a  possible  trade  war, 
China  also  must  take  action  to  ease 
tensions.  First,  Beijing  should 
reduce  or  eliminate  some  implicit 
and  explicit  export  subsidies, 
including  value-added  tax  rebates 
for  imported  equipment  and 
components,  discounts  on  land  for 
export  facilities,  and  tax  preferences| 
for  foreign  investors.  According  to 
Morgan  Stanley,  eliminating  these 
subsidies  would  be  equivalent  to  a 
16%  appreciation  in  the  yuan 
relative  to  the  dollar.  This  approach  i 
would  avoid  some  risks  of  adjusting  China's  exchange  rate  in 
the  presence  of  significant  speculative  flows  into  China's 
currency.  Next,  China  should  introduce  either  temporary 
quotas  or  tariffs  on  apparel  and  textile  exports.  Finally,  just  as 
the  U.S.  must  increase  household  savings,  China  must  foster 
more  consumption  to  reduce  its  reliance  on  exports  for  growth. | 

The  U.S.  and  China  have  benefited  enormously  from  their 
economic  ties.  Now  both  must  act  to  make  sure  trade  friction 
does  not  undermine  their  mutually  beneficial  relationship  anc| 
push  the  world  economy  into  a  downward  spiral  of 
protectionism  and  recession,  tf 

Laura  D 'Andrea  Tyson  is  dean  of  London  Business  School 
(ltyson@london.edu) 


Tariffs  won't 
cure  U.S. 
trade  ills  and 
may  lead  to 
a  global 
slowdown 
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Health  Plans 

FROM     BC     LIFE     &     HEALTH 


Introducing  our  new  arsenal  in  the  fight  against  out-of-control  health-care  costs.  This  formidable  foursome  of  innovative 
health  plans  is  designed  to  bring  employers  and  employees  together  as  allies  in  managing  health-care  costs.  Each  unique 
plan  attacks  the  problem  from  a  different  angle.  The  Power  CareAdvocate  PPO  combines  choice  and  freedom  with  cost-saving 
care-management  features.  The  Power  HealthFund  PPO  empowers  members  to  make  informed  medical  decisions.  The  Power        BlUGCrOSS 
Select  HMO  provides  affordable  access  to  quality  care.  And  our  HSA-compatible  Health  Plans  give  members  greater  control  °'  Call'ornia 

over  how  they  manage  their  health-care  expenses.  To  choose  your  mode  of  attack,  call  your  broker.  But  please,  be  careful.    The  Power  of  Blue!" 


Health  •  Life  •  Dental 

Dm  Power  CareAdvocate  PPO  and  HSA-compatible  Hearth  Plans  are  issued  by  our  affiliate,  BC  Life  &  Health  Insurance  Company  (BCL&H)  The  Power  HealthFund  PPO  may  be  issued  by  Blue  Cross  of  California  (BCC)  or  BCL&H, 
depending  upon  the  plan.  The  Power  Select  HMO  is  issued  by  BCC.  Hearth  and  Dental  from  BCC  and/or  BCL&H.  Life  insurance  from  BCL&H  BCC  and  BCL&H  are  independent  licensees  of  the  Blue  Crass  Association.  ©2004  BCC. 
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The  world's  largest  semiconductor  foundry 
delivers  advanced  technologies  in  ways 
customers  value  most.  Considering  how 
much  you  put  into  your  designs,  it's  critical 
to  know  your  foundry  can  consistently 
deliver.  Nobody  does  like  TSMC.  As  the 
world's  most  established,  dedicated 
foundry,  we  have  a  track  record  of  success 
that's  second-to-none,  bring  proven  iP  to 
the  table,  and  commit  that  we'll  never 
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and  ongoing  peace-of-mind. 
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BY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


Why  Investors5  Heads 
Are  Spinning 

The  recovery  is  showing  signs  of  higher  inflation  and  a  bit  slower  growth 


U.S.  ECONOMY 


The  expansion  faces  two  decidedly  different  risks: 
Inflation  may  be  rising  above  an  acceptable  pace.  Or  growth  may  be 
slowing  too  much.  Investors  seem  to  be  especially  perplexed  over 
which  direction  the  economy  is  headed.  However,  the  latest  readings 
on  the  economy  indicate  that,  except  for  the  negative  effects  from  oil, 


the  trends  in  growth  and  inflation  are  no  cause  for  concern. 

The  blue-chip  blues  first  became  evident  in  early 
February  (page  33).  Back  then,  inflation  was  the  major 
concern.  Demand  was  hot,  oil  prices  surged,  and  the 
producer  and  consumer  price  indexes  began  to  edge  up. 
Even  news  from  the  Federal  Reserve  indicated  that 
businesses  were  enjoying  more  pricing  power.  These 
yellow  lights  raised  investor  fears  that  the  Fed  would  hike 
interest  rates  faster  than  the  expected  pace  of  a  quarter- 
point  at  each  meeting. 

Recently,  a  spate  of  dismal-looking  reports  caused  Wall 
Street  to  shift  attention  to  an  economic  soft  patch,  which 
could  hurt  revenues.  The  March  data  have  almost  all  been 
weaker  than  expected— from  job  growth  to  retail  sales  to 
the  latest  two  disappointments,  a  drop  in  factory  output 
and  a  plunge  in  housing  starts. 

Then  on  Apr.  20,  worries  shifted  back  to  inflation. 
Because  of  higher  oil  prices,  the  total  consumer  price 
index  rose  0.6%  in  March  from  February.  And  the  core 
CPI,  which  excludes  food  and  energy,  increased  a  larger 
than  expected  0.4%. 

Later  that  day,  the  Fed  gave  its  own  assessment  of  the 
economy  in  its  Beige  Book.  The  report,  a  roundup  of 
activity  among  the  12  bank  districts,  said  business  activity 
continued  to  expand  into  early  April  and  the  assessments 
of  manufacturing  were  "largely  positive." 

Of  particular  interest  was  the  mention  of  building 
price  pressures  in  the  face  of  higher  energy  costs.  The 
Beige  Book  said  businesses  "were  able  to  pass  at  least  a 
portion  of  cost  increases  along  to  their  customers."  The 
report's  overall  tone  did  little  to  change  expectations  that 
the  Fed  will  lift  the  federal  funds  rate  by  another  quarter 
point,  to  3%,  at  its  May  3  policy  meeting. 

FOR  NOW,  THE  FEARS  about  the  economy  look 
overblown.  Yes,  growth  is  easing  from  the  4.1% 
averaged  over  2003  and  2004.  But  growth  of  3.5%, 
what's  expected  for  2005,  is  respectable.  Even  if  U.S. 
growth  is  dipping  closer  to  a  3%  annual  rate  in  the 
second  quarter,  that's  a  pace  at  which  the  euro  zone  and 
Japan  would  love  to  expand. 

At  the  same  time,  the  latest  trends  in  prices  seem  to 
show  that  inflation,  though  on  an  upward  trend,  is  not 


running  out  of  control.  First,  the  surprise  rise  in  the  core 
CPI  stemmed  from  unusually  big  increases  in  the  prices 
of  hotel  rooms,  airline  tickets,  and  apparel.  Second,  price 
trends  further  back  in  the  production  pipeline  were  more 
subdued.  Prices  for  finished  producer  goods  jumped  0.7% 
in  March  from  February,  but  that  was  largely  because  of 
energy  costs.  The  core  PPI  was  up  a  smaller  0.1%. 

Meanwhile,  oil  prices 
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have  been  on  a  small 
downtrend.  On  Apr.  18 
the  price  of  crude  was 
down  to  $50.30  per 
barrel  from  a  record 
$57.27  on  Apr.  1.  It 
bumped  up  to  above  $52 
by  Apr.  20  on  supply 
fears,  but  that  price  was 
still  below  the  March 
average  of  $54.63.  And  a 
gallon  of  gasoline 
averaged  $2.24 
nationally  in  the  week  ended  Apr.  18,  a  drop  of  4<t  from 
the  previous  week,  although  experts  expect  gas  prices  to 
resume  rising  as  the  peak  summer  driving  season 
approaches. 

Even  so,  there's  little  doubt  that  inflation  is  picking  up 
(chart).  The  big  question  is  whether  inflation  will  gain  so 
much  traction  that  it  becomes  a  problem,  and  the  Fed  has 
to  hike  interest  rates  faster  than  expected.  So  far  at  least, 
there  is  little  to  suggest  that  will  be  the  case. 
Globalization  continues  to  exert  competition  that  keeps 
price  hikes  in  check;  wage  growth  has  not  increased 
much  despite  firmer  labor  markets;  and  productivity, 
while  slowing,  is  still  healthy  enough  to  keep  unit  labor 
costs  from  increasing  rapidly. 

CLEARLY,  HIGHER  PUMP  PRICES  have  curbed 
consumer  demand,  as  shown  by  softness  in  March  retail 
sales  and  weekly  store  surveys  for  early  April.  They  are 
also  making  consumers  feel  more  pessimistic  about  the 
economy. 

Businesses,  in  turn,  are  starting  to  wonder  about  the 
future  of  consumer  demand.  That  uncertainty  may  have 
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prompted  manufacturers  to  tap  on  the  brakes  in  March. 
Total  industrial  production  rose  0.3%  because  cold 
weather  pushed  up  utility  use.  But  factory  output  fell 
0.1%  as  producers  of  some  consumer- related  goods  cut 
back  after  posting  gains  earlier  in  the  first  quarter. 
Production  of  autos,  home  electronics,  food  and  tobacco, 
and  consumer  chemical  products  all  fell  last  month. 

Output  of  construction  supplies  also  slipped  in  March, 
probably  a  result  of  the  plunge  in  homebuilding.  Housing 
starts  fell  17.6%,  but  milder  weather  earlier  in  the  winter 
had  allowed  starts  to  climb  to  a  21-year  high  in  February. 
With  mortgage  rates  back  below  6%,  demand  remains 
solid.  In  fact,  the  unadjusted  number  of  permits  on 
homes  not  yet  started  jumped  in  March,  suggesting  snow 
and  heavy  rains  forced  builders  to  hold  off  on  some  new 
projects.  If  so,  then  starts  will  recover  strongly  in  April. 

Rebounds  in  other  sectors,  primarily  manufacturing, 
will  depend  largely  on  consumer  behavior.  The  recent  fall 
in  oil  prices  will  help.  Moreover,  consumer  confidence— 
and  spending— could  bounce  back  if  the  May  6  job  report 
shows  that  hiring  in  April  was  much  stronger  than  the 
110,000  new  jobs  created  in  March. 

EQUALLY  IMPORTANT  to  the  industrial  outlook  will  be 
how  companies  manage  their  inventories.  If  businesses 
find  themselves  with  too  many  goods  already  in  stock, 
they  will  cut  back  on  orders,  and  output  may  remain  in 
the  doldrums  in  the  second  quarter. 

In  February  total  inventories  held  by  manufacturers, 
retailers,  and  wholesalers  rose  a  modest  0.5%.  Although 
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sales  dropped  0.4%,  the  ratio  of  business  inventories  to 
sales  stood  at  an  extremely  lean  1.31.  For  the  past  year, 
the  ratio  has  held  within  a  very  low  range  of  1.3  to  1.33. 

-But  below  the  top-line  data,  merchandise  appears  to  b^ 
backing  up  in  parts  of  the  distribution  chain.  Factory 
stockpiles  of  finished  goods  are  up  11%  from  the  past 

year,  compared  with  an 
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increase  of  8.2%  for  all 
business  inventories 
(chart).  Likewise, 
wholesale  inventories  are 
up  11.1%,  and  that 
sector's  inventory-sales 
ratio  has  been  inching 
higher  since  last  April. 
Inventories  don't  yet  look 
to  be  a  trouble  spot.  A 
rebound  in  demand  will  : 
clear  out  the  overhang 
quickly.  If,  however,  the 
economy  slows  too  much,  an  excessive  inventory  buildup 
will  be  an  initial  sign  of  danger. 

What  investors  want,  though,  is  a  clear  view  of  where 
the  economy  is  headed.  The  problem:  The  negative 
impact  from  oil  may  muddy  the  upcoming  data  for  both 
prices  and  demand.  For  the  next  few  weeks  at  least, 
investors  may  well  act  like  a  one-eyed  cat  watching  two 
rat  holes.  Their  shifting  focus  between  inflation  and 
growth  worries  suggests  the  financial  markets  will  face 
more  volatility  in  the  second  quarter.  ■ 
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A  Tricky  Task  for  the  Central  Bank 


ARGENTINA'S  GROWTH  continues 
to  enjoy  momentum.  The  export- 
oriented  agricultural  sector  and  rising 
domestic  demand  are  driving  the 
expansion.  The  government's 
decision  not  to  service  its  foreign  debt 
for  the  past  three  years  has  also  lifted 
growth.  But  the  country's  rapid 
recovery  may  force  the  central  bank 
to  become  more  aggressive. 

In  March  industrial  output  rose  a 
surprisingly  strong 
8.7%  from  the  year 
before.  Every  segment 
but  tobacco  posted 
gains.  Auto  output 
jumped  30%  after 
maintenance  work  cut 
production  in 
February. 

The  industrial 
rebound  has  helped 
consumers  get  past 
the  2002  peso 
devaluation.  A 


FACTORY  OUTPUT 
REMAINS  STRONG 


PERCENT  CHANGE  FRO"  -  YEAR  AGO 

Eg,     I 

7       -ARGENTINE  -  V    -      # 
INDUSTRIAL         V        # 
6        PRODUCTION  X^    # 


OCT.  04 

Data:  Bloomberg  Finance 


spending  rebound  is  visible  from 
middle-class  neighborhoods  of 
Buenos  Aires  to  tourist  spots  and  the 
agricultural  provinces  of  the  pampas. 
Job  growth  and  flexible  payment 
options  mean  that  for  the  first  time  in 
years,  Argentines  are  able  to  replace 
cars  and  appliances.  In  2004  sales  of 
household  goods  jumped  71.5%  and 
auto  sales  doubled. 

Strong  demand,  however,  is 

bringing  inflationary 
pressures.  Prices 
jumped  4%  in  the  first 
quarter  alone. 
Capacity  bottlenecks, 
particularly  in  the 
steel,  oil-refining,  and 
paper  industries,  are 
building.  They  could 
slow  output  and  raise 
price  pressures. 
Economy  Minister 
Roberto  Lavagna  has 
warned  that  inflation 
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could  top  11%  this  year. 

One  result  is  an  erosion  of  workers 
purchasing  power.  In  April  consumer 
confidence  took  its  biggest  monthly 
tumble  in  a  year.  Moreover,  demands 
for  wage  hikes  are  getting  louder, 
particularly  as  rents  for  middle-class 
housing  in  some  popular  Buenos 
Aires  neighborhoods  are  soaring  by 
as  much  as  50%  a  year. 

The  central  bank's  ability  to  keep  a 
lid  on  inflation  will  be  key  to 
sustaining  the  recovery.  Some  private 
economists  believe  the  central  bank 
should  become  more  aggressive  in 
raising  interest  rates,  which  haven't 
kept  up  with  the  recent  acceleration 
in  prices.  Rate  hikes  would  delay 
banks'  still-cautious  return  to  the 
mortgage  business  and  boost  upward 
pressure  on  the  currency,  but  they 
may  be  the  most  effective  way  of 
ensuring  economic  stability.  ■ 

-By  Colin  Barracbugh  in  Buenos 
Aires,  with  James  Mehring  in  New  York 
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All-new  designs,  inside  and  out,  from 
our  design  center  in  California. 


One  of  the  world's  most  advanced  assembly 
plants  is  beginning  production  in  Alabama. 


New  testing  and  R&D  centers  deliver  award- 
winning  quality  and  drive  new  technology. 


A  Hyundai  like  you've  never  seen  before.  We're  investing  over  a  billion 
dollars  here  in  North  America.  A  new  engineering  facility  in  Michigan, 
a  new  design  and  research  center  and  a  test  track  in  California.  And 
now,  a  state-of-the-art  assembly  plant  in  Alabama.  In  the  process, 
we've  added  thousands  of  jobs  across  America.  And  now,  we're 
ntroducing  the  result:  The  all-new  2006  Hyundai  Sonata. 


HYurmni 

Drive  your  way7 


HyundaiUSA.com 

*ND  HYUNDAI  MODEL  NAMES  ABE  REGISTERED  TRADEMARKS  OF  HYUNDAI  MOTOR  AMERICA  ALL  RIGHTS  RESERVED  C2005  HYUNDAI  MOTOR  AMERICA. 
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THE  ECONOMY 


TECH'S 

MIXED 

SIGNALS 


Wildly  differing  earnings  reflect  the 
profound  changes  that  are  underway. 
Expect  more  big  winners  -  and  losers. 

BY  ROBERT  D.HOF 


IT'S  ENOUGH  TO  GIVE  TECHNOL- 
ogy  investors  whiplash.  On  Apr. 
14,  IBM  shocked  the  market  by  an- 
nouncing disappointing  earnings, 
which  knocked  its  stock  down  6%. 
The  news,  coupled  with  poor  re- 
sults at  computer  maker  Sun  Mi- 
crosystems, consumer  electronics  and 
semiconductor  giant  Samsung  Electron- 
ics, and  software  supplier  Siebel  Systems, 
left  investors  and  economists  alike  won- 
dering if  demand  for  tech  products  had 
unexpectedly  hit  a  wall.  Even  mighty  Dell 
Inc.  warned  that  large  customers  were 
delaying  purchases.  Yet,  lo  and  behold, 
on  Apr.  19  the  stock  of  EMC  Corp. 
zoomei  11%  after  the  computer-storage 
leader  reported  better- than- expected 
earnings.  Shares  of  chipmakers  Texas  In- 
struments  Inc.   and   Intel   Corp.   also 
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jumped  after  upbeat  earnings  reports. 

What  gives?  Blame  a  whole  lot  of 
change  coming  simultaneously— and 
plunging  the  tech  business  into  a  state  of 
high  anxiety  and  uncertainty.  Part  of  the 
problem  is  an  economy  that  can't  decide 
where  it's  going,  prompting  risk-averse 
corporate  buyers  to  snap  their  pocket- 
books  shut  at  the  mere  hint  of  a  slow- 
down. But  the  bigger  reason  behind  this 
bundle  of  contradictions  is  a  confluence 
of  technological  shifts. 

New  generations  of  chips,  open-source 
software  such  as  Linux,  and  the  pervasive, 
always- on  connections  of  the  Internet 
and  wireless  devices  are  hitting  the  mar- 
ket at  once.  They're  providing  vast  new 
opportunities,  both  for  upstarts  such  as 
Linux  supplier  Red  Hat  and  well-posi- 
tioned established  players  such  as  Intel 


and  EMC.  But  in  many  markets  they  ard 
also  a  fearsome  deflationary  force  that  i:| 
disrupting  some  established  suppliers 
such  as  Sun  and  Siebel,  dependent  or| 
high-margin  products  to  thrive. 

Put  it  all  together,  and  there's  a  nev 
scramble  for  leadership  and,  in  som«j 
cases,  even  survival  in  the  economy5! 
most  dynamic  sector.  If  history  holds,  thJ 
acceleration  of  lower-cost  technology 
ultimately  should  boost  demand  b;| 
opening  vast  new  applications  thai 
are  suddenly  economical.  But  a[ 
cheaper  products  hit  the  market  ei| 
masse,   the   short- 


term  result  could 
be  slower  revenue 
growth:  Market 
watcher  IDC  fore- 
casts only  6%  in- 
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dustry  growth,  on  aver-    BERLIN  The 
age,    from    2005    to    only  bright 
2008-way  under  the    spot:  PC  sales 
10%  annual  rate  of  the    ^m ^^m 
1990s.  So  tech  companies  will  have  to 
run  faster  than  ever  just  to  stay  in  place. 
Says  BellSouth  Corp.'s  chief  technology 
officer,  Bill  Smith:  "The  tech  market  is 
incredibly  competitive,  more  so  than  it 
probably  has  ever  been." 

HANDHELDS  ARE  HOPPING 

THE  MOST  IMMEDIATE  reason  is  the 
economy.  Rising  oil  prices  and  interest 
rates  have  corporate  tech  buyers  worried 
anew  that  the  U.S.  recovery  is  faltering.  As 
a  result,  some  are  slapping  a  hold  on  big 
tech  purchases.  After  spending  out  their 
information-technology  budgets  in  the 
fourth  quarter  of  last  year,  U.S.  tech  buy- 
ers are  now  underspending  budgets  in 
the  first  quarter  by  3.7%  compared  with  a 
year  ago,  according  to  a  running  survey 
by  market  watcher  Gartner  Inc.  And  with 
high  energy  costs  and  the  strong  euro 
combining  to  sap  growth  in  key 
economies  such  as  Germany  and  France, 
tech  companies  aren't  finding  much  sal- 
vation overseas,  either.  Although  strong 
consumer  demand  led  European  PC  sales 
to  surge  15%  in  the  first  quarter,  Forrester 
Research  Inc.  projects  that  business  tech 
spending  there  will  rise  only  3%  this  year. 

All  that's  hitting  some  tech  suppliers 
with  surprising  speed.  IBM,  for  instance, 
blamed  problems  closing  some  services 
deals  in  late  March,  especially  in  Europe, 
for  its  tepid  3%  rise  in  sales,  to  $22.9  bil- 
lion. IBM  has  performed  well  in  recent 
years  by  building  up  in  that  area,  includ- 
ing a  recent  40%  jump  in  rev- 
enues, to  $900  million,  from 
its  new  business-transforma- 
tion services.  Such  contracts, 
though,    are    susceptible    to 
sudden    shifts    in    demand. 
Even  buyers  who  aren't  yet 
cutting  back  are  keeping  their 
eyes  open.  Robert  R  DeRodes,       pQs 
chief  information  officer  at 
Home  Depot  Inc.,  still  plans  to 
up  his  tech  spending  by  at 
least  9%  this  year  but  con- 
cedes that  "technology  is  al- 
ways one  of  those  things  you 
can  put  off  for  a  little  bit." 

Those  who  are  buying  aren't 
necessarily  buying  the  same 
old  stuff.  Thafs  slashing  de- 
mand for  some  companies 
while  boosting  revenues  for 
others.  Portable  wireless  gadg-  Total 
ets  such  as  BlackBerrys  and  Spending 
cell  phones  are  helping  the    ^^^^^^ 
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likes  of  Qualcomm,  Research  in  Motion, 
TI,  Motorola,  and  disk-drive  maker  Sea- 
gate Technology.  "Instead  of  a  laptop, 
some  people  are  asking  for  a  BlackBerry," 
says  Paul  Douglas,  chief  information  offi- 
cer at  Aon  Corp. 

Indeed,  through  much  of  the  sector, 
there  are  plenty  of  signs  of  strength— es- 
pecially at  companies  that  cater  to  con- 
sumers. On  Apr.  13,  Apple  Computer  Inc. 
reported  that  its  sales  shot  up  70%,  to 
$3.2  billion,  in  its  March  quarter,  thanks 
to  skyrocketing  demand  for  its  iPod  mu- 
sic player  and  new  Macintosh  PCs.  Intel 
reported  that  its  first-quarter  profits 
jumped  25%,  to  $1.2  billion,  on  a  17% 
rise  in  sales,  to  $9.4  billion,  partly  owing 
to  strong  sales  of  chips  for  cell  phones 


Tech  Spending: 
What's  Hot-Or  Not 

GLOBAL  GROWTH  IN  INFORMATION-TECHNOLOGY  SPENDING 


Servers 


Packaged 
Software 

Networking 
Equipment 


14.7%  |  9.7% 


4.7      3.0 


6.2      6.8 


4.3 


Semiconductors 


26.0 


7.9 


-2.0 


5.1%'  6% 


of 


and  other  portable  devices.  "Demand  is  P 
real,"  said  Chief  Financial  Officer  Andy  "* 
D.  Bryant. 

Still,  beyond  the  vagaries  of  the  econ- 
omy, there's  a  common  thread  that's  il 
starting  to  emerge:  the  long-awaited  ar--  ^ 
rival  of  computing  on  demand.  Nevv  km 
hardware,  software,  networking  gear,  i  < 
and  wireless  devices  are  being  woven  to- 
gether by  the  connective  power  of  the  In- 
ternet into  a  potent,  upsetting  force 
"We're  in  a  period  of  the  most  concen 
trated  technology  change  yet,"   say.1 
Mark  Stahlman,  an  analyst  at  invest 
ment  bank  Caris  &  Co. 
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ONLINE  ADVANTAGE 

WELL-POSITIONED  COMPANIES  Standfcprt 
to  reap  the  profits  of  this  shift  to  more  harg 
mobile,  less  expensive  gear,  while  others 
are  increasingly  vulnerable.  The  differ 
ence  is  starkly  apparent  in  the  tech  it 
mainstay  of  computer  hardware.  New 
microprocessor  chips  from  Intel  and  Ad 
vanced  Micro  Devices  Inc.  are  giving  oi 
servers   such   as   inch-high   machines 
called  "blades"— sold  by  IBM,  Hewlett- 
Packard,  Sun,  and  others— the  powei   ; 
that  million-dollar  mainframes  used  tc   arc; 
have.  IDC  expects  sales  of  blade  servers   w 
to  jump  67%  this  year,  to  $2  billion.  Yei 
these  $3,000-and-up  machines  are  s 
double-edged  sword  for  many  technolo 
gy  suppliers.  Sun,  for  instance,  has  seer 
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tremendous  growth  of  cheap  servers   I 
based  on  Intel  or  AMD  chips  and  Linu>  is 
software— but  their  low  prices  mean  thai  t 
big  boosts  in  unit  sales  aren't  matchec   m 
by  revenue  gains.  In  Sun's  most  recem 
quarter,  sales  fell  1%,  to  $2.6  billion. 

One  company's  struggles,  however 
are   another's   opportunity.   EMC  sav 
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#  sales  of  its  high-end  storage 

systems  fall  3%,  to  $653  mil- 
lion. But  the  company  more 
than  made  up  for  the  drop 
because  it  was  faster  than  its 
rivals  to  offer  smaller  storage 
servers,  whose  sales  grew 
f    i    ■      47%,  to  $419  million.  That's 
■    JHf    not  all.  EMC's  VMware  Inc. 
'    f         subsidiary,  whose  software 
^^fl    lets  information-technology 
^^H    departments  shift  computing 
x^^B    jobs  among  whatever  servers 
I  1    _       have  spare  processing  power, 
I  J^^B    saw  sales  more  than  double, 
flj^P    to  $80  million.  "It's  going  to 
|^^^     be  the  new  wave  in  the  way 
Ji  data  centers  will  run,"  says 

j  H^t     EMC  Chief  Executive  Officer 
^^™    Joseph  M.  Tucci. 

Nowhere  is  the  challeng- 
ing new  world  of  tech  more 
iLapparent  than  in  software.  Sales- 
force.com  Inc.,  for  instance,  has  one- 
upped  traditional  rival  Siebel  Systems 
toy  offering  its  customer-management 
isoftware  as  a  less  expensive  online 
service  instead  of  a  multimillion-dollar 
f  license.  As  a  result,  Salesforce's  sales 
shot  up  82%,  to  $54.6  million,  in 
its  most  recent  quarter,  while  Siebel 
warned  that  its  quarterly  revenues 
could  fall  as  much  as  14%  below 
expectations. 

Then  there's  the  explosion  of  open- 
source  software  upstarts.  They  harness 
the  talent  of  programmers  outside  the 
company  who  improve  the  software  for 
their  own  use  and  let  others  use  those 
(improvements.  Red  Hat,  for  instance, 
charges  30%  to  100%  less  for  a  yearly 
subscription  to  its  business  versions  of 
Linux  than  the  up-front  cost  of  compa- 
rable Unix  and  Windows  software. 
Open-source  software  is  starting  to 
squeeze  the  economics  out  of  the  tradi- 
tional software  industry,"  says  Red  Hat 
CEO  Matthew  Szulik.  Red  Hat's  rev- 
enues rose  56%  in  its  most  recent  quar- 
ter, compared  with  the  6%  to  7% 
March-quarter  rise  expected  by  Mi- 
crosoft Corp. 

That  suggests  the  era  of  fat  tech 
margins,  whose  demise  began  in  post- 
bust  2001,  is  ending  for  most  tech  com- 
panies. While  the  changes  sweeping 
through  the  tech  industry  will  provide 
huge  openings  for  some  tech  compa- 
nies, others  will  see  opportunity  pass 
them  by.  ■ 

-With  Cliff  Edwards  and  Peter 
Burrows  in  San  Mateo,  Calif, 
Roger  O.  Crockett  in  Chicago,  and 
j,  Steve  Hamm  in  New  York 


STOCKS 


ON  THE  SUNNY  SIDE 
OF  THE  STREET 

Despite  data  that  run  the  gamut,  many 
investment  pros  are  sticking  with  stocks 


I'LL  BUY  THAT 

Many  money 
managers  are 
loading  up  on 
large  caps 


O  WONDER  INVESTORS 
are  jumpy.  For  weeks, 
the  market  was  racked 
by  worries  that  intensify- 
ing inflation  would 
bring  sharper  Fed  rate 
hikes.  Then,  following  a 
string  of  weak  economic  numbers,  pric- 
ing woes  suddenly  gave  way  to  fears  of  a 
global  slowdown.  But  just  as  swiftly,  in- 
flation angst  came  back  with  a  vengeance 
on  Apr.  20,  with  news  that  consumer 
prices  jumped  sharply  in  March. 

Is  the  economy  overheating  or  head- 
ing for  a  nasty  fall?  Both  fears  have 
many  investors  heading  for  the  exits. 
Equity  fund  inflows  of  $14-5  billion  in 
March  were  about  half  February's  pace, 
according  to  an  Apr.  20  Lipper  Inc.  re- 
port. But  dumping  stocks  may  be  the 
wrong  strategy.  Boil  down  all  the  con- 
flicting economic  and  earnings  data,  and 
the  economy  appears  just  to  be  taking  a 
breather.  That's  good  news  for  stocks, 
and  it  has  many  money  managers  con- 
cluding that  there's  a  lot  of  life  left  in  the 
market— and  just  enough  growth  mo- 
mentum to  keep  the  economy  chugging 
along  without  driving  up  inflation. 
Given  that  mindset,  the  4.2%  drop  in 


BUYING  OPPORTUNITY? 


JAN.  2, '04 

Data:  Bloomberg  Financial  Markets 


APR.  20, '05 


the  Standard  &  Poor's  500-Stock  index 
over  the  six  trading  days  ended  Apr.  20 
has  convinced  many  investing  pros  to 
bulk  up  on  equities.  On  Apr.  18,  Banc  of 
America  Securities  Chief  Investment 
Strategist  Thomas  M.  McManus,  for  in- 
stance, upped  his  recommendation  on 
stock  holdings  by  5  percentage  points,  to 
60%.  Robert  A  Olstein  of  the  $2  billion 
Olstein  Financial  Alert  Fund  has  reduced 
the  fund  assets  he's  holding  in  cash  from 
20%  to  just  3%  to  buy  equities. 

Many  money  managers  are  using  the 
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dip  to  load  up  on  large-cap,  blue-chip 
names  with  stable  earnings.  They  like  the 
dividend  payments  and  strong  balance 
sheets.  "The  decline  we've  seen  in  large- 
cap  growth  names  is  making  them  the 
most  attractive,"  says  Bill  Nygren,  port- 
folio manager  of  the  $7  billion  Oakmark 
Funds.  Nygren  has  been  adding  to  al- 
ready big  positions  in  Citigroup  and  Wal- 
Mart  Stores  Inc.,  for  example,  which  he 
terms  "above-average  companies  priced 
as  though  they  are  average." 

FEAR  STRIKES 

IN  FACT,  MANY  MORE  large-cap  stocks 
appear  to  be  relatively  inexpensive.  The 
S&P  400  MidCap  and  S&P  600  SmallCap 
indexes  are  trading  at  16.1  times  expected 
forward  earnings,  nearly  a  full  point 
higher  than  the  15.3  p-e  of  the  S&P  500 
large-cap  stocks.  Strategist  Edward  L. 
Yardeni  of  Oak  Associates  Ltd.  figures 
that  means  large-cap  stocks  are  "under- 
valued by  almost  33%."  Even  better,  ex- 
pected earnings  for  the  S&P  500  rose  to  a 
record  high  in  April  for  the  26th  straight 
month.  Earnings  are  forecast  to  rise  in 
seven  of  the  S&P's  10  broad  sectors— in- 
cluding energy,  financials,  industrials, 
and  consumer  staples. 

Plenty  could  still  go  wrong.  The 
biggest  weight  hanging  over  the  mar- 
ket, of  course,  is  the  stubborn  fear  that 
inflationary  pressures  are  growing.  A 
big  jump  in  the  consumer  price  index 
on  Apr.  20,  followed  by  a  Fed  report 
that  higher  energy  prices  are  forcing 
companies  to  raise  prices,  returned  fear 
to  the  market  after  a  few  days  of  calm. 

Investors  also  anxiously  await  the 
next  payroll  report,  due  May  6.  Over 
the  current  expansion,  the  market  has 
interpreted  big  increases  in  payroll 
numbers  positively,  taking  them  as  a 
sign  that  the  economy  is  on  track.  But 
now,  as  often  happens  in  the  later 
stages  of  a  recovery,  the  logic  is  start- 
ing to  reverse.  If  the  payroll  numbers 
are  far  stronger  than  expected— signal- 
ing the  greater  labor  bargaining  power 
that  often  precedes  rising  labor  costs 
—inflationary  worries  could  grow. 

Despite  the  concerns,  the  smart 
money  knows  s  ?veral  bullish  indica- 
tors are  flashing  Ordinary  investors 
are  at  their  bluest  nee  the  bear-mar- 
ket bottom  in  October,  2002— often  a 
clear  buy  signal.  What  s  more,  trading 
volume  and  volatilir.  have  spiked, 
which  generally  portends  higher  mar- 
ket prices.  That's  why  vith  every  new 
fall  in  the  market,  a  bunch  of  pros  are 
out  there  snatching  up  stocks.  ■ 
-By  Mara  Der  Hovanesian  in  New  York 
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AUTOS 


CARVING  UP 
THE  CARMAKERS? 

Private  equity  players  are  sniffing  arounc 
the  troubled  auto  industry  for  deals 


IT  HAS  BECOME  AN  ALL  TOO  FA- 
miliar  story:  Executives  fail  to 
make  tough  decisions  at  a  strug- 
gling corporate  icon.  Amid 
mounting  financial  woes,  Wall 
Street  numbers  guys  swoop  in, 
gain  control  of  the  assets  on  the 
cheap,  and  embark  on  a  painful— yet 
highly  profitable— restructuring.  That's 
how  financier  Wilbur  L.  Ross  Jr.  got  the 
chance  to  reshape  bankrupt  steel  pro- 
ducers, including  giant  Bethlehem  Steel 
Corp.  It's  what  private  investor  Edward 
S.  Lampert  hopes  to  achieve  by  redefin- 
ing retailing  after  buying  struggling 
Kmart  Corp.  and  Sears,  Roebuck  &  Co. 
It's  also  why  Edgar  Bronfman  Jr.  and  his 
private  equity  buddies  are  making  over 
Warner  Music  Group. 

So  is  there  a  finance  whiz  out  there 
brave  enough  to  try  to  do  the  same  with 
General  Motors  Corp.?  The  question  is 
no  longer  as  crazy  as  it  once  might  have 
seemed.  Amazingly,  if  financial  buyers 
wanted  to  buy  the  auto  maker  in  its  en- 
tirety, they  could  afford  it:  GM's  stock 
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GM 
By  the 

Slice 

With  a  market  cap 
of  just  $15  billion 
today,  one  estimate 
of  how  investors 
value  GM's  various 
parts: 

Data:  f 

AUTO  FINANCING 

Jj)  11  BILLION 

MORTGAGE 

+8 

INSURANCE 

+3 

AUTO  MANUFACTURING 

-7 

TOTAL  MARKET  VALUE 

i\>  ±3  BILLION 

price  has  slid  73%  in  recent  years,  reduc 
ing  its  market  capitalization  to  just  $lr 
billion.  The  stock  market  now  value: 
GM's  finance  businesses  at  more  than  the 
entire  company.  Meantime,  private  equi 
ty  firms  and  hedge  funds,  with  a  com 
bined  war  chest  of  some  $250  billion  to 
buy  companies,  are  teaming  up  to  tak 
on  targets  in  the  $10  billion  to  $15  billio 
range.  With  a  25%  premium  common  i»j 
mergers  and  acquisitions,  that  would 
make  buying  GM  a  stretch— but,  givei 
its  woes,  maybe  not  for  long. 


THE  HIGH  COST  OF  REPAIRS 

THERE'S  NO  question  private  equit 
players  are  starting  to  sniff  around  th 
troubled  auto  sector  for  deals.  And  witl 
good  reason.  GM  is  shopping  around  it: 
commercial  mortgage  business,  Fon 
Motor  Co.  says  it  may  unload  its  Hert 
rental  car  unit,  and  DaimlerChrysle 
Corp.  could  put  a  power  systems  sub 
sidiary  on  the  block.  Private  equity  firm; 
already  are  snapping  up  suppliers.  "Fi 
nancial  buyers  are  all  over  the  auto  part|» 
business,"  says  Barr  m 
Ridings,  a  managinj  p.  a 
director  at  Lazard 

Still,  no  one  on  Walk® 
Street  predicts  a  cor  Ian: 
porate  raider  will  g( 
after     GM     anytiin 
soon— in  part  becaustfejo 
most  think  its  declm 
is  far  from  over.  Oi 
Apr.  19,  the  carmake  i 
reported  a  first-quarte  L 
loss  of  $1.1  billion  am  ( 
said     it     would     m 
longer  stand  behin 
its    earlier    earning 
projections    for    th 
year.  Financial  buyen  x 
bankers,  and  analyst 
agree  that  the  ultimat 
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t  cost  of  buying  all  of  GM  remains  prohibi- 
ts tively  expensive.  With  its  problems  piling 
is  up,  a  buyer  would  trim  the  auto  unit  to  a 
more  profitable  level.  But  that  would 
mean  spending  tens  of  billions  to  close 
plants,  pay  out  dealers,  and  invest  in  bet- 
dter  cars.  "It's  like  buying  a  house  that 
ns  needs  a  lot  of  work,"  says  John  A.  Casesa, 
S analyst  at  Merrill  Lynch  &  Co.  "If  s  not  the 

!  purchase  price.  If  s  all  of  the  renovations." 
That  could  change  if  GM  eventually 
filed  for  Chapter  11.  Ross  picked  up  com- 
ic 
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panies  in  steel,  coal,  and  textiles  in  part 
because  their  bankrupt  status  enabled 
him  to  get  rid  of  billions  of  dollars  of  pen- 
sion and  health-care  commitments.  Given 
GM's  $38  billion  cash  stockpile,  bankers 
say  bankruptcy  currendy  looks  unlikely. 
Still,  the  auto  maker  is  burning  through 
,t|its  cash  rapidly— $3.5  billion  in  the  first 
3l| quarter  alone.  And  it  wasn't  too  long  ago 


that  a  similar  fate  would 
have  seemed  unlikely  for 
U.S.  steelmakers. 

Of  course,  in  theory  an 
aggressive  buyer  could  sep- 
arate out  GM's  profitable  fi- 
nancing businesses  and  put 
the  carmaker  into  bank- 
ruptcy. That  would  allow  it 
to  largely  wipe  the  slate 
clean  of  $57  billion  in  un- 
funded health-care  liabilities,  bankers 
say.  But  pulling  off  such  a  move  with  la- 
bor would  be  a  real  high-wire  act.  Adds 
David  Healy,  automotive  analyst  at  Burn- 
ham  Securities  Inc.:  "You  would  kill  the 
patient"  by  separating  auto  financing 
from  manufacturing.  In  other  words, 
without  a  captive  finance  unit  offering  in- 
centives and  cheap  loans,  GM's  car  and 
truck  sales  would  be  even  worse  than  they 


Private 
money  is 
pouring  into 
auto  parts 
suppliers 


are  today— at  least  until  the  auto  maker 
came  up  with  better  models. 

Thaf  s  why  private  equity  firms  figure 
they're  better  off  cherry-picking  the  lucra- 
tive units  that  GM  and  other  struggling 
carmakers  will  have  to  shed  to  prop  up 
weak  earnings  and  deteriorating  credit  rat- 
ings. GM  acknowledges  if  s  in  talks  with 
"interested  parties"  to  sell  a  majority  stake 
in  its  commercial  mortgage  business. 
Kohlberg  Kravis  Roberts  &  Co.  and  Five 
Mile  Capital  Partners  could  invest  as 
much  as  $2  billion  in  a  stake,  bankers  say. 
KKR  declined  to  comment,  and  Five  Mile 
did  not  return  calls.  Next,  bankers  expect 
GM  to  shop  its  other  mortgage  and  insur- 
ance units  for  roughly  $6  billion  com- 
bined. GM  says  it  has  no  plans  to  sell  them. 

RECORD  DEALS 

MEANWHILE,  DaimlerChrysler  is  con- 
sidering selling  its  power  systems  and 
gas-turbine  maker  MTU  Friedrichshafen 
for  about  $2  billion,  bankers  say.  Daimler 
did  not  return  calls  seeking  comment. 
Ford,  which  on  Apr.  20  reported  a  38% 
decline  in  first- quarter  net  income,  to 
$1.21  billion,  says  it  could  sell  its  Hertz 
equipment  and  car  rental  business, 
which  bankers  say  could  fetch  up  to  $8 
billion.  Ford  also  plans  to  sell  a  New  York- 
based  company  called  Beanstalk  Group 
Inc.,  which  handles  licensing  for  such 
brands  as  Coca-Cola,  Newell  Rubber- 
maid, and  Harley-Davidson. 

Private  money  is  pouring  into  auto 
parts  suppliers.  Investment  firms  an- 
nounced a  record  $8  billion  in  global  auto 
parts  deals  in  2004,  more  than  four  times 
the  2003  level,  according  to  Thomson  Fi- 
nancial. Private  investment  firms  think 
there's  money  to  be  made  by  shifting 
parts  makers'  efforts  from 
selling  to  a  shrinking  GM  to 
supplying  its  expanding 
Asian  rivals  and  auto  parts 
retailers.  And  many  parts 
makers,  struggling  to  cope 
with  GM's  demands  for  20% 
in  price  cuts  over  the  past 
three  years,  look  like  a  steal. 
"Almost  every  week  another 
auto  parts  company  files  for 
bankruptcy,"  says  Ross, 
who  has  $2.5  billion  at  his  disposal.  He 
sees  similarities  between  the  steel  and 
auto  industries'  problems,  such  as  high 
fixed  costs,  stiff  foreign  competition,  and 
crushing  debt.  But  Ross  adds:  "It  needs 
to  get  a  little  worse  before  we're  going  to 
do  anything."  Buckle  up.  ■ 

-By  Emily  Thornton  in  New  York,  with 

David  Welch  and  Kathleen  Kerwin  in 

Detroit,  and  Gail  Edmondson  in  Frankfurt 
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ENERGY 


AND  YOU  THOUGHT 
OIL  WAS  A  WORRY 

If  natural  gas  producers  form  a  cartel, 
they  could  drive  world  prices  even  higher 


OIL  PRICES  ARE  THROUGH 
the  roof.  OPEC  is  sitting 
pretty.  Could  things  get 
any  worse  for  energy 
buyers?  You  bet.  There 
are  troubling  signs  that 
natural  gas  producers 
are  moving  toward  forming  their  own 
version  of  OPEC.  While  not  an  immedi- 
ate threat,  such  a  move  could  eventually 
drive  up  prices  for  an  indispensable  ele- 
ment of  the  U.S.  long-term  energy  sup- 
ply: In  January,  the  Energy  Dept.  pre- 
dicted that  gas  imports  from  outside 
North  America  will  increase  more  than 
700%  and  account  for  a  quarter  of  U.S. 
consumption  by  2025. 

The  concept  of  a  natural  gas  OPEC  is 
becoming  less  far-fetched.  On  Apr.  25-27, 
a  little-known,  four-year-old  organization 
called  the  Gas  Exporting  Countries  Fo- 
rum will  meet  in  Port  of  Spain,  Trinidad 
and  Tobago.  Although  the  organization 
says  it  wants  to  promote  cooperation  with 
gas-consuming  nations  and  "does  not 
seek  to  control . . .  pricing  and  supply,"  in 
past  meetings  members  have  discussed 
mutual  efforts  to  capture  a  bigger  share  of 
the  wealth  generated  by  their  own  natural 
resources.  That's  exactly  the  line  of  in- 
quiry that  led  to  the  formation  of  the  Or- 
ganization of  Petroleum  Exporting  Coun- 
tries 45  years  ago. 

Natural  gas  meets  one  key  requirement 
for  price-fixing:  a  high  degree  of  market 
concentration.  In  the  last  quarter  of  2004 
members  of  the  forum  accounted  for  53% 
of  the  natural  gas  imported  by  the  indus- 
trialized nations  belonging  to  the  Organi- 
zation for  Economic  Cooperation  &  De- 
velopment. That's  in  line  with  the  52% 
share  of  OECD  oil  imports  that  OPEC  pro- 
vided in  the  quarter,  according  to  the  In- 
ternational Energy  Agency.  The  Trinida- 
dian  hosts  list  the  countries  invited  as 
forum    members    as   Algeria,    Bolivia, 


After  OPEC, 
ONGEC? 

The  natural  gas  market  is  as  highly 
concentrated  as  the  oil  market 


ORGANIZATION  OF                                   GAS 

PETROLEUM                         EXPORTING  COUNTRIES 
EXPORTING  COUNTRIES                            FORUM 

Share  of  total  oil  exports  to 
industrialized  nations* 

Share  of  total  natural  gas  exports 
to  industrialized  nations* 

52% 

53% 

"Fourth-quarter  2004  Based  on  exports  to  members  of  the  Organization  for 
Economic  Cooperation  &  Development  (OE '. 

Brunei,  Egypt,  Indonesia,  Iran,  Libya, 
Malaysia,  Nigeria,  Oman,  Qatar,  Russia, 
Trinidad,  United  Arab  Emirates,  and 
Venezuela.  Many  are  OPEC  members  and 
thus  know  a  thing  or  two  about  price-fix- 
ing. Norway,  Argentina,  and  Equatorial 
Guinea  have  been  invited  to  observe. 


Why  now?  For  one  thing,  technology  ii 
making  it  easier  to  set  up  a  cartel  and  en 
force  control  over  prices.  Until  recently  al 
most  all  exported  gas  was  delivered  byl 
pipeline  under  long-term  contract.  Bui 
with  advances  in  natural  gas  liquefaction, 
more  of  the  fuel  is  being  delivered  in  re- 
frigerated ships.  That  has  led  to  a  devel 
oping  spot  market,  similar  to  that  of  oil 
In  a  unified  market  with  a  single  spot 
price,  withholding  output  in  one  part  ol 
the  world  can  affect  prices  everywhere. 

TAPPED  OUT 

GAS  PRODUCERS  ALSO  have  a  strong 
hand  because  demand  and  prices  are  al- 
ready high.  Their  strength  could  grow  at 
natural  gas  becomes  increasing!) 
tapped  out  in  places  like  the  US 
and  Canada,  leaving  more  reserves 
and  output  in  the  hands  of  forum 
members  such  as  Russia,  Iran,  and 
Qatar,  according  to  a  2004  study  by 
Rice  University  economist  Ronald 
Soligo  and  Amy  Myers  Jaffe,  associ- 
ate director  of  Rice's  energy  pro- 
gram. Although  Soligo  and  Jaffe 
think  "sustained"  monopoly  poweh 
is  years  away,  they  say  exporters- 
could  begin  to  influence  the  price  ol 
gas  sporadically  well  before  then 
"by  manipulating  the  availability  ot 
immediate  supplies." 

Russia  has  been  boldest  abou' 
trying  to  affect  gas  prices.  As  fai 
back  as  2002,  Soligo  and  Jaffe  say,  ii 
led  the  way  in  trying  to  get  the  fo- 
rum to  block  European  buyers  from 
reselling  their  gas.  A  resale  ban 
makes  it  easier  for  producers  to  di 
vide  up  the  market  and  keep  price; 
high.  If  s  a  favorite  tactic  of  Saudi 
Arabia  in  the  oil  market. 

Russia's  effort  ultimately  failed 
because  European  customers  had 
too  many  alternative  sources  of  gas 
But  a  similar  push  could  succee 
someday  if  producers  such  as  th 
U.S.  exhaust  their  reserves 
year  the  Russian  newspaper  Izvesi 
quoted  the  deputy  chairman  ol 
Gazprom,  Alexander  N.  Ryazanov 
as  saying:  "I  think  that  it  is  in  oui 
countries'  interests  to  sell  gas  at  the 
highest  price  possible.  That  is  wh) 
one  has  to  stick  to  correct  ap- 
proaches and  coordinated  policy." 
"Coordinated  policy"  sounds  a  lot  like 
a  euphemism  for  price-fixing.  An  OPEC  o: 
natural  gas  is  still  a  remote  possibility 
But  the  idea  is  sure  to  be  floating  on  the 
sea  breezes  in  Port  of  Spain.  ■ 

-By  Peter  Coy  in  New  York,  with 
Jason  Bush  in  Moscow 
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ARE  YOU  HUNTING  FOR  DATA  INSTEAD  OF  IDENTIFYING  OPPORTUNITIES? 

The  hunt  is  on.  Once  again,  you're  looking  for  clues  as  to  how,  why  and  where 
your  dollars  are  flowing.  Can  you  spot  your  next  sourcing  opportunity  in  the 
accounting  reports?  If  not,  you've  spotted  the  need  for  Spend  Management.  And 
also  Ariba.  We  can  pull  together  data  from  disparate  (and  often  incompatible) 
sources,  help  identify  savings  and  transform  your  business.  To  learn  about  Ariba 
Analysis  Solutions,  please  call  1-866-772-7422.  Or  visit  www.ariba.com/analyze 
for  your  free  Spend  Management  Opportunity  Assessment. 
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HOT  SEATS 

Interim  Fannie 
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and  Freddie 
CEO  Syron 
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MORTGAGES 


WHAT  IF  FANNIE  AND 
FREDDIE  FLY  THE  COOP? 

The  mortgage  giants  could  opt  for 
growth  instead  of  government  protection 


ANNIE  MAE  AND  FREDDIE 
Mac  have  built  hugely  prof- 
itable and  rapidly  growing 
businesses  largely  on  special 
privileges  Congress  gave 
them  to  promote  homeown- 
ership.  But  the  latest  debate 
in  Washington  could  force  the  scandal- 
plagued  housing  giants  to  decide  which 
they  value  more:  government  privileges 
or  the  soaring  growth. 

At  stake  is  $1.56  trillion  in  mortgage 
investments  that  Fannie  and  Freddie- 
known  as  "government-sponsored  enter- 
prises," or  GSEs— own.  Federal  Reserve 
Board  Chairman  Alan  Greenspan  and  the 
Bush  Administration  want  to  shrink 
those  portfolios  to  as  little  as  $200  billion. 
Greenspan  argues  that  tough  limits 
would  reduce  the  financial  risk  of  the 
GSEs'  undiversified  holdings.  GSE  sup- 
porters note  that  the  move  would  also 
shrink  Fannie  and  Freddie— a  long-held 
goal  of  many  conservatives. 

Charged  by  Congress  to  help  make 
housing  affordable,  Fannie  and  Freddie 
each  operate  two  lines  of  business.  Their 
credit-guaranty  operations  buy  mort- 
gages from  lenders,  package  the  loans 
into  securities,  stamp  the  se  arities  with  a 
guarantee  against  homeowi  ler  defaults, 
and  sell  the  securities  to  invt  tors.  That 
business  is  low-risk  and  immer.  dy  prof- 
itable: The  Fed  figures  securitization 
earns  25%  returns  on  the  GSEs'  capital. 
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But  it  doesn't  offer  the  same  growth 
potential  as  the  mortgage  portfolio. 
Thanks  to  their  quasi-governmental  sta- 
tus, the  GSEs  can  borrow  more  cheaply 
than  competitors.  Regulators  say  Fannie 
and  Freddie  also  skim  off  the  safest  loans 
to  hold  for  themselves.  Since  1992— while 
Fannie  and  Freddie  were  becoming  two 
of  Wall  Street's  favorite  growth  stocks— 
their  portfolios  grew  722%. 

That  rapid  expansion  lies  at  the  heart 
of  the  GSEs'  accounting  scandals.  Owning 
mortgages  can  be  risky,  because  falling 
interest  rates  encourage  homeowners  to 
refinance  and  pay  off  loans  early.  To 
hedge  their  one-way  bet  on  rates,  Fannie 
and  Freddie  are  big  players  in  derivatives. 
But  they  didn't  account  properly  for 


SUPER  SIZED 


Investment  holdings  of  mortgages 
and  mortgage-backed  securities: 

TRILLIONS  OF  DOLLARS 


'92       '94       '96       98       '00       '02 
Data:  Office  of  Federal  Housing  Enterprise  Oversight 


'04 


those  hedges:  Fannie  must  mark  down  i 
earnings  by  an  estimated  $9  billion, 
Freddie  lowballed  profits  by  $5  billion 
Those  scandals  have  spurred  Congress 
create  a  new  GSE  regulator.  But  critics  ar 
using  the  opportunity  to  press  for  limi 
on  Fannie's  and  Freddie's  investments. 

GROWING  PRESSURE 

THE  GSES'  STILL-FORMIDABLE  lobby 
ing  machines  are  fighting  back.  At  Senat< 
Banking  Committee  hearings  on  Apr.  ll 
and  20,  homebuilders,  real  estate  agents| 
and  small  lenders  insisted  that  the  GSEs 
portfolios  keep  interest  rates  down.  Fred1 
die  CEO  Richard  F.  Syron  warned  tha 
limits  could  cut  funds  for  low-incomi 
home  buyers.  And  Interim  Fannie  CE( 
Daniel  H.  Mudd  said  30-year  fixed-rat' 
mortgages  could  be  threatened,  becaus 
other  loan  buyers  would  rather  hold  ad 
justable-rate  mortgages  (ARMs). 

This  time,  though,  the  GSEs'  apple-pie 
and-homeowners  arguments  may  no 
prevail.  Low-income  buyers  aren't  at  ris 
says  Patrick  Lawler,  chief  economist  fo 
the  Office  of  Federal  Housing  Enterpris 
Oversight,  because  "most  affordabl 
housing  programs  are  quite  profitable 
And  Greenspan  told  the  banking  pan 
that  "there  is  no  evidence  which  sugges 
a  deficiency"  of  buyers  for  30-year  lo; 

If  Congress  does  move  to  put  them  un 
der  strict  limits,  would  Fannie  and  Freddi< 
consider  giving  up  the  government  break 
that  let  them  borrow  so  cheaply?  Long  bej 
fore  the  accounting  scandals,  a  forme  j 
Clinton  Administration  official  says,  Fan 
nie  execs  mused  about  dropping  the  char 
ter  so  they  could  expand  outside  the  mort 
gage  market.  Now  pressure  is  growing.  "I 
they  want  to  avoid  being  shrunk,  they  hav 
to  think  seriously  about  coming  up  witl 
their  own  privatization  plans,"  argues  Pe 
ter  J.  Wallison,  resident  fellow  at  the  Amer 
ican  Enterprise  Institute. 

Fannie  and  Freddie  insist  such  talk  i 
premature.  But  the  fact  that  privatizatioi 
is  in  the  air  shows  just  how  far  the  might 
housing  financiers  have  fallen.  ■ 

-By  Mike  McNamee  in  Washingto, 


ARE  YOU  BEATING  DOWN  SUPPLIERS  ON  PRICE  UNTIL  THEY  CAN'T  GET  UP? 

Sure,  hitting  suppliers  for  a  lower  price  can  drive  savings.  But  quality  may  be  more 
important  than  price.  Or  service  may  be  more  important  than  both.  When  you 
move  beyond  a  one-size-fits-all  approach  to  sourcing,  that's  Spend  Management. 
And  that's  Ariba.  We  can  help  implement  strategies  that  evolve  your  supplier 
relationships  and  transform  your  business.  To  get  your  complimentary  copy  of 
our  helpful  guide,  "Seven  Habits  of  Effective  Sourcing  Organizations,"  please 
call  us  at  1-866-772-7422  or  visit  www.ariba.com/source. 
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FINKELOS 

finally  did  t 
tests  he  ha< 
lobbied  for 
its  inspectc 
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OCCUPATIONAL  SAFETY 


THE  'UNRECOGNIZED 
EPIDEMIC 

Beryllium  can  be  toxic  to  the  workers  who 
handle  it  Where  has  OSHAbeen? 


DAM  FINKEL  NEVER 
planned  on  becoming  a 
whistleblower.  But  after 
he  told  a  trade  reporter 
two  and  half  years  ago 
that  his  agency,  the  Oc- 
i  cupational  Safety  & 
Health  Administration,  was  failing  to  pro- 
tect its  own  inspectors  from  a  workplace 
danger,  Finkel  was  attacked  and  demoted, 
he  says— a  charge  OSHA  disputes.  So  he 
filed  a  whistleblower  complaint.  Now,  he's 
gaining  a  certain  measure  of  vindication. 
The  settlement  of  his  case  brought  Finkel 
an  undisclosed  lump  sum  and  keeps  him 
on  OSHA's  payroll,  though  he  says  he  does 
not  speak  for  the  agency.  More  important- 
ly, the  health  tests  that  Finkel  charged 
were  being  denied  to  OSHA's  inspectors— 
the  men  and  women  who  check  American 
workplaces  for  a  range  of  hazards— finally 
have  been  administered.  And  the  results 
are  disturbing:  In  late  March,  OSHA  dis- 
closed that  10  of  271  inspectors  tested  have 
been  "sensitized"  to  the  toxic  metal  beryl- 
hum,  putting  them  at  risk  for  a  potentially 
fatal  lung  disease. 

Since  beryllium  is  used  in  an  increas- 
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GROWING  PERIL 


Following  the  tech  bust, 
beryllium  use  is  again 
on  the  rise 


TONS  USED 


ing  number  of  products, 
from  cell  phones  and 
computers  to  cars  and 
golf  clubs,  the  results 
have  broader  implica- 
tions. If  OSHA's  own  in- 
spectors, who  make 
brief,  infrequent  visits  to 
plants,  are  breathing  in 
worrisome  amounts  of 
beryllium,  what  about 
tens  of  thousands  of 
workers  who  toil  with  it 
daily?  There's  over- 
whelming evidence, 
Finkel  and  beryllium  ex- 
perts say,  that  the  current  half-century- 
old  standard  for  beryllium  exposure  is 
woefully  inadequate.  Yet  OSHA  has  failed 
to  tighten  it.  "I  think  OSHA  is  really  just 
abdicating  its  responsibility,"  says  epi- 
demiologist David  M.  Michaels  of 
George  Washington  University,  and  a  for- 
mer Secretary  of  the  Energy  Dept. 

Not  so,  agency  officials  retort.  "The 
agency  has  never  stopped  working  on 
beryllium,  but  the  process  [of  issuing  a 
new  standard]  is  difficult  and  cumber- 
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some,"  says  one  top  official.  The  agenc 
also  denies  it  has  been  lax  in  providini 
tests  for  its  own  workers.  "I  don't  thinl 
people  really  understand  how  involve* 
and  how  complex  it  is  to  set  up  a  prograri 
like  this,"  says  another  top  official. 

What  is  clear,  however,  is  that  concen 
is  growing.  There  is  an  "unrecognizd 
epidemic  of  chronic  beryllium  disease, 
says  one  of  the  nation's  leading  expert 
Dr.  Lee  Newman  of  the  National  JewisJ 
Medical  &  Research  Center  in  Denve 
which  offers  testing  and  treats  peopl 
with  the  disease.  "We  know  we  are  on  tb 
tip  of  an  iceberg  of  the  number  of  indus 
tries  that  realize  they  have  a  problem." 

A  SICKENING  STANDARD 

IN  SOME  WAYS,  beryllium  is  a  miracl! 
metal— one-third  the  weight  of  aluminur 
yet  six  times  stiffer  than  steel,  and  a  fine  con 
ductor  of  electricity.  It's  a  vital  ingredient  b 
atom  bombs.  But  the  dust  is  dangerous  fo 
people  working  with  the  metal.  "Ounce  fo 
ounce,  it  is  more  toxic  than  plutonium, 
says  Newman.  A  few  millionths  of  a  gran 
can  trigger  a  massive  attack  by  the  im 
mune  system— which  in  turn  can  fatalL 
damage  lungs  and  other  organs.  Eve 
smaller  amounts  can  sensitize  the  immun 
system,  setting  the  stage  for  disease.  In  on 
recent  study,  31%  of  sensitized  people  de 
veloped  chronic  beryllium  disease  in  a 
average  of  less  than  four  years. 

After  bomb  plant  workers  began  dyin 
of  lung  disease  in  th 
1940s,  two  health  offT 
cials  hastily  calculated  ai 
exposure  limit  for  berylli 
um.  Still  the  official  stan 
dard,  it  limits  workers'  ex- 
posure to  2  millionths  of 
gram  of  berylhum  d 
per  cubic  meter  of  air,  a 
eraged  over  eight  ho 
The  standard  kept  worl 
ers  from  dying  after  a  fe\ 
days  or  weeks  on  the  jot 
but  doesn't  protect  every 
one  against  the  chroni 
disease.  "We  know  peo 
pie  are  getting  sick  at  th 
current  standard,"  says  Michaels. 

That's  why  the  Energy  Dept.  started 
program  in  the  1990s  to  test  thousands  c 
employees  in  its  weapons  facilities,  un 
covering  hundreds  of  cases  of  disease.  1 
also  tightened  controls  on  berylhum  ex 
posure.  Meanwhile,  the  American  Con 
ference  of  Governmental  Industrial  Hy 
gienists  issued  a  draft  report  this  yea 
recommending  that  the  limit  be  cut  t 
one  hundredth  of  its  current  value. 
Even  the  nation's  leading  producer  c 
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ARE  DIFFERENT  DEPARTMENTS  CONTRACTING  THE  SAME  SERVICE  AT  MULTIPLE  RATES? 

Every  day,  millions  of  dollars  are  inadvertently  lost  due  to  inconsistent  spend  contracts- 
ranging  from  temp  labor  hires  to  facilities  maintenance.  When  you  institute  best  practices 
to  regulate  your  procurement  of  services,  that's  Spend  Management.  And  that's  Ariba. 
We  can  help  set  standards  that  help  everyone  work  smarter  and  transform  your  business. 
To  get  your  complimentary  copy  of  our  "Five  Step  Guide  to  Services  Spend  Management 
Success','  please  call  us  at  1-866-772-7422  or  visit  www.ariba.com/service. 
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beryllium,  Cleveland's  Brush  Wellman 
Inc.,  agrees  that  the  current  OSHA  stan- 
dard won't  keep  workers'  immune  sys- 
tems from  reacting  to  beryllium.  The  lim- 
it "is  not  adequate  to  prevent  subclinical 
[chronic  beryllium  disease],"  a  spokesman 
wrote  in  response  to  written  questions. 
The  company  itself  has  adopted  "an  ac- 
tion level  for  airborne  beryllium  of  0.2 
micrograms  per  cubic  meter  of  air  as  an 
eight-hour  time  weighted  average."  That 
is  one  tenth  the  level  permitted  by  OSHA. 
With  beryllium  use  rising,  experts 
like  Newman  worry  about  people  who 
make  or  machine  things  with  berylli- 
um alloys  in  aerospace,  dental,  tele- 
com, or  other  industries,  or  who  recycle 
products  that  contain  the  metal.  In- 
deed, the  disease  has  cropped  up  in  re- 
cycling operations,  among  dental  lab 
technicians,  and  in  those  who  live  near 
facilities  that  used  the  metal. 

Aware  that  the 

standard  might  be 

inadequate,  OSHA 

tried      to      push 

through  a  lower 

exposure  limit  in 

the  1970s.  But  the 

effort  was  quashed 

when    companies 

protested     that 

stricter      limits 

^^^^  would  put  them 

^^^™  out   of  business. 

OSHA  still  hasn't 

managed  to  take  action. 

OSHA  officials  say  they're  on  the  job. 
"The  agency  has  not  been  silent  on  beryl- 
lium. We  put  out  two  safety  bulletins,  one 
dealing  with  adverse  effects  on  the  job, 
one  on  exposure  to  dental  hygienists," 
says  a  top  official.  And  a  new  standard  is 
coming,  he  insists:  "The  agency  has  been 
working  on  this  for  a  while,  and  its  in- 
tention is  to  move  forward." 

Unlike  many  whistleblowers,  Finkel 
has  done  well,  snaring  not  only  the 
sizable  financial  settlement  but  also 
posts  as  professor  at  the  University  of 
Medicine  &  Dentistry  of  New  Jersey  and 
visiting  professor  at  Princeton  Universi- 
ty. "Some  days  I  feel  like  the  character  in 
The  Shawshank  Redemption  Svho 
crawled  through  a  river  of  s—  and  came 
out  clean  on  the  other  side,' "  he  says. 

But  he  and  beryllium  disease  experts 
worry  that  OSHA's  delay  in  setting  a 
stricter  standard  is  putting  American 
workers  at  risk.  "The  agency  isn't  doing 
its  job  of  protecting  worker  health,"  he 
says.  And,  according  to  OSHA's  own 
study,  that  may  include  its  employees.  ■ 
-By John  Carey  in  Washington 
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TELEVISION 


A  BALL  ESPN  COULDN'T 
AFFORD  TO  DROP 

Yes,  it  paid  plenty  for  Monday  Night  Football, 
but  the  NFL  deal  may  keep  potential  rivals  at  bay 


THE  NFL'S  NEW  DEAL  WITH 
NBC  and  ESPN  has  gotten 
more  spin  than  the  teacup  ride 
at  Disney  World.  But  while 
snagging  the  Sunday  night 
game  may  have  been  a  smart  move  for 
NBC,  was  it  really  such  a  coup  for  Walt 
Disney  Co.'s  ESPN  to  pony  up  a  $1.1  bil- 
lion a  year  for  the  36-year-old  Monday 
Night  Football  franchise? 

In  replacing  ABC,  the  ubiquitous 
sports  network  is  paying  about  twice  what 
its  sister  company  had  been  shelling  out 
for  a  prime-time  show  that  may  be  past  its 
prime.  And  the  new  deal  is  nearly  twice 
the  $600  million  a  year  ESPN  had  been 
paying  to  carry  games  on  Sunday  night. 

ESPN,  however,  points  out  that  it  also 
gets  rights  to  wireless  and  Spanish-lan- 
guage telecasts.  And  Merrill  Lynch  ana- 
lyst Jessica  Reif  Cohen  figures  that  be- 
cause of  the  dual  revenue  streams  of  ads 
and  subscriber  fees,  football  could  gener- 
ate operating  profits  of  $100  million  to 
$200  million  a  year  for  ESPN,  vs.  a  $150 
million-a-year  loss  for  ABC. 

Still,  forking  over  all  that  loot  for  only 
17  regular-season  games— even  if  you  do 
get  John  Madden  and  Al  Michaels  in  the 
broadcast  booth— is 
enough  to  give  any  TV  ex- 
ecutive agita.  But  ESPN 
had  little  choice.  That's 
because  cable  giant  Com- 
cast Corp.  and  Rupert 
Murdoch's  Fox  Sports- 
each  interested  in  using 
Sunday  or  Monday  nigh., 
games  to  launch  their 
own  sports  channels- 
made  aggressive  over- 
tures to  the  NFL.  Getting 
the  rights  to  the  NFL  in 
prime  time,  as  opposed  to 
the  Sunday  afternoon 
games  Fox  already  has, 
was  the  key  to  a  new  net- 
work, Murdoch  said  re- 
cently. Fox  even  offered 


the  league  an  equity  stake  in  its  proposed 
enterprise,  BusinessWeek  has  learned. 

And  there  was  another  reason  ESPN 
could  not  afford  to  lose  pro  football,  the 
most  widely  watched  TV  sport  and  one  of 
the  last  draws  for  a  mass  audience. 
"ESPN  needed  to  keep  the  NFL  if  it  was  to 
enhance  its  position  to  dictate  terms  to  ca- 
ble operators,"  says  sports  broadcast  con- 
sultant Marc  Ganis,  president  of  Sports- 
corp  Ltd.  There  is  already  resistance  to  the 
per-subscriber  rate  of  about  $2.50  a 
month  ESPN  charges  its  distributors,  the 
highest  in  the  biz  (CNN,  by  contrast,  gets 
about  40<t  per  subscriber). 

ANOTHER  AUCTION 

EVEN  THOUGH  ESPN  secured  the  NFL 
as  a  bargaining  chip,  Comcast  and  News 
Corp.  may  still  be  looking  to  launch 
sports  channels  of  their  own.  It  wouldn't 
be  a  from-scratch  proposition  for  either. 
Both  companies  run  cash-rich  regional 
sports  networks  and  have  plenty  of  local 
rights  deals.  With  a  national  service, 
Comcast  and  Murdoch's  34%-owned 
DirecTV  Group  Inc.  satellite  service 
could  face  down  ESPN's  demands  for 
higher  rates,  figures  Richard  Greenfield, 
an  analyst  at  Fulcrum 
Global  Partners. 

The  duo  may  still  get 
another  chance.  Within 
weeks,  the  NFL  is  expect- 
ed to  auction  off  a  new 
package  of  seven  games 
on  Thursday  and  Satur- 
day nights.  ESPN's  best 
hope  is  that  the  league 
decides  to  take  the  pack- 
age itself  to  enhance  its 
two-year  old  NFL  Net- 
work cable  channel.  Oth 
erwise,  ESPN  may  still 
find  itself  in  a  game  it 
doesn't  want  to  play.  ■ 
-By  Ronald  Grover  in 
Los  Angeles  and  Tom 
Lowry  in  New  York 
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Passion:  Synchronized  thinking. 
/^Performance:  The  finest  minds  working 
together  to  create  the  next  success. 


have  a  plan.  You  believe  in  it.  And  in  the  spirit  of  true  teamwork  - 
eeting  of  minds  with  a  partner  who  really  understands  your  needs. 

At  Deutsche  Bank  we  share  your  passion  for  working  in  synch,  for 
creating  superior  solutions,  for  driving  new  successes. 

As  one  of  the  world's  leading  financial  institutions,  we  provide  both 
the  brain  and  the  brawn  to  get  things  done  -  from  idea  generation  to 
deal  completion.  Whether  giving  strategic  advice,  leveraging  business 
insights  to  drive  creative  solutions,  or  delivering  superior  execution. 
We  coordinate  our  mutual  strengths  to  take  your  business  even  further. 

Expect  the  better  solution. 
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COME  FLY 
WITH  ME 

Consumers  may  think  of 
America  West  Airlines  as  a 
cheap  flight  to  Las  Vegas,  but 
Doug  Parker,  the  man  who 
runs  the  nation's  eighth- 
largest  airline,  has  bigger 
ideas.  He  wants  to  merge  with 
US  Airways  Group  and  form 
the  nation's  largest  low-cost 
airline.  Taking  over  bankrupt 
US  Airways,  with  its  higher 
costs  and  poor  customer 
service,  won't  be  easy.  And 
Parker  insists  he  won't  do  any 
deal  that  hurts  his  investors. 
But  Wall  Street  still  knocked 
America  West  shares  down 
5%,  to  $4.55,  on  Apr.  20. 

During  a  time  of  turmoil  in 
the  skies,  Parker,  42,  has 
made  his  own  luck.  He  was 
first  to  get  a  government 
bailout  after  September  11, 
charge  for  meals,  and 
institute  lower-priced,  last- 
minute  fares-all  strategies 
followed  by  others. 

And  what  if  the  pairing 
with  US  Airways  doesn't 
happen?  Parker  told  analysts 
the  time  is  ripe  for  mergers, 
given  a  better  labor  climate 
and  bankruptcies  that 
allow  carriers  to  jettison  un- 
profitable leases.  Translation: 
He'll  keep  his  radar  on. 

-Christopher  Palmeri 


A  MERGER  FOR 
THE  BIG  BOARD 

The  212-year-old  New  York 
Stock  Exchange  plans  to  merge 
with  Chicago's  Archipelago 
Holdings  to  create  the  NYSE 
Group  Joining  the  world's 
largest  equities  market  with 
a  successful  electronic 
exchange.  The  member- 
owned  NYSE  has  been  under 
pressure  to  compete  with 
electronic  upstarts  yet 
preserve  the  auction  system 
run  by  its  floor  brokers  and 
specialists.  Said  NYSE  CEO 
John  Thain  at  an  Apr.  20 
press  conference:  "This  is 
absolutely  not  the  end  of  the 
floor."  Big  Board  members 
will  swap  their  seats  for  an 
unspecified  amount  of  cash, 
as  well  as  shares  worth  70% 
of  the  new  company. 
Archipelago  shareholders  get 
30%  of  the  new  for-profit, 
publicly  traded  entity.  NYSE 
says  the  Securities  & 
Exchange  Commission  must 
approve  the  deal. 


SIRIUSWORK 
FOR  MARTHA 


Now  satellite  radio  listeners 
can  have  all  Martha,  all  the 
time.  Martha  Stewart  forged 
a  deal  on  Apr.  18  to  have  her 
own  channel  on  Sirius 
Satellite  Radio.  While  the  $30 
million,  four-year  deal  pales 
next  to  Howard  Stern's  $500 
million  agreement  with 
Sirius,  the  new  channel  could 
help  Martha  Stewart  Living 


Omnimedia  develop  new 
talent  to  diversify  the  brand. 
With  a  daily  TV  show,  prime- 
time  series,  and  magazine 
duties,  Stewart  won't  be 
spending  a  lot  of  time  on  the 
radio.  But  she  is  expected  to 
join  call-in  shows  from  her 
home  and  develop  content. 
One  challenge:  the  Sirius 
audience,  which  skews 
toward  males.  Maybe  Martha 
will  attract  more  women. 


AIG,  YOU'VE 
GOT  COMPANY 

Going  after  American 
International  Group's 

auditor,  Ohio  Attorney 
General  Jim  Petro  added 
PricewaterhouseCoopers  as  a 
defendant  in  a  class  action 
brought  by  AIG  shareholders. 
PwC,  the  firm's  longtime 
auditor,  "recklessly  or 
intentionally"  certified  AIG's 
financial  statements  from 
1999  through  last  year  even 
though  they  were  wrong, 
Petro  charged  in  an  amended 
complaint  on  Apr.  19.  AIG  has 
admitted  to  accounting 
improprieties,  and  several 
execs,  including  CEO  Maurice 
"Hank"  Greenberg,  have  left. 
BusinessWeek  Online  on 
Mar.  30  first  reported 
questions  were  being  asked 
about  PwC's  work  for  AIG. 
PwC  said  it  could  not 
comment  because  it  hasn't 
seen  the  amended  complaint. 


ADOBE 
SEALS  A  DEAL 

The  only  surprise  about  the 
Apr.  18  news  that  Adobe 
Systems'  plans  to  buy 
Macromedia  for  $3.4  billion  in 
stock  was  how  long  it  took  to 
happen.  Rumors  have  been 
circulating  for  years.  The  two 
graphic-design  specialists 
sell  to  the  same  customers 
with  little  product  overlap— a 
rarity  in  techdom.  So  what 
sold  Adobe?  Macromedia's 


strides  in  mobile  handsets. 
Its  Flash  software  for  video 
and  animation  is  on  20 
million  handsets,  and  it  just 
signed  pacts  with  Samsung 
and  Nokia.  With  more  than 
700  million  cell  phones 
shipping  this  year— half  with 
enough  memory  to  use 
Flash— Macromedia  is  poised 
to  clean  up. 


ETCETERA... 

»Caterpillar  boosted  its 
2005  outlook,  saying  profits 
now  will  rise  at  least  35%. 
» Independent  Vermont 
Senator  James  Jeffords  will 
step  down  next  year. 
>>  A  unanimous  U.S. 
Supreme  Court  raised  the  bar 
for  investor  lawsuits. 


CLOSING  BELL 


Borders  Group 
shares  slid  7%,  to 
$23.96,  on  Apr.  20, 
after  the  bookseller 
said  it  expects  to 
report  a  first- 
quarter  loss  due  to 
lower  traffic.  Things 
are  a  little  better  at 
Barnes  &  Noble.  It 
affirmed  its  forecast 
of  a  modest  $8.5 
million  first-quarter 
profit,  down  29% 
from  a  year  earlier. 
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China  Mobile  had  to  modernize  its  wireless  network  with 
the  most  sophisticated  and  reliable  power  technology  possible. 

Who  did  China  Mobile  call? 
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180°flat. 
Now  100%  more  comfortable. 


More   Comfortable  flat   beds.    After  introducing  the  first  flat  bed  in  business  class,  we're  redefining  the  meanin] 
comfort  -  again.  Using  the  latest  cushioning  technology  we  created  softer  flat  beds  to  give  you  an  infinitely  deeper,  more  restful  sleep. 
And  plumper  pillows  and  cozier  blankets  make  the  experience  even  better.  Of  course,  comfort  isn't  solely  about  sleep,  from  the  champa 
you're  handed  prior  to  take-off,  to  the  gourmet  menus  created  by  celebrity  chefs,  you  can  be  sure  a  flight  in  our  business  class  is  like  no  other. 


To  learn  i 
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Cable  TV  Could  Get 
Its  Mouth  Washed  Out 


WHEN  CORPORATE  AMERICA,  the  left-leaning  American  Civil  Liber- 
ties Union,  and  the  right-tilting  Progress  &  Freedom  Foundation 
ill  team  up  to  lobby  Capitol  Hill,  chances  are  good  that  they  will 
prevail.  But  normal  rules  don't  apply  in  America's  culture  wars— 
especially  when  the  issue  is  protecting  children  from  the  some- 
fended  off  a  first  attack  by  the  PTC  and 


imes  racy  fare  on  cable  TV.  Democrats,  ea- 
er  to  show  that  they,  too,  care  about  "fam- 
ly  values,"  are  joining  the  cause  champi- 
med  by  the  powerful  new  chairman  of  the 
Senate  Commerce  Committee,  Ted  Stevens 
R-Alaska).  "This  is  legislative  crack,"  frets 
\ndrew  Jay  Schwartzman,  chief  executive 
)f  the  Media  Access  Project,  a  Washington 
public  interest  group  that  defends  First 
\mendment  rights. 

Despite  the  protests  of  Schwartzman 
md  other  free-speech  advocates  who  argue 
hat  the  cable  biz  should  enjoy  greater  First 
Vmendment  safeguards  than  broadcasters 
bat  use  public  airwaves,  cable— and  even 
satellite  TV  and  radio— could  become  sub- 
ect  to  the  government's  in- 
lecency  rules.  "It  absolutely 
vill  happen;  it's  only  a  ques- 
ion  of  when,"  says  Adam  D. 
rhierer,  a  senior  fellow  at  the 
Progress  &  Freedom  Foun- 
dation. Decency  advocates 
ay  the  Supreme  Court  may 
ook  at  cable  protections  dif- 
ferently now  that  85%  of 
louseholds  have  cable  or 
atellite,  vs.  15%  nearly  25 
fears  ago  when  the  court 
said  that  the  rules  did  not 
ipply  to  cable. 

Cable  faces  a  formidable 
:oalition  that  includes  the  ^^^^ 
:onservative  Parents  Televi- 
ion  Council  and  liberal  Consumers  Union 
—along  with  religious  broadcasters  and 
;ven  Walt  Disney  Co.,  which  is  bucking 
Dther  media  companies.  "We  don't  wake  up 
n  the  morning  looking  for  indecency  rules 
br  any  of  our  businesses,"  says  Disney  lob- 
?yist  Preston  Padden.  But  if  there  are  rules, 
'they  should  be  the  same  for  broadcast  and 
^xpanded  basic  cable  programming." 

The  indecency  battle  itself  will  not  be  so 
{:ut-and-dried.  The  cable  biz  has  cannily 


STEVENS 

A  powerful  voice 
for  family- 
friendly  fare 


Consumers  Union— the  push  for  so-called 
a  la  carte  programming— by  hiring  Christ- 
ian Right  operative  Ralph  Reed,  Business- 
Week has  learned,  and  encouraging  reli- 
gious broadcasters  to  voice  their 
opposition.  A  spokesperson  for  Reed,  who 
is  running  for  lieutenant  governor  of  Geor- 
gia, declined  to  comment. 

A  Deep-Sixed  Plan 

A  LA  CARTE  IS  A  BACKDOOR  attempt  to  in- 
fluence content  by  forcing  cable  operators 
to  let  consumers  pick  the  channels  that 
they  want  to  buy.  If  parents  could  choose 
their  channels  instead  of  having  to  select 
one  of  the  packages  offered 
by  the  cable  companies,  the 
argument  goes,  then  they 
could  get  the  kid-friendly 
Disney  Channel,  for  exam- 
ple, without  also  signing  up 
for  the  more  risque  MTV. 

But  such  disparate  parties 
as  Disney,  religious  broad- 
casters Pat  Robertson  and 
Jerry  Falwell,  and  groups  in- 
cluding the  Leadership  Con- 
ference on  Civil  Rights 
helped  the  cable  industry  deep-six  that 
proposal.  Without  cable's  broad  pro- 
gramming packages,  they  argued,  net- 
works like  Black  Entertainment  Tele- 
vision and  the  Christian  Broadcasting 
Network  would  have  never  survived.  One 
idea  that  is  favored  by  Senator  Stevens  and 
Kevin  J.  Martin,  the  new  chairman  of  the 
FCC,  would  require  cable  operators  to  offer  a 
package  of  family-friendly  channels. 

As  cable  and  satellite  executives  await 
Stevens'  next  move— a  bill  is  expected  this 
spring— they're  on  high  alert.  For  them,  the 
culture  wars  have  only  just  begun.  ■ 

-By  Catherine  Yang, 
with  Tom  Lowry  in  New  York 


CAPITAL 
WRAPUP 


WELCOME  TO 
FISCAL  FANTASYLAND 

congress  and  President  Bush 

talk  about  controlling  the  $400 
billion  deficit,  but  they  continue 
to  boost  spending  and  cut  taxes 
as  if  it  did  not  exist. 

At  Bush's  urging,  Congress 
will  soon  approve  $80  billion  to 
fund  the  war  in  Iraq  for  2005.  It 
is  abandoning  efforts  to  trim 
farm  subsidies.  The  House 
voted  to  repeal  the  estate  tax  at 
a  cost  of  nearly  $1  trillion  over 
10  years.  Medicare  seems  off  the 
table,  any  Social  Security 
overhaul  is 

The  GOP 


budget  may 
boost  the 
deficit  by 
at  least 
$150  billion 


likely  to 

jack  up  the 

deficit,  and 

lawmakers 

have  so  far 

failed  tc 

agree  on  a 

budget  for 

fiscal 

2006,  in 

part 

because 

the  Senate 

is  reluctant  to  trim  planned 

spending  for  Medicaid.  Besides, 

any  budget  savings  will  be 

more  than  offset  by  at  least 

$70  billion  in  tax  cuts— mostly 

by  extending  the  15%  rate  on 

capital  gains  and  dividends 

through  2010.  Add  it  up,  and 

the  GOP  budget  is  likely  to 

boost  deficits  by  at  least  $150 

billion  through  2010— even 

if  the  estate  tax  remains  on 

the  books. 

Deficit  hawks  such  as  Senate 
Budget  Committee  Chairman 
Judd  Gregg  (R-N.H.)  were 
willing  to  combine  spending 
reductions  with  a  freeze  on  new 
tax  cuts.  But  the  White  House 
would  not  go  along,  even 
though  Republican  strategists 
concede  that  deficit  reduction 
will  go  nowhere  unless  tax  hikes 
are  in  the  mix.  Bottom  line:  look 
for  long-term  deficits  to 
continue  to  rise. 

-By  Howard  Gleckman 
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THE  VATICAN 


A  GUARDIAN, 
NOT  A  CEO 

The  cardinals  picked  history  and 
mission  over  management 


WHEN  THE  SLIGHT- 
ly  built,  white- 
haired  prelate  ap- 
peared at  the 
balcony  to  give  his 
first  papal  blessing, 
many  Roman 
Catholics  in  the  U.S.,  Europe,  and  else- 
where felt  a  sense  of  foreboding.  Benedict 
XVI,  as  Germany's  Cardinal  Joseph 
Ratzinger  is  now  known,  is  not  charis- 
matic—unlike  John  Paul  II.  He's  not  from 
the  Third  World,  the  source  of  the 
Church's  growth.  His  nickname  in  Ger- 
man is  Der  Panzer  Kardinal—  "tank  cardi- 
nal"—because  of  his  scary  role  as  the  en- 
forcer of  doctrinal  purity  and  definer  of 
the  party  line  on  priestly  celibacy,  the  role 
of  women  in  the  Church,  and  more.  And 
many  fear  Benedict  won't  move  boldly  to 
tackle  all  the  financial, 
management,  and  person- 
nel issues  facing  the 
Church.  "The  organization 
he  has  inherited  is  in  mas- 
sive disarray,"  says  Janet 
Hauter  of  Voice  of  the 
Faithful,  a  U.S.  lay  organi- 
zation founded  in  the  wake 
of  the  sex- abuse  scandals. 

From  a  management 
point  of  view,  then,  the 
choice  of  the  Vatican's  new 
"CEO"  could  be  seen  as  a  se- 
rious blunder  and  a  missed 
opportunity  of  historic  pro- 
portions. And  if  the  Church 
continues  to  lose  ground  in 
the  West,  such  criticism  of 
the  cardinals'  choice  could 
well  prove  justified. 

Given     such     pressing 


problems,  why  did  the  cardinals  choose 
Ratzinger?  An  obvious,  political  reason  is 
that  John  Paul  II  had  appointed  most  of 
the  cardinals,  so  it  was  natural  they  would 
choose  the  late  Pope's  right-hand  man. 
The  choice  also  signals  continuity  with  his 
monumental  papacy.  But  there  are  deeper 
forces  at  work  as  well,  and  it  helps  to  con- 
sider them  as  the  world  tries  to  figure  out 
what  this  new  Pope  will  do.  Here  they  are: 
ON  VATICAN  TIME.  The  Church  is  em- 
phatically not  a  corporation,  and  it  has 
nothing  resembling  a  next-quarter  men- 
tality. It  is  ancient,  and  its  leaders  think  in 
time  slots  that  no  modern  company  could 
consider:  After  all,  the  Church's  mission 
relates  to  eternity,  not  annual  results.  Put 
in  this  perspective,  the  Church  feels  no 
compulsion  to  fix  its  problems  by  making 
costly  compromises.  The  crises  of  the  past 


Pope  Benedict  XVI 

The  making  of  a  conservative 


BORN  On  Apr.  16, 1927,  in  Marktl  am 
Inn,  Bavaria 

FAMILY  His  father  was  a  police  officer 
with  strong  anti-Nazi  feelings.  As  a 
teenager,  Joseph  Ratzinger  was  forced 
to  join  the  Hitler  Youth  and  later  to  enlist 
in  the  German  army. 

VOCATION  Ratzinger  first  entered  the 
minor  seminary  at  age  12,  then 
reentered  after  the  war.  Ordained  a 
priest  in  1951,  he  later  participated  in 
the  Second  Vatican  Council. 


TURNING  POINT  The  student  protests 
of  1968,  which  soured  Ratzinger  on 
liberalism. 

VATICAN  ROLE  As  prefect  of  the 
Congregation  for  the  Doctrine  of  the 
Faith,  Ratzinger  polices  the  ranks  of 
Catholic  theologians.  Later  he  becomes 
dean  of  the  College  of  Cardinals. 

ACHIEVEMENTS  Polylingual.  Author  of 
numerous  books.  Brilliant  theologian. 
Good  listener.  Very  conservative.  Raises 
hackles  among  liberals. 


30  years— the  dearth  of  vocations,  the  se>  heN'i 
scandals,  competition  from  evangelica  Ma 
Protestants,  the  de-Christianization  of  Eu  m 
rope— are  serious  indeed.  But  the  Vatican  B68, 
has  been  through  crises  before  and  ha;  loo 
weathered  monumental  challenges  to  it  "ear 
authority— the  Reformation,  the  French  It"; 
________    Revolution,    and    tht  hit 

rise   of  Nazism   anc  Bpzi 
communism.  With  its  ped 
sense  of  history,  the  it- 
Vatican  is  in  no  hurr)  olst 
to  reverse  course  on  is-  pas 
sues  such  as  priestl)  tew 
celibacy,  human  sexu 
ality,  and  bioethics.       bs: 
Ratzinger      under  In 
stands   the   sense   o  i 
Vatican  time  well.  Ht  ttv 
has     had     his     owr  I 
brushes  with  history,  i  fa- 
point  that  has  not  beer    SI) 
stressed  enough.   Ht  h_. 
saw      firsthand      the  it: 
Church's      disastrou:  fe 
experience       wit! 
Nazism   in  Germany  I 
when  a  concordat  bel 
tween  the  Vatican  ancl 
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idle  Nazis  failed  to  protect  the  Church  from 
riitler.  After  the  war,  he  saw  the  hugely  di- 
i|/isive  impact  of  student  movements  in 
nil968,  when  protesters  stormed  his  class- 
is  room  at  the  University  of  Tubingen.  That 
s  year  "was  a  turning  point  for  many  peo- 
t  pie,"  says  Klaus  Fitschen,  professor  of 
ie  Church  history  at  the  University  of 
d  Leipzig.  "Society  felt  the  aggression  and 
b  feared  that  reform  was  turning  into  revo- 
ie  lution."  Ratzinger  also  concluded  that  lib- 
erals had  distorted  the  meaning  of  the  re- 
;.  forms  of  the  Second  Vatican  Council.  The 
|y  lesson  Ratzinger  drew  from  history:  If  you 
y  compromise,  you  don't  gain  anything.  "He 
doesn't  water  things  down  [to]  avoid  crit- 
r  icism,"  says  Thomas  S.  Monaghan, 
j  founder  of  Domino's  Pizza  and  a  leader  of 
It  conservative  lay  Catholics.  Ratzinger  the 
i  doctrinaire  appeals  to  another  aspect  of 
i  Rome's  mind-set: 

\  STANDING  FOR  SOMETHING.  Pope  John 
\i  Paul,  a  onetime  actor,  played  on  the  stage 
J  of  the  world  to  brilliant  effect,  and  he  con- 
{  netted  widi  the  masses.  But  he  was  also  a 
t  theological  purist  and  was  abetted  by 
iv  Ratzinger  in  this  purism.  To  many  in  the 
(  Vatican— especially  Ratzinger— the  point 
i  is  to  bear  witness  to  Christ  in  the  right  way. 


With  his 
hard-line 
credentials, 
this  Pope 
could  make 
changes 


Popularity  is  not  the  final 
goal.  If  the  worldwide 
Church  started  to  shrink 
but  the  remaining  mem- 
bers were  true  believers, 
purists  like  Ratzinger 
might  be  able  to  accept 
that  outcome.  Oppo- 
nents of  that  line  argue 
that  the  Church's  rigid 
orthodoxy  smothers  the 
real  message  of  Christ, 
especially  when  it  relates 
to  social  issues  like  the  use  of  condoms  to 
prevent  AIDS.  But  Ratzinger's  supporters 
clearly  have  the  upper  hand.  "The  Church 
can  risk  secularizing  itself,"  Marcello  Pera, 
president  of  the  Italian  Senate  and  co-au- 
thor with  Ratzinger  of  a  book  on  the 
Church,  told  Vatican  Radio  on  April  20, 
"or  it  can  shake  up  the  modern  world." 

The  Vatican  can  also  make  the  argu- 
ment that  churches  that  stand  for  some- 
thing are  the  ones  that  are  growing.  Fun- 
damentalist Islam  is  strongly  on  the  rise 
globally.  In  the  U.S.,  the  most  conservative 
churches  are  growing— including  the 
Mormons  and  evangelicals.  In  contrast, 
churches  that  have  made  too  many  ac- 


commodations to  secular  culture 
are  crumbling.  And  the  Catholic 
Church  has  strongly  conserva- 
tive constituencies  around  the 
world  that  are  expanding.  Father 
Pedro  Benitez  Mestre,  32,  theol- 
ogy teacher  at  Los  Remedios 
seminary  near  Mexico  City,  be- 
lieves Ratzinger's  doctrinal  dis- 
cipline will  appeal  to  many  in 
Mexico,  a  traditional  society 
where  there  is  virtually  no  public 
pressure  on  the  church  to  allow 
women  priests  or  to  accept  ho- 
mosexuality. "The  Pope  has  to  be 
the  guardian  of  the  faith  of  the 
church,"  he  says.  The  Pope  is 
also  an  accomplished  theolo- 
gian, "one  of  the  best  in  Eu- 
rope," says  Rev.  Theodore  M. 
Hesburgh,  president  emeritus  of 
the  University  of  Notre  Dame. 
That  leads  to  the  final  point  to 
consider: 

THE  POSSIBILITY  OF  A 
SURPRISE.  Ratzinger  has  the 
hard-line  credentials  and  intel- 
lectual underpinnings  needed  to 
initiate  changes  without  being 
attacked  from  the  right.  Herve 
Legrand,  a  leading  French  the- 
ologian and  Vatican  adviser 
who  knows  Ratzinger,  sees  a 
chance  of  that  happening.  "We 
should  avoid  caricatures  of  this 
man,"  he  says.  "He  is  very  con- 
servative. But  we  could  have 
some  surprises."  Legrand  notes 
that  when  John  Paul  said  ordi- 
nation of  women  was  contrary 
to  the  teachings  of  Jesus, 
Ratzinger  pointed  out  this  was 
"not  a  matter  of  infallible  doc- 
trine. It  was  very  subtle.  But  he 
left  the  door  open." 

Whether  that  door  opens 
enough  to  satisfy  reform-mind- 
ed Catholics  is  impossible  to  an- 
swer now.  Some  think  Benedict  will  sim- 
ply act  as  a  caretaker  until  a  younger, 
more  vigorous  Pope  succeeds  him.  But 
Popes  have  a  way  of  surprising,  for  good 
and  for  ill.  One  way  or  another,  Benedict 
XVI  will  write  his  page  in  the  papacy's 
1,900-year  history.  ■ 

By  Christopher  Power  in  New  York  and 

William  C.  Symonds  in  Boston,  with  Gail 

Edmondson  in  Frankfort,  Carol  Matlock 

in  Paris,  Ann  Therese  Palmer  in  Chicago, 

and  bureau  reports 
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GERMANY 


A  COLD  SHOULDER  FOR 
COCA-COLA 

Can  the  company  revive  its  faltering 
German  business? 


COCA-COLA  CO.  FINALLY 
delivered  some  good 
news.  On  Apr.  19  the  bev- 
erage  giant  reported 
that  first-quarter  earnings 
dropped  less  than  expect- 
ed, thanks  to  strong  per- 
formances in  China,  Russia,  and  Brazil. 
The  stock  got  a  nice  kick  as  a  result. 

Now  if  only  Coke  could  sort  out  its  Ger- 
man problem.  Sales  in  Europe's  biggest 
consumer  market  fell  12%  by  volume  in 
the  first  quarter,  on  top  of  a  15%  decline  in 
the  fourth  quarter  of  last  year.  Coke's 
woes  in  Germany  are  holding  back  the 
company's  earnings  recovery.  The  coun- 
try accounts  for  about  3%  of  worldwide 
sales,  and  about  6%  of  total  operating 
profit,  according  to  independent  analysts. 
"You  can  boil  down  Coke  to  10  markets 
that  matter  most,  and  Germany  is  cer- 
tainly one  of  them,"  says  Robert  van 
Brugge,  an  analyst  at  brokers  Sanford  C. 
Bernstein  &  Co.  in  New  York.  "Germany 
will  continue  to  be  a  challenge  for  the  bal- 
ance of  the  year,"  acknowledged  Coca- 
Cola  CEO  E.  Neville  Isdell  during  the 
company's  earnings  Webcast  on  Apr.  19. 
It  will  be  hard  to  reverse  the  momen- 
tum in  Germany.  Coke  still  dominates  the 
German  soft-drink  market,  with  55%  of 
retail  cola  sales  last  year.  But  that  is  down 
from  62%  in  mid-2003, 
according  to  Lebensmit- 
tel  Zeitung,  a  trade  pub- 
lication. When  the  At- 
lanta company  took  a 
$374  million  charge  for 
its  Europe,  Middle  East, 
and  Africa  unit  last  year, 
it  blamed  it  primarily  on 
the  weakness  of  its  Ger- 
man business.  Coke's 
market  share  is  likely  to 
improve  as  it  recoups 
shelf  space  at  Germany's 


VITAL  STAT 


-12% 

Change  in  Coke's  sales 
volume  in  Germany 
during  the  first  quarter 
of  2005 
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all-powerful  discounters,  but 
Brugge  and  other  Coke  watch- 
ers think  it  will  take  the  com- 
pany years— and  hundreds  of 
millions  more  in  write-offs— to  turn 
things  in  Germany  around. 

That  task  will  fall  largely  to  Dominique 
Reiniche.  A  former  brand  manager  at 
Procter  &  Gamble  Co.,  Reiniche  is  now 
president  of  Coca-Cola's 
botder  for  Britain  and 
northwes.  Europe.  On 
May  1  she  will  take 
charge  of  Europe  from 
company  veteran  Alexan- 
der R.C.  "Sandy"  Allan, 
who  is  retiring. 

First,  the  French  busi- 
nesswoman will  have  to 
reverse  the  ravages 
caused  by  a  poorly 
thought  out  recycling  law 
that  took  effect  at  the  be- 


DUSSELDORFCoke 

wants  control  of  its 
German  bottlers 


ginning  of  2003.  The  law  was  meant  to 
get  consumers  to  return  nonreusable 
soda  containers  to  stores  for  a  refund  of 
0.25  euros,  or  33$.  But  rather  than  cope 
with  the  unwanted  returns,  the  big  dis- 
count chains  such  as  Lidl  and  Plus  re- 
sponded by  yanking  Coke  and  other 
brands  from  their  shelves  and  pushing 
their  own  store  brands  instead.  Then  they 
refused  to  buy  Coke  until  it  delivered 
products  in  containers  like  those  of 
brands  they  already  stocked— a  way  of 
ducking  the  obligation  of  redeeming  con- 
tainers purchased  at  rival  chains. 

Coke  balked  at  first,  insisting  its  dis- 
tinctively shaped  bottle  is  key  to  its  brand 
identity.  It  eventually  gave  in,  but  its 
products  didn't  return  to 
shelves  of  Lidl,  the  second- 
biggest  discounter,  until 
March.  And  Coke  still  faces  a 
brutal  squeeze  on  profit  mar- 
gins at  discount  chains.  A  liter 
of  Coke  costs  10%  less  at  a  dis- 
counter than  even  at  a  hyper- 
market. "The  whole  world  is 
flocking  to  the  discounters, 
and  prices  remain  under  very 
high  pressure,"  says  Florian 
Sperling,  a  market  analyst  for 
the  Nonalcoholic  Beverages 
Assn.  in  Berlin. 

DIFFERENT  RULES 

TRADITIONALLY,  Coke  prefers 
to  leave  the  capital-intensive 
bottling  and  distribution  busi- 
ness to  independent  partners. 
But  execs  now  believe  they 
must  operate  differently  in 
Germany.  Coke  has  told  all  but 
one  of  its  nine  bottlers  that  it 
will  not  renew  their  contracts, 
which  expire  from  2007  to 
2011,  and  is  in  intense  talks 
about  acquiring  their  networks. 

Consolidating  the  organization,  which 
will  cost  an  estimated  $2  billion,  will 
eliminate  the  laborious  negotiations  that 
have  slowed  launches  of  new  products, 
from  cherry-flavored  Powerade  to  mango- 
flavored  Nestea.  But  critics  contend  that  it 
also  could  upend  the  relationships  that 
local  bottlers  have  labored  to  build.  "The 
kind  of  trust  built  up  over  the  years  goes 
away  if  the  local  Coke  guy  is  replaced  by 
an  anonymous  sales  office  located  a 
three-hour  drive  away,"  says  a  manager  at 
one  independent  bottler.  Still,  Coke  is  bet- 
ting that  the  efficiencies  that  come  with 
running  its  own  show  will  turn  its  for- 
tunes around.  Things  certainly  couldn't 
get  much  worse.  ■ 

-By  Jack  Ewing  in  Frankfurt 
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PIONEER  Air 

Dcccan's  gamble 
on  discounting 
turned  heads 


AVIATION 


DOGFIGHT  IN  THE  SKIES 
OVER  INDIA 

Airbus  and  Boeing  are  vying  for  billions 
in  plane  orders  from  the  nation's  airlines 


A  YEAR  AGO,  G.R.  GOPI- 
nath  was  not  getting 
what  he  wanted  from 
aircraft  manufacturers 
Airbus  and  Boeing  Co. 
As  founder  of  India's 
first  discount  carrier,  Air 
Deccan,  Gopinath  needed  planes,  but  he 
didn't  win  much  attention  from  the  two 
majors.  So  he  settled  for  a  pair  of  turbo- 
props  from  France's  ATR  to  prove  he 
could  profitably  operate  an  airline,  then 
later  leased  two  Airbus  A320s  for  a 
longer,  Bangalore-to-New  Delhi  flight. 
"First  I  had  to  sell  India  to  them,  and  then 
the  fact  that  I  could  pull  off  a  discount  air- 
line," recalls  Gopinath. 

A  lot  has  changed  since  then.  Air  Dec- 
can  has  been  a  huge  success,  with  90%  of 
its  seats  occupied  on  106  flights  daily 
serving  32  destinations.  Last  month, 
Gopinath  ordered  30  A320s— worth  $1.9 
billion  before  discounts— from  Airbus. 
Now,  Gopinath  says,  "they're  bending 
over  backward  to  support  me." 

Airbus  and  Seattle-based  Boeing  are 
taking  Indian  airlines— even  startups- 
far  more  seriously  these  days.  With  the 
number  of  passengers  in  the  country  ex- 
pected to  grow  from  19  million  a  year 


now  to  50  million  by  2010,  a  dozen 
groups  are  planning  to  launch  service  by 
this  time  next  year.  All  told,  Indian  air- 
lines are  expected  to  buy  at  least  280  new 
planes  by  2010,  worth  about  $15  billion, 
and  another  $15  billion  worth  in  the  next 
decade.  "India  is  the  hottest  growth  mar- 
ket on  the  planet,"  says  Richard  Abou- 
lafia,  an  analyst  with  Teal  Group,  an 

Aerobatics 

India's  airlines  are  expected 
to  buy  280  new  planes  by 
2010,  which  has  aircraft 
manufacturers  scrambling 
for  advantage.  Here's  how 
the  two  biggest  are  faring: 


BILLION 

in  likely  orders  from 
four  carriers 


AIRBUS 
$5 

BILLION 

in  likely  orders  from 
three  carriers 


aerospace  consultancy  in  Fairfax,  Va. 
The  two  majors  have  been  present  in  In- 
dia for  years  but  until  recently  have  had  lit- 
tle to  show  for  it.  The  most  excitement  Air- 
bus had  seen  there  was  in  1986,  when 
state-owned  domestic  carrier  Indian  Air- 
lines ordered  19  A320s.  For  the  past  dec- 
ade, Boeing  has  been  awaiting  a  decision 
by  international  carrier  Air  India  to  buy 
new  widebodies.  As  recently  as  last  year, 
the  company  was  expecting  Indian  carriers 
to  buy  about  $25  billion  worth  of  jets  over 
20  years.  In  February,  it  upped  that  esti- 
mate to  $35  billion.  "India  was  a  sleeping 
giant,  and  it  has  awakened,"  says  Dinesh 
Keskar,  Boeing's  top  salesman  for  India. 

LAVISH  COURTSHIP 

THE  POTENTIAL  GROWTH  has  Boeing 
and  Airbus  licking  their  chops.  Even  be- 
fore some  airlines  have  gotten  approval 
from  New  Delhi  to  operate,  their  promot- 
ers and  managers  are  being  courted  by 
the  two  manufacturers.  Dinner  meetings 
at  posh  restaurants,  sales  calls  every  oth- 
er day,  and  on-the-house  invitations  to 
both  Toulouse  and  Seattle  have  been  ex- 
tended—a far  cry  from  last  year,  when  Air 
Deccan's  chief  had  to  pay  his  own  way  to 
Airbus  headquarters  in  France. 

So  far,  Boeing  is  in  the  lead.  Flag  carri- 
er Air  India  mostly  flies  Boeing  aircraft. 
There  has  been  a  "flurry  of  deals  in  the 
past  six  months,"  says  Keskar.  Boeing  has 
won  about  $1  billion  in  fresh  orders:  at 
least  30  planes  from  Jet  Airways  and  new- 
bie  discounter  Spicejet.  The  big  prize  is 
likely  to  come  in  May,  when  Air  India  is 
expected  to  sign  an  $8  billion  deal  for  50 
new  widebodies  from  Boeing,  including 
the  company's  latest,  the  long-haul  787. 

Airbus  hasn't  exactly  been  a  slouch. 
The  company  has  $2.6  billion  in  firm  or- 
ders for  43  jets  from  Deccan  Air  and 
Kingfisher  Airlines,  which  begins  flying 
domestically  on  May  9.  It  also  has  a  com- 
mitment from  Indian  Airlines  to  buy  43 
A320s  worth  $2.7  billion.  But  so  far,  Air- 
bus has  found  no  takers  in  India  for  its 
double-decker  A380. 

The  courtship  is  extravagant.  As  in 
most  markets,  the  majors  are  offering  dis- 
counts of  30%  to  50%  for  their  planes. 
There's  free  training  for  pilots  and  engi- 
neers and  free  spare  parts.  Boeing,  mean- 
while, has  gotten  a  plug  from  President 
George  W.  Bush,  while  Airbus  enlisted 
France's  Foreign  Affairs  Minister  to  talk 
up  the  company  in  India.  Political  help. 
Lavish  parties.  Deep  discounts.  India's  air- 
lines aren't  being  ignored  anymore.  ■ 
-By  Manjeet  Kripalani  in  New  Delhi 
and  Stanley  Holmes  in  Seattle, 
with  Carol  Matlack  in  Paris 
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Why  Condi's  Meeting 
With  Lula  Matters 


BENIGN  NEGLECT— thafs  how  many  Latin  American  officials 
viewed  U.S.  policy  toward  their  region  during  the  first  term  of  the 
Bush  Administration,  particularly  after  September  11, 2001.  Now 
there's  a  feeling  that  Washington  is  realizing  it  needs  to  engage 
more  actively  with  its  southern  neighbors.  Defense  Secre- 
tary Donald  H.  Rumsfeld  recently  traveled     says  Peter  Hakim,  president  of  Washing- 


to  the  region,  and  Secretary  of  State 
Condoleezza  Puce  will  be  heading  out  on  a 
four-day  swing  through  Brazil,  Colombia, 
Chile,  and  El  Salvador  beginning  on  Apr.  26. 

The  key  stopover  will  be  Brasilia,  where 
Rice  is  to  meet  with  President  Luiz  Inacio 
Lula  da  Silva.  Washington  wants  to  im- 
prove ties  with  the  moderate  leftist  Presi- 
dent for  a  host  of  reasons.  Lula  played  a 
role  in  stymieing  the  Bush  Administra- 
tion's trade  agenda  in  the  first  term,  from 
talks  on  the  Free  Trade  Area  of  the  Americ- 
as to  the  Doha  Round  of  global  trade  nego- 
tiations. And  some  in  Washington  are  con- 
cerned about  closer  economic  ties  between 
Brazil  and  China,  which  is 
doing  multibillion-dollar 
deals  in  the  region.  Lula 
himself  has  been  wooing 
Chinese  President  Hu  Jintao, 
as  well  as  leaders  in  Russia, 
India,  the  Middle  East,  and 
Africa.  "Brazil  is  turning  in- 
creasingly to  China  as  a 
trading  partner,"  says  Roger 
Leeds,  a  Latin  America  ex- 
pert at  Johns  Hopkins 
School  of  Advanced  Interna- 
tional Studies. 

Above  all,  the  Bush  Ad- 
ministration hopes  it  can 

persuade  Lula  to  help  rein  in    

what  it  sees  as  the  region's  ^^^™ 
most  dangerous  leader— Venezuela's  au- 
thoritarian President,  Hugo  Chavez.  He 
has  clamped  down  on  democratic  institu- 
tions at  home— from  press  freedom  to  judi- 
cial independence— and  Washington  be- 
lieves he  is  using  his  oil  wealth  to  support 
insurgent  groups  in  Bolivia,  Colombia,  and 
Peru.  And  while  Venezuela  is  the  No.  4  oil 
supplier  to  the  U.S.,  Chavez  plans  to  start 
selling  some  of  that  oil  to  China. 
"Venezuela  is  dividing  the  hemisphere," 


LULA  Brazil's 
President  could 
help  rein  in 
Hugo  Chavez 


ton's  Inter-American  Dialogue. 

Mixed  Signals 

BUT  RICE  WILL  HAVE  TO  play  her  diplo- 
matic cards  carefully.  The  last  thing  Lula 
wants  is  to  look  like  he's  doing  Washington's 
bidding.  His  Workers  Party  has  plenty  of 
anti-American  followers.  Even  though  Lula 
has  implemented  the  kind  of  prudent  eco- 
nomic policies  advocated  by  Washington 
and  has  cordial  personal  relations  with  Pres- 
ident George  W.  Bush,  he  is  sure  to  keep 
pursuing  his  independent  foreign  policy. 
Lula  plans  to  sell  weapons  to  Chavez,  as  do 
Russia  and  Spain.  Still,  some  think  the 
Brazilian  President  can  play  a 
constructive  role.  "Lula  has 
influence  over  Chavez  and 
has  been  a  moderating  factor 
in  U.S.-Venezuelan  relations 
and  on  the  continent,"  says 
Rubens  Barbosa,  former  Bra- 
zilian ambassador  to  the  U.S. 
It  would  help  if  Rice 
cleared  up  Washington's 
mixed  signals.  The  U.S. 
hasn't  bolstered  its  case 
with  Brazil  by  opposing  its 
candidate  to  head  the  Organization 
of  American  States.  Washington 
could  also  score  points  by  backing 
Brasilia's  bid  for  a  seat  on  an  ex- 
panded U.N.  Security  Council.  And 
trade  issues  are  still  a  source  of  tension. 

Both  Brazil  and  the  U.S.  share  an  inter- 
est in  promoting  stability  and  democracy  in 
Latin  America.  On  her  trip,  Rice  plans  to 
join  ministers  from  over  100  countries 
around  the  world  in  Chile  to  discuss 
democracy.  All  well  and  good.  But  forging  a 
coherent  policy  toward  Brasilia  and  the  re- 
gion remains  a  challenge.  ■ 

-By Jonathan  Wheatley  in  Sao  Paulo, 
with  Stan  Crock  in  Washington 


GLOBAL 
WRAPUP 


TENSIONS  OVER  ISRAELI 
ARMS  SALES  TO  CHINA 

ISRAELI  ARMS  deals  with 
China  are  continuing  to  make 
waves  in  relations  between 
Jerusalem  and  Washington.  The 
Pentagon  has  frozen  Israel's 
planned  $50  million 
participation  in  the 
development  of  the  Lockheed 
Martin  F-35  Joint  Strike 
Fighter— a  huge  project  that 
could  total  over  $250  billion. 
The  immediate  cause  for  the 
Pentagon's  decision  was  an 
Israeli  move  to  supply  Beijing 
with  spare  parts  to  upgrade  its 
fleet  of  Israeli  attack  drones. 
Israeli  defense  industry  sources 
say  that  by  curtailing  Israel's 
role  in  the  F-35  project,  the  U.S. 
is  signalling  to  the  European 
Union  that  it  should  retain  its 
16 -year- old  embargo  on  arms 
sales  to  China— an  issue  that 
has  caused  tension  between 
Washington  and  the  EU.  In 
2000,  Israel  bowed  to  U.S. 
pressure  to  refrain  from  selling 
$1  billion  worth  of  Phalcon 
early  warning  planes  to  Beijing. 

A  MIXED  OUTLOOK  FOR 
GERMANY'S  VW 

COST-CUTTING  efforts  are 
finally  giving  auto  maker 
Volkswagen  a  lift.  On  Apr.  20  the 
$116  billion  giant  reported  its 
operating  profit  in  the  first 
quarter  rose  41%,  to  $603 
million— the  first  sign  of 
improvement  since  a  profit  slide 
began  in  2003.  But  VW  is  still 
losing  market  share,  despite  the 
launch  of  new  models,  as  Asian 
rivals  gain  ground.  VW's 
European  share  dropped  6.7% 
in  the  first  quarter,  while  Honda 
gained  6.7%,  and  Kia  jumped 
68.6%.  In  China,  where  VW 
once  held  a  commanding  lead, 
sales  plunged  66%  in  January 
and  February,  prompting  a 
management  shakeup.  VW's 
2.2%  operating  margin  remains 
nothing  to  toot  about. 
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ON TRACK 

irus  like  Steve  Rubel 
happy  to  guide 
clueless 


Blogs  will 
change  your 
business 

BY  STEPHEN  BAKER  AND  HEATHER  GREEN 


Monday9:30a.m.  It's  time  for  a  frank  talk.  And  no,  it  can't  wait. 
We  know,  we  know:  Most  of  you  are  sick  to  death  of  blogs.  Don't 
even  want  to  hear  about  these  millions  of  online  journals  that 
link  together  into  a  vast  network.  And  yes,  there's  plenty  out 
there  not  to  like.  Self-obsession,  politics  of  hate,  and  the  same 
hunger  for  fame  that  has  people  lining  up  to  trade  punches  on 

The  Jerry  Springer  Show.  Name  just  about  anything  that's  sick  in  our  society  today,  and  it's  on 
parade  in  the  blogs.  On  lots  of  them,  even  the  writing  stinks. 

Go  ahead  and  bellyache  about  blogs.  But  you  cannot  afford  to  close  your  eyes  to  them, 
because  they're  simply  the  most  explosive  outbreak  in  the  information  world  since  the 
Internet  itself.  And  they're  going  to  shake  up  just  about  every  business-including  yours.  It 
doesn't  matter  whether  you're  shipping  paper  clips,  pork  bellies,  or  videos  of  Britney  in  a 
bikini,  blogs  are  a  phenomenon  that  you  cannot  ignore,  postpone,  or  delegate.  Given  the 
changes  barreling  down  upon  us,  blogs  are  not  a  business  elective.  They're  a  prerequisite. 
(And  yes,  that  goes  for  us,  too.) 

There's  a  little  problem,  though.  Many  of  you  don't  visit  blogs-or  haven't  since  blogs 
became  a  sensation  in  last  year's  Presidential  race.  According  to  a  Pew  Research  Center 
Survey,  only  27%  of  Internet  users  in  America  now  bother  to  read  them.  So  we're  going  to  take 
you  into  the  world  of  blogs  by  delivering  this  story-call  it  Blogs  101  for  businesses-in  the 
style  of  a  blog.  We're  even  sprinkling  it  with  links  These  are  underlined  words  that,  when 
clicked,  carry  readers  of  this  story's  online  version  to  another  Web  page.  This  all  may  make  for 
a  strange  experience,  but  it's  the  closest  we  can  come  to  reaching  out  from  the  page, 
grabbing  you  by  the  collar,  and  shaking  you  into  action. 

First,  a  few  numbers.  There  are  some  9  million  blogs  out  there,  with  40,000  new  ones 
popping  up  each  day.  Some  discuss  poetry,  others  constitutional  law.  And,  yes,  many  are 
plain  silly.  "Mommy  tells  me  it  may  rain  today.  Oh  Yucky  Dee  Doo,"  reads  one  April  posting. 
Let's  assume  that  99.9%  are  equally  off  point.  So  what?  That  leaves  some  40  new  ones  every 
day  that  could  be  talking  about  your  business,  engaging  your  employees,  or  leaking  those 
merger  discussions  you  thought  were  hush-hush. 

Give  the  paranoids  their  due.  The  overwhelming  majority  of  the  information  the  world 
spews  out  every  day  is  digital-photos  from  camera  phones,  PowerPoint  presentations, 
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.ANNES  GUTENBERG 

This  15th-century  German 
'  devised  technology  to 
manufacture  books.  Gutenberg 
failed  as  a  businessman  and  died 
poor.  Yet  his  printing  press, 
involving  movable  type,  gave  birth 
to  mass  media— a  world  in  w 
handful  of  publishers  can  rec 
audiences  of  mi  i  at  model 

is  under  threat  today. 

MOBLOGGING 

Posting  to  a  blog  on  the  go, 
from  a  camera  phone  or 

handheld  device.  These  postings 

can  be  random 

or  tied  to 
s,  such 

as  pictures 

of  the  iPod 

Shuffle  when 

it  was  launched 

at  Apple 

Computer's 

Mac  World,  or  the 

birth  of  a  baby. 
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ORVLOGGING 

veo  blogging,  where 
individuals  and  companies 
post  video  diaries  online, 
began  to  take  off  last  year.  The 
trend  is  spurring  the  revival  of 
online  video  distribution, 
the  use  of  vlogs  to  sell  ads, 
and  the  designing  of  corporate 
blog  sites.  Microsoft's  Channel  9 
video  blog.  set  i 
the  company  communicate 
directly  with  its  all-impor' 
developer  community. 


government  filings,  billions  and  billions  of  e-mails,  even  digital  phone  messages.  With  a 
couple  of  clicks,  every  one  of  these  items  can  be  broadcast  into  the  blogosphere  by  anyone 
with  an  Internet  hookup— or  even  a  cell  phone.  If  it's  scandalous,  a  poisonous  e-mail  from  a 
CEO,  for  example,  or  torture  pictures  from  a  prison  camp,  others  link  to  it  in  a  flash.  And 
here's  the  killer:  Blog  posts  linger  on  the  Web  forever. 

Yet  not  all  the  news  is  scary.  Ideas  circulate  as  fast  as  scandal.  Potential  customers  are  out 
there,  sniffing  around  for  deals  and  partners.  While  you  may  be  putting  it  off,  you  can  bet  that 
your  competitors  are  exploring  ways  to  harvest  new  ideas  from  blogs,  sprinkle  ads  into  them, 
and  yes,  find  out  what  you  and  other  competitors  are  up  to. 

More  tomorrow. 

Tuesday  6:35  a.m.  How  big  are  blogs?  Try  Johannes  Gutenberg  out  for  size.  His 
printing  press,  unveiled  in  1440,  sparked  a  publishing  boom  and  an  information  revolution. 
Some  say  it  led  to  the  Protestant  Reformation  and  Western  democracy.  Along  the  way, 
societies  established  the  rights  and  rules  of  the  game  for  the  privileged  few  who  could  afford 
to  buy  printing  presses  and  grind  forests  into  paper. 
The  printing  press  set  the  model  for  mass  media.  A  lucky  handful  owns  the  publishing 


machinery  and  controls  the  information.  Whether  at  newspapers  or 
global  manufacturing  giants,  they  decide  what  the  masses  will  learn. 
This  elite  still  holds  sway  at  most  companies.  You  know  them.  They 
generally  park  in  sheltered  spaces,  have  longer  rides  on  elevators,  and 
avoid  the  cafeteria.  They  keep  the  secrets  safe  and  coif  the  company's 
message.  Then  they  distribute  it — usually  on  a  need-to-know  basis-to 
customers,  employees,  investors,  and  the  press. 

That's  the  world  of  mass  media,  and  the  blogs  are  turning  it  on  its 
head.  Set  up  a  free  account  at  Btoggeror  other  blog  services,  and  you 
see  right  away  that  the  cost  of  publishing  has  fallen  practically  to  zero. 
Any  dolt  with  a  working  computer  and  an  Internet  connection  can 
become  a  blog  publisher  in  the  10  minutes  it  takes  to  sign  up. 

Sure,  most  blogs  are  painfully  primitive.  That's  not  the  point.  They 
represent  power.  Look  at  it  this  way:  In  the  age  of  mass  media, 
publications  like  ours  print  the  news.  Sources  try  to  get  quoted,  but  the 
decision  is  ours.  Ditto  with  letters  to  the  editor.  Now  instead  of  just 
speaking  through  us,  they  can  blog.  And  if  they  master  the  ins  and  outs 
of  this  new  art-like  how  to  get  other  bloggers  to  link  to  them-they 
reach  a  huge  audience. 

This  is  just  the  beginning.  Many  of  the  same  folks  who  developed 
blogs  are  busy  adding  features  so  that  bloggers  can  start  up  music  and 
video  channels  and  team  up  on  editorial  projects.  The  divide  between 
the  publishers  and  the  public  is  collapsing.  This  turns  mass  media 
upside  down.  It  creates  media  of  the  masses. 

How  does  business  change  when  everyone  is  a  potential  publisher? 
A  vast  new  stretch  of  the  information  world  opens  up.  For  now,  it's  a 
digital  hinterland.  The  laws  and  norms  covering  fairness,  advertising, 
and  libel?  They  don't  exist,  not  yet  anyway.  But  one  thing  is  clear: 
Companies  over  the  past  few  centuries  have  gotten  used  to  shaping 
their  message.  Now  they're  losing  control  of  it. 

Want  to  get  it  back?  You  never  will,  not  entirely.  But  for  a  look  at 
what  you're  facing,  come  along  for  a  tour  of  the  blogosphere. 

Wednesday  7:38  a.m.  Hmm.  how  to  start  this  post?  idle 

lEHZS^H    ^  a^ou^  ^e  wea^ner- or  mayDe  that  red  wine  with  dinner  last  night?  No. 
raM^SlHH    Let's  ^'ve  r'8^  'n:  ®ne  m'ss*eP  anc'  *ne  blog  world  can  have  its  way  with 
jjSj^Ly^^^H    you-even  when  the  coolest,  most  tech-savvy  companies  are  involved. 
Google  is  regarded  as  a  secretive  company.  So  in  January,  when  a 
young  programmer  named  Mark  Jen  started  blogging  about  his  first 
ays  in  the  Googleplex,  folks  in  the  'sphere  instantly  linked  to  him.  Jen  certainly  wasn't 
lealing  out  inside  dirt.  But  he  griped  that  Google's  health  plan  was  less  generous  than  his 
ormer  employer's-Microsoft-and  he  argued,  indignantly,  that  Google's  free  food  was  an 
nticement  for  employees  to  work  past  dinner. 

Two  weeks  later,  Google  fired  Jen.  And  that's  when  the  22-year-old  became  a  big  story. 
Google  was  blogbusted  for  overreacting  and  for  sending  an  all-too-clear  warning  to  the 
lozens  of  bloggers  still  at  the  company.  A  Google  official  says  the  company  has  lots  of 
loggers  and  just  expects  them  to  use  common  sense.  For  example,  if  it's  something  you 
vouldn't  e-mail  to  a  long  list  of  strangers,  don't  blog  it. 

Jen  clearly  flunked  that  test.  "As  the  media  got  hold  of  it,  I  was  quickly  educated,"  he  says.  He 
.ays  he  should  have  understood  the  company's  goals  and  concerns  better  and  been  more 
.ensitive  to  them.  Still,  his  adventure  turned  him  into  an  overnight  celebrity.  He  was  wooed  by 
ecruiters  at  Amazon.com,  Microsoft,  and  Yahoo!  A  month  later,  Jen  landed  a  job  at  Plaxo,  an 
nternet  contact-management  company.  A  key  part  of  his  job,  says  a  company  spokesperson,  is 
o  help  coordinate  Plaxp's  blogging efforts-a  pillar  of  Plaxo's  promotional  strategy.  So  what  got 
lim  fired  turned  out  to  be  his  trump  card.  Plaxo,  like  many  other  companies,  is  now  drawing  up 
lorms  for  blogging  behavior,  so  that  employees  know  what's  in  bounds,  and  what's  not. 


The  nascent  technology 
allows  individuals  to  create 
their  own  radio  shows  and  deliver 
them  automatically  over  the  Web. 
They  can  be  played  on  computers 
or  any  mobile  devices,  such  as  the 
iPod  (hence  the  name).  Although 
they  were  created  by  bloggers  and 
propagated  by  the  blogosphere. 
the  Establishment  is  jumping  in.  In 
April,  Paris  Hilton  announced  she 
would  do  podcasts  promoting  her 
new  movie,  House  of  Wax. 
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RSS 

"    Really  Simple  Syndication  is 
a  snappy  way  to  track  blogs. 
Individuals  sign  up  to  have  updates 
sent  automatically  to  their 
computers,  making  it  convenient  to 
follow  blogs.  Around  6  million 
people,  or  5%  of  the  U.S.  online 
audience,  use  RSS,  according  to  a 
Pew  survey.  Companies  such  as 
Yahoo!  and  Associated  Press  are 
adopting  RSS  to  keep  audiences 
loyal  and  to  attract  new  users. 


DOOCED 

An  expression  used  whei 

someone  loses  a  job 
because  of  blogging.  This 
happened  to  flight  attendant  Ellen 
Simonetti  at  Delta  Air  Lines. 
Firings  can  occur  when  a  company 
finds  an  employee's  post 
questionable  or  too  revealing 
about  sensitive  data.  Where  does 
the  name  come  from?  Heather 
Armstrong,  who  lost  her  job 
because  her  Web  site,  dooce.com, 
included  stinging  satire  of  her 
former  employer. 
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SIMONETTI 

Blog  casualty 
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SffHYHis 
Technorati 
is  a  force  in 
blog  search 


2:22  p.m.  It  sounds  like  the  joke  answer  on  a  multiple-choice  exam.  Name  a  leading 
company  in  blog  communications:  General  Motors? 

That's  right.  For  a  company  that's  slipping  in  the  auto  biz,  GM  is  showing  a  surprisingly 
nimble  touch  with  blogs.  GM  uses  them  on  occasion  to  steer  past  its  own  PR  department  anc 
the  mainstream  press. 

In  January,  Vice-Chairman  Bob  Lutz  launched  his  own  fJstJLaneBlog.  Bloggers  applauded, 
and  car  buffs  flooded  Lutz  with  suggestions  and  complaints.  Lutz  posted  lots  of  barbs  from 
outsiders  and  won  points  for  balanced  responses.  Like  his  answer  to  criticisms  of  new 
Pontiacs:  "Did  you  take  a  look  at  seat  tailoring?  Carpet  fits?.. .hood  gaps,  hem  flanges?  We 
used  to  be  bad  at  those,  too." 

But  Lutz  is  only  part  of  GM's  blog  strategy.  In  April  the  company  yanked  $10  million  in 
advertising  from  the  Los  Angeles  Times  and  demanded  that  the  Times  make  retractions. 
Journalists  asked  GM  for  specific  complaints,  and  the  car  company  held  off.  It  said  it  wanted 
to  work  quietly  with  the  Times  and  not  battle  it  out  in  the  press. 

How  to  get  the  word  out  through  a  back  channel?  GM  directed  journalists  to  a  blog, 
AutomoBear.com,  that  detailed  GM's  beef.  (It  had  to  do  with  a  comparison  between  two  cars, 
which  GM  thought  was  unfair.)  Both  GM  and  Miro  Pacic,  the  blogger  at  AutomoBear,  say  that 
GM  provided  Pacic  with  information  but  that  no  money  passed  hands. 

Fair  enough.  But  even  if  GM  doesn't  pay  for  positive  coverage  in  blogs,  just  consider  the 
possibilities  in  this  new  footloose  media  world.  There's  little  to  stop  companies  from  quietly 
buying  bloggers'  support,  or  even  starting  unbranded  blogs  of  their  own  to  promote  their 
products-or  to  tar  the  competition.  This  raises  all  kinds  of  questions  about  the  ever- 
shrinking  wall  between  advertising  and  editorial.  We'll  cover  that  later,  when  we  get  to  the 
blogs'  impact  on  our  own  business— the  media. 

Thursday  8:56  a.m.  It's  the  latest  wrinkle  on  Descartes.  I  blog  therefore  I... 
consult.  An  entire  industry  is  rising  up  to  guide  companies  into  this  frightening  new  realm. 
And  the  consultants  establish  their  brands  and  reps  with  their  blogs. 

Perhaps  the  biggest  is  Steve  Rubel.  A  year  ago,  the  exec  at  the  PR  firm  CooperKatz  &  Co. 
started  his  blog,  Mjcro  Persuasion.  He  was  already  pushing  such  clients  as  WeatherBug  and 
the  Association  of  National  Advertisers  into  the  blog  world.  Then  early  one  Sunday  morning, 


How  15  different  opinions 
finally  agreed  on  one  labe 


to  create,  and  of  course,  compromise.  And  you  need  to  do  it  with  people  scattered  around  the  globe.  Thanks 
•ce  Live  Meeting,  your  task  just  got  a  whole  lot  easier.  With  a  new  interface  and  intuitive  features,  this  latest  release 
M<      ig  offers  countless  collaboration  possibilities.  Give  a  sales  presentation,  review  marketing  materials,  even  get  instant 
tomer  1  edback  by  taking  a  live  poll.  All  without  leaving  your  desk. 

>  Meeting  is  a  service  that  works  easily  with  Microsoft  Office  programs  you  use  everyday  like  Outlook*  and  PowerPu 
ks  to  universal  document  sharing,  you  can  view  any  printable  document  at  any  size  without  losing  picture  quality  It's  web 
icing  at  its  best.  From  the  company  determined  to  make  it  even  better. 


Try  Live  Meeting  free'  for  14  days  and  have  all  the  online 
meetings  you  want.  Visit  www.microsoft.com/collaboratelive 
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CITIZEN  JOURNALISM 

Eyewitness  or  investigative 
reporting  by  a  blogger  adds 
new  insight  to  events  not  covered 
by  traditional  media.  Examples: 
Early  personal  accounts  of  the 
unami  In  December  or  digging 
.to  the  authenticity  of  memos 
used  by  CBS's  Dan  Rather  in  his 
report  on  President  Bush's 
National  Guard  duty. 
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RATHER  felt 

New  Media's 
clout 


62    BusinessWeek 


as  he  recalls  it,  "my  wife  was  sleeping,  and  I  was  sitting  in  the  living 
room,  laptop  on  my  lap,  and  thinking  if  I  am  talking  to  clients  and 
reading  these  blogs,  I  should  jump  in."  When  launching  his  site,  he 
had  the  smarts  to  contact  big  shots  such  as  Dan  Gillmor,  who  was  a 
leading  blogger  and  tech  reporter  with  the  San  Jose  Mercury  News. 
Gillmor  linked  to  Rubel's  site,  and  his  traffic  took  off.  It  was  great  for 
his  brand,  and  it  also  gave  Rubel  a  blogger's  education.  "I  became  a 
living  guinea  pig  for  what  I  preach,"  he  says. 

Now  Rubel  is  positioned  as  an  all-knowing  Thumper  in  a  forest  of 
clueless  Bambis.  The  first  job,  he  says,  is  to  monitor  the  blogs  to  see 
what  people  are  saying  about  your  company.  (An  entire  industry  is 
growing  to  sell  that  service.  Even  IBM's  banging  at  the  door.)  Next 
step:  Damage-control  strategies.  How  to  respond  when  blogs  attack. 
He  says  companies  have  to  learn  to  track  what  blogs  are  talking 
about,  pinpoint  influential  bloggers,  and  figure  out  how  to  buttonhole 
them,  privately  and  publicly. 

He  gives  the  example  of  Netf  lix.  When  a  fan  blog  called  Hacking 
Netflix  asked  the  company  for  info  and  interviews  last  year,  Netflix 
turned  it  down.  How  could  they  make  time  for  all  the  bloggers? 
Predictably,  the  blogger,  Mike  Kaltschnee,  aired  the  exchange,  and 
Netflix  faced  a  storm  of  public  criticism.  Now  Netflix  feeds  info  to 
Kaltschnee,  and  he  passes  along  what  he's  hearing  from  the  fans. 
Sounds  like  he's  half  journalist,  half  consultant— though  he  insists 
Netflix  doesn't  pay  him. 

FriCiSy  10:46  3.m.  The  question  came  up  at  a  panel 
discussion  last  week:  Any  chance  that  a  blog  bubble  could  pop?  The  answer  is  really  easy:  no. 

At  least  not  an  investment  bubble.  Venture  firms  financed  only  $60  million  in  blog  startups 
last  year,  according  to  industry  tracker  VentureOne.  Chump  change  compared  to  the  $19.9 
billion  that  poured  into  dot-coms  in  1999.  The  difference  is  that  while  dot-coms  promised  to 
make  loads  of  money,  blogs  flex  their  power  mostly  by  disrupting  the  status  quo. 

The  bigger  point,  which  is  blindingly  obvious  when  you  think  about  it,  is  that  the  dot-com 
era  was  powered  by  companies— complete  with  programmers,  marketing  budgets,  Aeron 
chairs,  and  burn  rates.  The  masses  of  bloggers,  by  contrast,  are  normal  folks  with  computers: 
no  budget,  no  business  plan,  no  burn  rate,  and— that's  right— no  bubble. 

The  role  of  the  blog  startups  is  to  build  tools  for  this  grassroots  uprising.  Six  Apart,  a  four- 
year-old  San  Francisco  company,  leads  in  blog  software.  Technorati  and  PubSub  Concepts 
are  battling  it  out  in  blog  search.  The  founders  all  insist  that  they  plan  to  remain  independent. 
But  if  recent  history  is  any  guide,  most  of  them  will  wind  up  in  the  bellies  of  the  blog-minded 
Internet  giants-led  by  Google,  Yahoo,  and  Microsoft.  The  latest  to  disappear  was  Flickr.  A 
photo-sharing  service  that  spread  madly  across  the  blog  world,  13-month-old  Flickr  was  still 
running  its  software  in  its  beta,  or  testing,  phase  when  it  was  acquired  by  Yahoo  in  March  for 
an  undisclosed  sum.  Caterina  Fake,  Flickr's  co-founder,  wrote  about  the  deal  in  her  blog  the 
day  it  happened:  "Don't  forget  to  breathe.  It's  not  the  end,  it's  the  beginning." 

MonddV  10:23  3.m.  If  this  were  a  true  blog,  that  last  post  would  have  generated  a 
mountain  of  comments  over  the  weekend,  most  of  them  with  the  same  question:  If  there's  no 
clear  business  model,  why  are  the  Internet  giants  so  bent  on  getting  a  foothold  in  blogs?  Look 
at  it  from  their  point  of  view.  A  vibrant  community  that  has  doubled  in  size  in  the  past  eight 
months  is  teeming  with  potential  customers  and  has  a  mother  lode  of  data  to  mine.  "Blogs 
are  what's  causing  the  Web  to  grow,"  says  Jason  Goldman.  He's  project  manager  at  Google's 
Blogger,  the  world's  biggest  service  to  set  people  up  as  bloggers. 

David  Sifry  looks  at  it  a  bit  dfferently.  He's  a  serial  entrepreneur  and  founder  of  Technorati, 
the  blog  search  engine. 

For  Sifry,  it's  not  the  growth  of  the  same  Web,  but  an  entirely  new  one.  It's  wrapped  up  far 
more  in  people's  day-to-day  lives.  It's  connected  to  time.  The  way  he  describes  it,  the  Web 
we've  come  to  know  is  mostly  a  collection  of  documents.  A  library.  These  documents  don't 
change  much.  Try  Googling  Donald  Trump,  and  you're  more  likely  to  find  his  Web  page  than  a 
discussion  of  his  appearance  last  night  on  The  Apprentice. 

Blogs  are  different.  They  evolve  with  every  posting,  each  one  tied  to  a  moment. 
So  if  a  company  can  track  millions  of  blogs  simultaneously,  it  gets  a  heat  map  of  what  a 
growing  part  of  the  world  is  thinking  about,  minute  by  minute.  E-mail  has  carried 
on  billions  of  conversations  over  the  past  decade.  But  those  exchanges  were  private. 
Most  blogs  are  open  to  the  world.  As  the  bloggers  read  each  other,  comment,  and  link 
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Never  have  you  felt  so  pampered  without  having  to  tip  somebody.  Apparently,  there  are  no 
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from  one  page  to  the  next,  they  create  a  global  conversation 
Picture  the  blog  world  as  the  biggest  coffeehouse  on  Earth. 
Hunched  over  their  laptops  at  one  table  sit  six  or  seven  experts 
nanatechnology.  Right  across  from  them  are  teenage  goths 
dressed  in  black  and  thoroughly  pierced.  Not  too  many  links 
between  those  two  tables.  But  the  cafe  goes  on  and  on.  Saudi 
women  here,  Labradoodle  lovers  there,  a  huge  table  of  people 
fooling  around  with  cell  phones.  Those  are  the  mobile-photo 
crowd,  busily  sending  camera-phone  pictures  up  to  their  blogs. 

The  racket  is  deafening.  But  there's  loads  of  valuable 
information  floating  around  this  cafe.  Technprati,  PubSub,  and 
others  provide  the  tools  to  listen.  While  the  traditional  Web  catalog 
what  we  have  learned,  the  blogs  track  what's  on  our  minds. 

Why  does  this  matter?  Think  of  the  implications  for  businesse 
of  getting  an  up-to-the-minute  read  on  what  the  world  is  thinking 
Already,  studios  are  using  blogs  to  see  which  movies  are 
generating  buzz.  Advertisers  are  tracking  responses  to  their  campaigns.  "I'm  amazed  people 
don't  get  it  yet,"  says  Jeff  Weiner,  Yahoo's  senior  vice-president  who  heads  up  search.  "Neve 
in  the  history  of  market  research  has  there  been  a  tool  like  this." 
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Any  publication,  radio 
station,  or  TV  news  channe 
that  doesn't  recognize  the  power 
shift  created  by  the  blogosphere 
and  doesn't  adopt  blogging.  The 
MSM  are  derided  by  bloggers  for 
lecturing  and  adhering  to  what 
they  call  false  objectivity. 


FAKE  BLOGS,  Si 
CALLED  FLOGS 


SOMETIMES 


Fake  blogs  created  by 
'  corporate  marketing 
departments  to  promote  a  service, 
product,  or  brand.  The  flog's  writer 
ofte  fake  name.  Derided 

ologs  are  an 
McDonald's 
created  any  its 

Super  Bowl  s  mock 

discovery  of  a  french  fry  shaped 
like  Lincoln,  while  Captain  Morgan 
created  a  fake  blog  in  March  for  its 
Rum  drinks. 
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Pushing  grass- 
roots media 

Tuesday  9:12  p.m.  Back  to  that  coffeehouse.  Sitting  at  one  large  table  is  a  collection 
some  of  the  most  gifted  geeks  you  can  imagine.  These  folks  built  the  blogosphere.  And  they're 
using  it  to  link  with  each  other.  They  share  ideas,  test  them,  and  get  them  up  and  running  in  a 
hurry.  Many  of  them  transform  the  network  itself,  making  it  more  muscular— and  disruptive. 
The  innovation  that  sends  blogs  zinging  into  the  mainstream  is  RSS,  or  Really  Simple 

Syndication.  Five  years  ago,  a  blogger  j 
named  Dave  Winer,  working  with 
software  originally  developed  by 
Netscape,  created  an  easy-to-use 
system  to  turn  blogs,  or  even  specific 
postings,  into  Web  feeds.  With  this 
system,  a  user  could  subscribe  to 
certain  blogs,  or  to  key  words,  and 
then  have  all  the  relevant  items 
land  at  a  single  destination.  These 
personalized  Web  pages  bring  togeth 
the  music  and  video  the  user  signs  u; 
for,  in  addition  to  news.  They're  callec 
"aggregators."  For  now,  only  about  5° 
of  Internet  users  have  set  them  up.  B: 
that  number's  sure  to  rise  as  Yahoo 
and  Microsoft  plug  them. 

In  time,  aggregators  could  turn  t 
Web  on  its  head.  Why?  They 
discourage  surfing  as  users 
increasingly  just  wait  for  interesting 
items  to  drop  onto  their  page  or  e 
mailbox.  Internet  advertising,  which 
traditionally  counts  on  page  views  and  clicks,  could  be  thrown  for  a  loop.  Already  Yahoo  is 
packaging  ads  on  the  feeds.  Google  is  testing  the  waters. 

But  here's  the  really  insidious  part.  If  you  set  up  your  own  aggregator  page,  such  as 
my.yahoo.com,  and  subscribe  to  feeds,  you  soon  discover  that  blog  and  mainstream  postin 
mingle  side  by  side.  Feeds  zip  through  the  walls  between  blogs  and  the  rest  of  the  informati 
world.  Blog  posts  are  becoming  just  part  of  the  mix,  swimming  on  the  same  page  with  the 
Associated  Press,  and  yes,  BusinessWeek. 

Winer  also  ushered  in  a  second  tech  breakthrough,  podcasting.  A  back-and-forth  betweer 
Winer  and  Adam  Curry,  a  blogger  and  former  MTV  host,  led  last  year  to  a  system  that  easily 
distributes  audio  files.  Looking  for  National  Public  Radio's  On  the  Media  or  the  latest  ska 
compilations  from  a  disk  jockey  in  Trinidad?  Sign  up  on  a  Web  page,  and  the  program  gets 
automatically  delivered  to  you-as  an  audio  feed.  Last  summer,  Curry  created  software  calle 
iPodder  so  these  MP3s  could  hitch  a  ride  on  an  iPod.  That  was  the  birth  of  podcasting:  radio 
programming  whenever  and  wherever  you  want  it.  Since  then,  some  5,000  podcasting  show 
have  sprouted  up.  Tney  cover  everything  from  yoga  to  the  blues. 
It's  an  overnight  sensation.  Before  podcasting,  only  about  150  people  a  month  bothered 
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/HEN  THE  INFORMATION  NEVER  STOPS,  NOTHING  CAN  STOP  YOUR  BUSINESS. 


siness,  keeping  people  and  information  connected  is  critical  to 
ing  customers  satisfied.  And  yet,  at  any  given  moment,  any 
r  of  events  can  easily  derail  that  connection.  That's  why  you 
a  company  like  SunGard  on  your  side.  Our  Information 
/ailability  solutions  provide  redundant  systems  and  networks  at  over 
3  secure  facilities  worldwide  to  make  sure  your  customers, 
nployees  and  suppliers  stay  connected  24/7.  And  at  the  same  time 
;ep  your  IT  staff  in  complete  control  of  your  data  and  applications. 
■  a  while  you're  busy  running  your  business,  we're  busy  making  sure 
'jr  business  is  up  and  running.  No  matter  what. 


For  years,  companies  have  trusted  SunGard  to  restore  their  IT  systems 
when  something  went  wrong.  So  it's  not  surprising  that  today 
companies  are  turning  to  us  to  mitigate  risk  and  make  sure  they  never 
go  down  in  the  first  place.  To  learn  more  about  Information 
Availability  and  how  we  can  save  your  company  on  average  25%*  visit 
www.availability.sungard.com  or  call  1-800-468-7483. 


SUNGARD 

Availability  Services 


Keeping  People 
and  Information 
Connected^' 


'Potential  savings  based  on  IDC  White  Paper,  Ensuring  Information  Availability:  Aligning  Customer 
Needs  with  an  Optimal  Investment  Strategy 
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FAKE  Giving 
shutterbugs 
a  forum 


copyright  system  that  allows 
creators  to  be  more  flexible  in 
allowing  others  to  use  their  works. 
This  is  important  in  the  grassroots 
blogging  world,  since  it  encourages 
people  to  publish  video,  podcasts. 
and  photos  online  that  others  can 
add  to  their  blogs.  Online  photo 
service  Flickr,  co-founded  by 
Caterina  Fake,  encourages 
subscribers  to  share  photos  using 
the  Creative  Commons  licenses. 

PAID  BLOGGING 

Unlike  bloggers  who  simply 
put  a  banner  ad  on  their  site, 
paid  bloggers  write  about  a 
product  or  issue.  This  has  created 
controversy  about  whether 
bloggers  need  to  disclose  that  they 
are  being  paid  and  whether  the 
practice  damages  their  credibility. 
Upstart  Marqui  paid  20  bloggers 
$800  a  month  for  three  months  to 
promote  its  Web  marketing 
services,  while  Republicans  and 
=ts  paid  three  bloggers 
cent  elections. 


download  the  audio  files  of  Morning  Stories,  a  show  on  Boston's 
public  station  WGBH.  After  the  station  switched  to  podcasting 
in  October?  Eighty  thousand.  Chalk  it  up  to  the  bloggers.  They 
pushed  podcasting  to  their  own  circles,  and  it  grew  from  there. 

11:48  p.m.  One  more  idea.  Think  of  TiVo,  think  of  the  iPod 
When  you're  using  one  of  them,  do  you  consider  the  company 
that  provides  the  programming?  CBS,  for  example?  Not 
much.  You're  putting  together  your  own  package.  The  pieces 
come  from  lots  of  companies  and  artists.  Often  you  don't  even 
know  where. 

Aggregators  do  the  same  job  for  the  Net.  So,  just  like  the 
record  companies,  which  have  figured  out  how  to  market  bits 
and  pieces  of  their  albums  as  standalone  songs  and  ringtones 
the  rest  of  the  media  and  entertainment  world  is  going  to  have 
to  think  small.  Content,  whether  it's  news  or  a  Hollywood 
movie,  is  going  to  travel  in  bite-size  nuggets.  The  challenge,  for 
bloggers  and  giants  alike,  is  to  brand  those  nuggets  and  devise 
ways  to  sell  them  or  wrap  them  in  advertising. 


Wednesday  6:31  a.m.  A  prediction:  Mainstream 
media  companies  will  master  blogs  as  an  advertising  tool  and  take  over  vast  commercial 
stretches  of  the  blogosphere.  Over  the  next  five  years,  this  could  well  divide  winners  and 
losers  in  media.  And  in  the  process,  mainstream  media  will  start  to  look  more  and  more 
like-you  guessed  it-blogs.  Clay  Shirky,  a  Web  expert  at  New  York  University,  calls  it  "an 
absorption  process  where  the  thing  doing  the  absorbing  changes." 

Take  a  look  at  blog  advertising  today,  and  it's  hard  to  see  a  glittering  future.  Sure, 
enterprising  bloggers  make  room  on  their  pages  for  Google-generated  ads,  known  as 
AdSense,  and  earn  some  pocket  change.  Some  blog  entrepreneurs,  such  as  Nick  Denton, 
publisher  of  New  York's  Gawker  Media,  sell  ads  for  everything 
from  Nike  to  Absolut  Vodka.  Popular  blogs  can  land 
sponsorship  deals  for  as  much  as  $25,000  per  month,  say 
consultants.  O.K.  money  for  an  entrepreneur,  but  a  rounding 
error  in  the  ad  industry. 

Blog  power  simply  doesn't  translate  yet  into  big  bucks.  For 
now,  it's  running  mostly  on  people's  passion  to 
communicate-especially  in  developing  markets.  Consider 
Hossein  Derakhshan.  He's  a  28-year-old  Iranian  blogger 
based  in  Toronto.  He  has  thousands  of  readers,  and 
politicians  respond  to  his  postings-even  as  the  Iranian 
government  frantically  tries  to  shut  down  the  servers  hosting 
his  blog.  Yet  Derakhshan  can't  yet  cash  on  his  fame.  "Google 
doesn't  have  AdSense  service  in  Persian  yet,"  he  says. 

Still,  blogs  could  end  up  providing  the  perfect  response  to 
mass  media's  core  concern:  the  splintering  of  its  audience. 
Advertisers  desperate  to  reach  us  need  to  tap  niches 
(because  we  get  together  only  once  a  year  to  watch  the 
Super  Bowl).  By  piggybacking  on  blogs,  they  can  start 
working  that  vast  blogocafe,  table  by  table.  Smart  ones  will 
get  feedback,  links  to  individuals-and  their  friends.  That's 
every  marketer's  dream. 

The  big  companies  have  what  the  bloggers  lack.  Scale, 
relations  with  advertisers,  and  large  sales  forces.  They  can 
use  these  forces  to  sell  across  all  media,  from  general 
audience  to  bloggy  niches.  Already,  Yahoo  and  Microsoft 
have  been  investing  heavily  to  position  themselves  for  niche 
advertising.  And  in  February,  the  New  York  Times  laid 
down  $410  million  for  About  Inc.,  a  collection  of  500 
specialized  Web  sites  that  smell  strongly  of  blogs.  "What's  to 
stop  them  from  turning  those  500  sites  into  5,000?"  says 
Dave  Morgan,  founder  of  TACODA  Systems,  an  Internet 
advertising  company. 

Thursday  9  a.m.  Hate  to  get  wiggy  here.  But 
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I  the  blogs  eventually  swallow  up  ad  revenue,  what's  going  to  happen  to  us? 

Yes,  we,  too,  are  under  the  gun.  MSM,  the  bloggers  call  us.  Mainstream  media.  And  many 
t  them  delight  in  uncovering  our  errors,  knocking  us  off  that  big  pedestal  we've  occupied 
ince  the  the  first  broadsheets  started  circulating. 

We  have  to  master  the  world  of  blogs,  too.  This  isn't  because  they're  taking  away 
id  revenue,  at  least  not  yet,  but  because  they  represent  millions  of  eyewitnesses 
rmed  with  computers  spread  around  the  world.  They  are  potential  competitors-or 
ditorial  resources. 

Blog  reporters  showed  their  value  following  the  Asian  tsunami  in  December.  Thousands  of 
iem  posted  pictures,  video  footage,  and  articles  about  the  disaster  long  before  the  first 
ccredited  journalists  showed  up.  MSNBC,  which  ran  hours  of  tsunami  footage  on  its  Web 
te,  has  since  opened  an  entire  page  devoted  to  citizens'  journalism. 

Dan  Gillmor,  who  quit  his  San  Jose  newspaper  job,  is  lining  up  investors  for  a  new  type  of 

edia  company,  Grassroots  Media.  He's  interested  in  elements  of  an  online  journalism 
usiness  in  Korea,  called  OhmyNews.  It  mingles  articles  from  50  staff  journalists  with 
•ports  e-mailed  and  text-messaged  in  from  thousands  of  citizen  reporters.  OhmyNews 
■ays  it  has  been  profitable  for  a  year  and  a  half  and  expects  revenue  this  year  of  $10  million. 

keep  hoping  that  all  of  the  new  conversational  forms  will  augment  the  existing  one," 
illmor  says. 

Il57  p.m.  Thinking  out  of  the  box  here  for  a  minute.  What  would  this  article  look  like  if  it 

ere  a  real  blog,  and  not  just  this  glossy  simulacrum? 
Think  of  the  way  we  produce  stories  here.  It's  a  closed  process.  We  come  up  with  an  idea. 

e  read,  we  discuss  in-house,  and  then  we  interview  all  sorts  of  experts  and  take  their 

ctures.  We  urge  them  not  to  spill  the  beans  about  what  we're  working  on.  It's  a  secret. 

nally,  we  write.  Then  the  story  goes  through  lots  and  lots  of  editing.  And  when  the 

oofreaders  have  had  their  last  look,  someone  presses  the  button  and  we  launch  a  finished 

oduct  on  the  world. 

If  this  were  a  real  blog,  we  probably  would  have  posted  our  story  pitch  on  Day  One,  before 

we  did  any  reporting.  In  the  blog 
world,  a  host  of  experts  (including 
many  of  the  same  ones  we  called  for 
this  story)  would  weigh  in,  telling  us 
what's  wrong,  what  we're  overlooking. 
In  many  ways,  it's  a  similar  editorial 
process.  But  it  takes  place  in  the 
open.  It's  a  discussion. 

Why  draw  this  comparison?  In  a 
world  chock-full  of  citizen  publishers, 
we  mainstream  types  control  an  ever- 
smaller  chunk  of  human  knowledge. 
Some  of  us  will  work  to  draw  in  more 
of  what  the  bloggers  know,  vetting  it, 
editing  it,  and  packaging  it  into  our 
closed  productions.  But  here's 
betting  that  we  also  forge  ahead  in 
the  open  world.  The  measure  of 
success  in  that  world  is  not  a  finished 
product.  The  winners  will  be  those 
who  host  the  very  best  conversations. 

Friday  11  a.m.  so  why  not 

start  here?  We've  done  our  research 
on  blogs,  made  our  dire 
pronouncements.  Pretty  soon, 
someone  in  production  will  press  the 
button.  But  this  story  should  go  on, 
as  a  conversation.  And  it  will,  starting 
on  Apr.  22.  We're  launching  our  own 
blog  to  cover  the  business  drama 
ahead,  as  blogging  spreads  into 
companies  and  redefines  media. 
The  blog's  name?  Blogspotting,net 
See  you  there.  ■ 
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Finance  Bankin. 


'Protection' 
Racket? 

As  overdraft  and  other  fees  become  huge 
profit  sources  for  banks,  critics  see  abuses 


CHRIS  KEELEY  WENT  ON 
a  shopping  spree  last 
Christmas  Eve,  buying 
$230  in  gifts  with  his 
debit  card.  But  the  New 
York  University  student's 
holiday  mood  soured  a 
few  days  later  when  he  received  a  notice 
from  Pittsburgh's  PNC  Bank  that  he  had 
overdrawn  the  funds  in  his  checking  ac- 
count. While  PNC  allowed  each  of  his  sev- 
en transactions  to  go  through,  it  charged 
him  $31  a  pop— or  a  hefty  $217  in  fees  for 
his  $230  worth  of  purchases. 

Keeley,  who  insists  he  had  never  re- 
quested any  so-called  overdraft  protec- 
tion on  his  account,  says  he  wishes  the 
bank  had  simply  rejected  the  transac- 
tions. He  would  have  preferred  to  pay 
with  his  credit  card  or  simply  put  the 
items  back  on  the  shelf.  "I  can't  help  but 
think  they  wanted  me  to  keep  spending 
money  so  they  could  collect  these  fees," 
he  fumes.  "Thirty-one  dollars  for  each 
purchase  seems  excessive."  PNC  says  it 
doesn't  discuss  individual  customers. 
The  bank  insists  it's  doing  a  service  by 
covering  checks  and  purchases  that 
would  otherwise  bounce.  "It  helps  our 
customers  avoid  the  embarrassment  of 
having  a  transaction  rejected,"  says  Dan 
Tuccillo,  senior  vice-president  for  product 
marketing  at  PNC.  As  for  the  fees,  Tuccil- 


lo says  they  aren't  unreasonable  "given  all 
the  free  services  we  offer  to  customers.  I 
think  we  offer  a  lot  of  value."  Later,  the 
bank  halved  Keeley's  overdraft  charges. 

Keeley's  experience  is  becoming  com- 
monplace as  more  banks  turn  to  service 
fees  to  maintain  their  profits  as  the  mort- 
gage boom  subsides.  Overall,  banks 
raked  in  $32  billion  in  account  service 
fees  last  year,  up  from  $21 
billion  in  1999,  according  to 
SNL  Financial,  a  Char- 
lottesville (Va.)  research 
firm.  At  some,  fees  have  be- 
come such  a  powerful 
source  of  profits  that  they 
exceed  earnings  from  mort- 
gages, credit  cards,  and  all 
other  lending  combined.  At 
TCF  Financial  Corp.  in 
Wayzata,  Minn.,  for  exam- 
ple, such  fees  represented  76%  of  profits 
in  2004,  up  from  52%  in  2000. 

This  fee  frenzy  may  seem  paradoxical 
with  so  many  banks  trying  to  lure  new 
customers  with  offers  of  "free"  checking. 
According  to  Edmund  Mierzwinski,  U.S. 
consumer  program  director  for  Public  In- 
terest Research  Group,  a  Washington 
consumer-advocacy  outfit,  nearly  30%  of 
banks  offer  such  accounts,  up  from  175% 
in  1999.  Sure,  most  don't  carry  monthly 
maintenance  fees— instead,  customers  get 


Wells  Fargo's 
California 
fee  schedule 
runs  on  for 
55  pages 


hit  with  a  myriad  of  other  fees.  At  Sa 
Francisco's  Wells  Fargo  &  Co.,  the 
schedule  for  California  is  55  pages  Ion 
The  charges  include  a  $2  hit  every  time 
customer  with  a  low  balance  calls  a  servi 
rep,  $20  for  closing  an  account  within  s 
months  of  opening  it,  and  $30  per 
when  a  staffer  helps  a  customer  reconcil 
an  account.  Wachovia  Corp.  charges  a 
a-month  fee  for  accounts  that  remain 
active  for  more  than  a  year.  "Free  chec 
ing    is    just    a    come-on,"    contend 
Mierzwinski.  "Banks  are  making  the 
money  on  the  back  end  from  hidden 

Industry  groups  contest  that  vie 
point.  "The  vast  majority  of  people  wh 
are  managing  their  finances  well  are  nc 
incurring  a  lot  of  service  charges,"  say 
Keith  Leggett,  a  senior  economist  at  ti   \ 
American  Bankers  Assn. 

None  of  the  new  fees  is  more  contn  :, 
versial  than  bounce  protection.  Howai  [«■ 
K.  Mason,  a  banking  analyst  at  Sanfoi  w 
C.  Bernstein  &  Co.,  estimates  it  genei  tdn 
ates  $8  billion  in  income  for  banks-  sj 
making  up  nearly  30%  of  all  bank  servic  «j 
fees.  Critics  say  some  banks  market  sue  tel 
offers  too  aggressively,  in  effect  encou  [.- 
aging  consumers  to  spend  more  tha  m 
they  have.  In  a  Feb.  18  joint  directive  i  ^ 
banks,  the  Federal  Reserv 
Comptroller  of  the  Currei 
cy,  and  the  Federal  Depo.^ 
Insurance  Corp.  warm  L 
banks  providing  overdr.  ,:- 
protection  that  th 
"should  not  market  tl 
program  in  a  manner  th 
encourages  routine  or 
tentional  overdrafts." 

Critics  also  contend  th 
bounce-protection  fees, 
high  as  $37  per  transaction,  are  li 
more  than  high-priced  credit.  "If  a 
lends  you  $100  and  charges  you  a  $ 
fee— and  then  you  pay  the  money  back 
two  weeks— that's  an  annualized  intert 
rate  of  520%,"  notes  Jean  Ann  Fox,  dirt 
tor  for  consumer  protection  at  the 
sumer  Federation  of  America  in  W< 
ington.  "It's  worse  than  a  payday  loan 
Regulators  are  particularly  worrie 
that  some  banks  provide  the  service 
even  at  automated  teller  machines 


n 
in 


m 

Ml 


bai 


Col 


V 


Fee  revenue 
is  on  the  rise... 


Not-So-Free  Banking 


...and  it  accounts  for  a 
growing  percentage  of  profits 
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TCF  Financial 


Compass  Bancshares 
Washington  Mutual 


$0.38  $0.29 
0.56  0.28 
3.98        1.99 


03      '04 


Bank  of  America 


21.2 


6.99 


76.2% 


50.9 
50.2 


32.9 


Data:  SNL  Financial  LC 


vTMs).  Customers  with  $50  in  their  ac- 

1  mnts  and  $300  in  overdraft  protection 

<uld  be  told  at  an  ATM  that  they  have 

550  available.  If  they  withdraw  $150,  the 

M  will  still  show  $170  in  funds  (after 

;  btracting  a  fee  of,  say,  $30).  In  their 

1  int  directive  in  February,  regulators  said 

inks  should  first  alert  customers  that 

i  ey  will  incur  fees— and  give  them  a 

:  ance  to  opt  out  of  the  transaction,  just 

4  they  can  do  to  avoid  a  surcharge  when 

1  ing  another  bank's  ATM. 

Most  troubling  to  consumer  activists  is 

'  |at  most  of  the  new  fees  fall  on  the  poor- 

'  !t  consumers.  Many  banks  provide  truly 

1  e  services  to  wealthier  clients  in  order 

hang  on  to  their  assets.  Mason,  for  one, 

inks  the  poorest  20%  of  the  country's 

5  million  checking  customers  gener- 

:  80%  of  the  $12  billion  in  an 

al  overdraft  fees.  "[Banks] 

Live  turned  routine  fees  into 


punitive  finance  charges  for  individuals 
who  have  trouble  making  ends  meet," 
says  the  Consumer  Federation's  Fox. 

"IT'S  OUTRAGEOUS" 

MANY  BANKS  DEFEND  bounce  protec- 
tion. Bank  of  America  Corp.  in  Charlotte, 
N.C.,  says  it  started  offering  it  after  mar- 
ket research  showed  that  most  customers 
wanted  it.  "We've  heard  from  customers 
that  they'd  prefer  to  be  assessed  a  fee 
[rather]  than  face  the  embarrassment  of 
having  a  purchase  declined,"  says  BofA 
spokeswoman  Alexandra  Liftman. 
But  some  banks  don't  charge  for  over- 


draft protection— and  execs  at  those 
banks  say  plans  with  fees  gouge  cus- 
tomers. "It's  outrageous,"  says  Dennis 
DiFlorio,  president  for  retail  banking  at 
Commerce  Bancorp  Inc.  in  Cherry  Hill, 
N.J.  "It's  not  about  customer  conven- 
ience. It's  just  a  way  for  banks  to  make 
money  off  customers."  Commerce  and 
others  cover  overdrafts  automatically 
from  savings  or  other  linked  accounts,  or 
even  charge  customers'  credit  cards— all 
without  fees. 

Regulators  are  starting  to  act.  Three 
years  ago,  Indiana  state  officials  warned 
the  128  banks  chartered  there  that  if  fees 
worked  out  to  an  effective  annual  per- 
centage rate  of  over  72%  it  "would  be 
considered  a  felony."  And  some  federal 
regulators  warn  that  if  banks  don't  pull 
back  on  some  of  the  more  egregious 
abuses— such  as  marketing  bounce  pro- 
tection too  aggressively  or  providing  mis- 
leading information  at  ATMs— they  won't 
hesitate  to  act.  "If  we  see  recalcitrant 
banks  that  don't  change,  you  could  see 
enforcement  actions,"  warns  one. 

That  backlash  could  hurt  the  industry's 
bottom  fine.  Bernstein's  Mason  believes  a 
regulatory  crackdown  could  eventual- 
ly   cause    bank    earnings    from 
bounce-protection  fees  to  fall  by 
20%  as  banks  are  forced  to  disclose 
more  to  customers.  For  now  con- 
sumers need  to  remember  that  at 
many  banks  there's  no  free  lunch— or 
checking  accounts.  ■ 

-By  Dean  Foust  in  Atlanta 


Finance  Mutual  Funds 


Why  Fees  Still 
Defy  Gravity 

Investors  aren't  alone  in  seeking  answers. 
Now  regulators  want  to  know,  too 


HERE'S  NO  DOUBT  THAT 
the  heat  is  on  mutual- 
fund    companies    to 
lower  their  expenses. 
Fueled  by  competi- 
tion and  prompted 
by    regulators,     a 
number  of  firms  have  reduced  or 
waived  fees  in  the  past  12  months. 
But  that  doesn't  mean  the  ordi- 
nary investor  is  going  to  be  much 
better  off. 

The  annual  fees  charged  by  fund 
companies  have  barely  budged,  even 
though  assets  have  increased  eleven- 
fold since  1989,  to  more  than  $6  tril- 
lion. Although  fund  fees  are  down  mod- 
estly from  2003,  retail  investors  are 
actually  paying  more  today  than  they  did 
15  years  ago:  a  dollar- weighted  total  ex- 
pense ratio  of  0.96%  of  assets,  vs.  0.94%, 
according  to  researcher  Morningstar  Inc. 
In  theory,  as  fund  assets  zoom  up,  the 
costs  of  running  a  portfolio  shouldn't  rise 
nearly  as  much,  so  fees  should  fall.  But 
that  just  isn't  happening  consistently. 
Says  Russel  Kinnel,  director  of  mutual- 
fund  research  at  Morningstar:  "The  mu- 
tual-fund business  hasn't  done  a  good  job 
of  delivering  economies  of  scale." 

Fees  might  not  have  mattered  so  much 
at  the  height  of  the  bull  market.  But  in  to- 
days  lower-returns  environment,  in- 
vestors can't  afford  to  ignore  costs.  "In- 
vestors need  to  pay  greater  attention  to 
the  drags  on  performance,"  says  Tom 
Roseen,  an  analyst  with  Lipper.  He  figures 
sales  charges,  expenses,  and  taxes  togeth- 
er eat  up  between  40%  and  60%  of  a 
fund's  gross  returns. 

Fortunately,  thanks  to  increasing  com- 
petition, investors  have  a  better  shot  at 
keeping  costs  down.  American  Funds 
Group  cut  its  advisory  fees  by  5%  late  last 
year  and  another  5%  this  year.  In  Growth 
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When  Bigger 
Isn't  Cheaper 

Over  the  past  15  years  funds  saw 
their  assets  balloon,  giving  them 
cost  efficiencies.  But  some  big 
players  raised  fees  anyway. 


INCREASE       CHANGE  IN 
IN  ASSETS*    EXPENSE 
(BILLIONS)      RATIO" 


Templeton  Growth          $16 

+0.44 

Templeton  Foreign             15 

+0.42 

Lord  Abbett  Affiliated        11 

+0.41 

Putnam  Growth  &  Income  11 

+0.20 

MFS  Total  Return              6 

+0.17 

Franklin  Income                16 

+0.11 

American  Century  Ultra    22 

-0.01 

Janus                            13 

-0.02 

•Retail  shares.  1989-2004 

Data:  Morningstar  Inc. 

Fund  of  America,  that  means  annual : 
ings  of  29<t  for  every  $1,000  invested. ' 
Vanguard  Group  will  soon  make  it  easij 
for  investors  to  qualify  for  its  cheapel 
class  of  retail  shares,  which  have  expenl 
es  of  just  0.09%  for  the  Vanguard  500 1( 
dex  Fund. 

BIGGER  BITE 

STILL,  INVESTORS  SHOULDN'T  expe 
to  see  drastic  markdowns  in  total 
penses  industrywide.  It's  more  like 
that  the  cuts  will  be  just  a  couple  of  ba* 
points,  or  hundredths  of  a  percent,  ove 
all.  Even  though  the  majority  of  furj 
companies  and  fund  boards  are  active 
engaged  in  discussions  about  fee  cuts  J 
number  of  factors  are  keeping  a  floor  uj 
der  annual  expenses  pa 
by     investors— despj 
the    billions    pouri^ 
into  funds  that  shoi 
be    creating    signfica 
economies  of  scale. 
For  one,  the  midc 
men— the  brokers  and 
fund      supermarkets— t 
sell  the  funds  take  a  big  chi 
of  the  money.  The  typical  12( 
fee,  or  marketing  fee,  on  a  fund  t 
has  an  up-front  sales  charge  is  0. 
of  assets.  At  the  same  time,  investors 
buying    more    specialized    funds 
charge  heftier  fees  like  small-cap  and : 
eign  funds.  These  funds  are  often  small 
and  their  research  and  personnel  col 
can  run  higher  as  a  percentage  of  assel 
Despite  the  pressure  on  fund  companf 
to  lower  their  management  fees,  whj 
make  up  a  big  part  of  the  total  expens 
not  everyone  is  getting  the  message. 

Around  80%  of  individual  investJ 
buy  their  funds  through  an  intermedin 
such  as  a  fee-only  financial  planner 
broker.  Historically,  brokers  were  pai^ 
one-time  commission  at  the  time  of] 
chase.  But  over  the  years,  fund  compa 
have  become  less  reliant  on  up-front  sa 
charges  to  compensate  advisers. 

These  loads,  as  they're  called,  hJ 
come  down  from  a  high  of  8.75%  I 
around  5%.  Instead,  brokers  are  takin| 
piece  of  the  annual  expenses,  genenf 
from  12(b)-l  fees.  Typically,  shares 
fund  that  come  with  a  full  up-front  cc 
mission  tack  on  25  basis  points  to 
expense  ratios  to  pay  for  marketing  i 
and  ongoing  advice  from  brokers.  Ot 
classes  of  shares  with  reduced  or  no  s;| 
charges  jack  up  12(b)-l  fees  even  mj 
typically  by  50  to  100  basis  points.  "'[ 
majority  of  investors  want  advice,"s| 
mutual-fund  consultant  Geoffrey  H. 
broff  of  East  Greenwich,  R.I.  "They  hi 


■  firms  hire  right  off  the  college  campus,  dress  their  new 
in  nice  suits,  and  put  them  on  your  critical  assignment. 
js.  Jefferson  Wells  only  hires  experienced  professionals, 
s  of  specialists  with  serious  credentials  and  years  of 
ical.  hands  on  accounting  experience.  On-the-job  training 
e.   But   not  when   it's  your  job.  www.jeffersonwells.com 
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the  choice  to  either  pay  it  in  the  frame- 
work of  the  fund  or  they  pay  it  as  a  sep- 
arate fee  [to  an  adviser]." 

Although  they  have  long  been  stan- 
dard in  the  industry,  12(b)-l  fees  and 
other  payments  to  brokers  are  cur- 
rently being  scrutinized  by  the  Securi- 
ties &  Exchange  Commission.  Howev- 
er, the  agency  is  still  scratching  its 
head  over  whether  it  should  do  some- 
thing about  them. 

At  the  same  time,  investors  have 
more  options  than  ever.  There  are  at 
least  6,000  mutual  funds  available  in 
hundreds  of  flavors.  But  the  more  exot- 
ic the  fund,  the  higher  the  price  tag 
tends  to  be.  For  example,  Fidelity  Mag- 
ellan Fund,  a  large-cap  domestic  equity 
portfolio,  has  an  expense  ratio  of  0.70%. 
Fidelity  Small  Cap  Stock  Fund,  which 
invests  mainly  in  smaller-sized  U.S. 
companies,  costs  1.08%  a  year.  In  part, 
that's  because  smaller  stocks  are  less 
covered  by  Wall  Street  analysts  and  re- 
quire more  legwork  to  research. 

Many  of  the  funds  Fidelity  Invest- 
ments and  other  companies  have  added 
in  recent  years  are  in  expensive  cate- 
gories such  as  small  caps  and  interna- 
tional stocks.  That's  one  reason  why  the 
Boston  firm's  dollar-weighted  expense 
ratio  has  dropped  only  modestly,  from 
0.87%  to  0.80%,  according  to  Morn- 
ingstar,  even  though  the  firm  has  taken 
in  more  than  $550  billion  in  assets  over 
the  past  15  years.  If  you  exclude  newer 
funds,  Fidelity  says  if  s  expense  ratio  fell 
by  20  basis  points. 

DISCOUNTS 

SUCH  DROPS  AT  Fidelity  and  other 
companies,  including  Vanguard,  Amer- 
ican Funds,  and  T.  Rowe  Price  Group, 
are  typically  the  result  of  discounts  on 
management  fees  that  are  triggered  as 
assets  grow.  More  and  more  companies 
are  thinking  about  introducing  similar 
fee  schedules  or  revamping  current 
ones.  But  that  doesn't  mean  the  adviso- 
ry fees  on  all  funds  will  fall.  Companies 
are  adding  new  services,  such  as  inter- 
active Web  sites,  and  the  costs  to  comply 
with  the  new  regulations  are  hefty. 
Some  fund  companies  may  always  be 
more  interested  in  lining  their  pockets 
than  doing  right  by  shareholders. 

Still,  in  this  competitive  environment 
there's  no  reason  to  buy  a  fund  from  a 
company  that  isn't  making  an  effort  to 
lower  its  costs.  The  average  investor 
may  not  get  a  good  deal.  But  that 
doesn't  mean  a  savvy  one  can't.  ■ 

-By  Adrienne  Carter  in  Chicago,  with 
Aaron  Pressman  in  Boston 
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GET  OUT 

Protesting  in 
New  York  last 
December 
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Hitting  Sudan 
In  the  Pocketbook 


Pension  funds  are  taking  notice  of  a 
growing  push  to  cut  ties  to  the  rogue  stap 


OR  THE  FUNDS  THAT 
make  up  the  $2  trillion  pub- 
lic pension  system,  it  looks 
like  the  1980s  all  over  again. 
Back  then,  activists  driving 
to  get  companies  out  of 
apartheid  South  Africa 
leaned  on  big  investors  to  divest  stocks  of 
corporations  doing  business  there.  Now, 
momentum  is  building  behind  a  nation- 
al campaign  to  prod  pension  funds,  as 
well  as  universities,  to  sell  their  holdings 
in  companies  with  ties  to  Sudan.  A  coali- 


tion of  activists  across  the  political  sp 
trum  is  pushing  divestment  in  hope 
pressuring  a  regime  that  the  State  D 
has  accused  of  genocide. 

On  Apr.  4,  Harvard  University  sai 
would  sell  a  stake  estimated  by  The  h 
vard  Crimson  at  $4.4  million  in  Beiji 
based  PetroChina  Co.,  whose  pai 
company  is  the  leading  player  in 
danese  oil  development.  But  more 
reaching  moves  are  under  way  in  s 
capitals.  A  bill  that  bars  Illinois'  five  f 
sion  systems  from  investing  in  corr 
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ies  with  Sudan  links  sailed 

irough  the  state  senate  on 

pr.  14  on  a  59-0  vote.  Ob- 
rvers  think  it  has  a  good 

lance  of  becoming   law. 

hat  would  light  a  fire  under 

milar  legislation  showing 

p  in  states  from  New  Jersey 
California.  "This  is  an  is- 

le  that  has  real  political 

gs,"     says    Jan     Fetter- 

egges,  senior  research  ana- 

st  at  the  Investor  Respon- 

bility   Research    Center    Inc  w 

lalyzes  shareholder  issues. 
Fund  officials  say  they  too  are  appalled 
the  violence  that  has  killed  hundreds 
thousands  of  Sudanese  civilians  and 

splaced  nearly  2  million  more.  But 

any  are  resisting  the  pressure  to  sell. 
st  as  they  did  when  South  Africa's  racist 

rticies  were  front-page  news,  they  argue 
at  divestment  will  end  their  ability  to 
fiuence  the  companies  they  own.  "Once 
t  divest,  we're  out  of  the  game,"  warns 
illiam  R.  Atwood,  executive  director  of 
e  Illinois  State  Board  of  Investment. 
This  time,  funds  say,  there's  an  added 
ist:  No  one  is  quite  sure  which  stocks 
?y  are  expected  to  sell.  The  only  known 
t  of  companies  with  Sudanese  ties  was 
veloped  by  a  private  research  firm, 
ishington-based  Conflict  Securities 
cvisory  Group  Inc.— and  it  makes  the 
mes  available  only  to  paying  clients, 
nds  fret  that  lawmakers  are  dictating 
'estment  without  specifying  which 
mpanies  they  should  sell. 
The  required  stock  sales  could  be  sub- 
ntial.  Conflict  Securities  found  that  86 
blic  pension  funds  collectively  had  $91 
lion  invested  in  93  companies  active  in 
dan.  The  tally  includes  companies  that 
it  sell  medicine  as  well  as  those  with  eq- 
y  in  Sudan  ventures.  For  some  funds, 
numbers  are  large.  Conflict  Securities 

Jimates  the  Illinois  State  Board  of  In- 

d  Btment  had  holdings  in  27  companies 
ued  at  $368  million,  or  3.3%  of  its  $11 
lion  in  total  assets.  Giant  California 
blic  Employees'  Retirement  System 

sp  ^lPERS),  with  total  assets  of  $184.6  bil- 

#  ti,  had  investments  worth  $75  billion 

Di  $4  companies,  according  to  Conflict  Se- 
ities.  Illinois'  Atwood  and  CalPERS'  of- 

ai  als  say  they  cannot  confirm  the  data 

J  :ause  it  is  proprietary. 

iji  VIost  of  the  holdings  are  in  foreign 

a;  npanies.  U.S.  terrorism  sanctions  have 

n  >t  American  companies  out  of  Sudan 
ce  1997,  except  for  sales  of  humanitar- 
goods.  No  other  government  has  im- 
;ed  curbs.  Plenty  of  big  European  blue 

j  is  that  are  mainstays  of  global  portfo- 


"Once  we 
divest,  we're 
out  of  the 
game," 
warns  one 
fund  exec 


which 


lios,  such  as  Germany's 
Siemens  and  Alcatel  of 
France,  have  ties  to  Sudan. 
A  Siemens  spokesman  says 
the  company  has  "very  lim- 
ited business,  mainly  fo- 
cused on  infrastructure  and 
medical  products."  Alcatel 
declined  to  comment. 

Some  U.S.  funds  are 
turning  up  the  heat.  Last 
October,  Edward  Smith, 
chairman  of  the  Illinois  in- 
vestment board,  sent  letters  to  top  offi- 
cials at  Siemens  warning  of  growing  pres- 
sure from  U.S.  investors.  If  there's  no 
change  in  its  commercial  support  for  Su- 
dan, Smith  warned,  "investors  will  be  un- 
der continued  pressure  to  reconsider 
their  relationship  with  Siemens."  The 
company's  response  was  "insufficient," 
Atwood  says. 

But  other  companies  are  rethinking 
their  Sudan  ties.  A  spokesman  for  ABB 
Ltd.  says  the  Swiss  company  is  "consid- 
ering very  carefully  whether  doing  busi- 
ness [there]  is  the  right  thing."  ABB, 
which  is  upgrading  greater  Khartoum's 
electrical  grid,  believes  its  work  benefits 
ordinary  Sudanese  more  than  pulling  out 

Too  Cozy 
With  Sudan? 

Human-rights  advocates  are 
pressing  U.S.  public  pension  funds 
and  universities  to  divest  their 
holdings  in  companies  with  links  to 
Sudan.  Because  the  U.S.  has 
imposed  sanctions,  most  are 
foreign,  including: 

SIEMENS  German  electronics  giant  sells 
medical  products  and  has  a  stake  in 
infrastructure  development.  The  company 
says  its  Sudan  business  is  "very  limited." 

ALCATEL  French  company  is  upgrading 
greater  Khartoum's  telecom  system. 
Company  declined  to  comment. 

ABB  Swiss  conglomerate  is  modernizing 
Khartoum's  electrical  grid.  A  company 
spokesman  says  it  is  reconsidering 
doing  business  in  Sudan. 

PETROCHINA  Chinese  parent  is  the 
dominant  player  in  oil  development  in 
Sudan.  Company  declined  to  comment. 

TATNEFT  Russian  company  has  stakes 
in  Sudanese  oil  ventures.  Company 
could  not  be  reached  for  comment. 


Data:  Eric  Reeves.  Smith  College 


would.  But  ABB  has  sought  advice  from 
human  rights  advocates  and  even 
queried  employees  via  its  intranet  for 
their  views. 

Some  fund  execs  privately  question 
Conflict  Securities'  data  and  motives.  The 
firm  shares  office  space  with  the  Center 
for  Security  Policy,  a  conservative  think 
tank  headed  by  former  Reagan  Adminis- 
tration official  Frank  J.  Gaffhey  Jr.  that 
promotes  divestment  in  terrorist  states. 
Roger  W.  Robinson  Jr.,  Conflict  Securities' 
CEO,  is  a  former  center  board  member. 

WASHINGTON  ROLE 

THE  CENTER  HIRED  Conflict  Securities 
to  figure  out  how  exposed  public  funds 
were  to  companies  that  deal  with  terrorist 
states.  The  researchers  used  their  own 
database  of  public  companies'  dealings 
with  six  states  that  the  State  Dept.  says 
sponsor  terrorism.  Adam  M.  Pener,  Con- 
flict Securities'  chief  operating  officer,  says 
the  firm  has  no  affiliation  with  the  center 
and  that  Robinson  left  the  center's  board 
in  2003.  The  firm  culls  data  from  sources 
such  as  press  releases  and  Securities  & 
Exchange  Commission  filings.  It  charges 
$7,500  for  data  on  Sudan.  Pener  says  State 
and  the  Treasury  Dept.  have  paid  sub- 
scriptions to  the  broader  database. 

Pension  fund  officials  would  rather 
have  an  official  list— and  better  corporate 
disclosure.  They're  urging  the  SEC's  Of- 
fice of  Global  Security  Risk  to  impose 
stricter  standards  for  disclosing  ties  to 
terrorist  states.  The  SEC  now  lets  compa- 
nies decide  which  of  their  activities  are 
"material"  and  therefore  must  be  re- 
vealed. SEC  officials  say  that  includes  po- 
litically risky  ties  to  terrorist  states. 

Fund  officials  want  help  from  Treasury 
and  State,  too.  "We  need  the  government 
to  identify  companies  that  are  invested  in 
Sudan  in  a  way  that's  bad  for  our  coun- 
try," says  a  CalPERS  spokeswoman.  At  an 
Apr.  13  meeting  with  CalPERS  officials, 
Representative  Barbara  Lee  (D-Calif.),  a 
proponent  of  her  state's  divestment  drive, 
offered  to  press  Treasury  to  identify  com- 
panies with  the  strongest  Sudan  ties. 
CalPERS  officials  pledged  to  work  with 
other  public  funds  to  urge  those  compa- 
nies to  pull  out.  Lee  hailed  CalPERS' 
agreement  as  "an  important  step,"  but 
didn't  back  down  from  her  belief  that  "ul- 
timately, divestment  will  be  necessary." 

For  now,  that's  a  step  the  public  pen- 
sion systems  don't  want  to  take.  But  with 
pressure  mounting  for  states  to  take  a 
stand  against  the  atrocities  in  Sudan, 
funds  soon  may  have  no  choice.  ■ 

-By Amy  Borrus  in  Washington, 
with  bureau  reports 
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A  Second  Chance 
For  ABC  News 

It  missed  the  boat  on  cable  TV.  Now 
a  24/7  Internet  channel  could  revive  it 


AS  A  NEWS  EVENT,  IT 
hardly  compared  to  the 
capture  of  Saddam  Hus- 
sein. But  in  January,  just 
weeks  after  she  was 
caught  lip-syncing  on 
Saturday  Night  Live, 
pop  singer  Ashlee  Simpson  took  the 
stage  at  the  Orange  Bowl  and  was 
prompdy  booed  by  the  crowd  of  72,000. 
The  halftime  spectacle,  broadcast  live  on 
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ABC,  became  an  Internet  classic:  Within 
days  a  34-second  video  clip  of  the  inci- 
dent posted  on  the  ABC  News  Now  site 
had  been  played  nearly  1  million  times. 
That  gave  Walt  Disney  Co.'s  fledgling 
news  site  a  boost  in  the  bruising  battle 
with  its  rivals.  "We  were  a  hot  commodi- 
ty among  a  lot  of  younger  viewers,  the 
kind  of  audience  that  TV  programmers 
want  to  reach,"  says  David  Westin,  presi- 
dent of  ABC  News. 


BOOED  AT  THE  ORANGE  B0\ 

But  Ashlee  Simpson's  Ne 
replays  gave  ABC  a  boost 


Hurrah  for  second  acts 
decade  ago,  ABC  missed  o 
on  the  explosion  of  cat 
news  by  opting  out 
spending  millions  to  ch; 
lenge  CNN,  and  th 
watched  Rupert  Murdocl 
Fox  News  go  from  upstart 
national  obsession.  Now  t 
onetime  laggard  is  emei 
ing  as  a  leading  innovat 
on  the  Web,  with  the  laun 
of  a  Net  news  service 
signed  to  steal  a  march  ] 
the  big  boys.  ABC  Ne 
Now  offers  up  24/7  pi 
gramming,  including  We 
only  shows  like  Sam  Dc 
aldson's  Politics  Live.  It  a 
has  video  clips  that  W 
surfers  can  watch  whene> 
they  want,  of  everythi 
from  Cokie  Roberts'  tout 
the  Pope's  apartment  tc 
report  on  how  drugs  can  ( 
lay  Alzheimer's. 

NO  WAITING 

CHALK  IT  UP  as  a  sign  t 
video  on  the  Net  is  com 
of  age.  While  niche  si 
have  been  around  for  years,  the  aggr 
sive  push  by  a  network  operation  hi* 
lights  the  growing  numbers  turning 
their  PCs  for  TV-like  programming 
key  reason:  Broadband  is  hitting  criti 
mass.  Today  an  estimated  36  million  I 
homes  have  superfast  Net  connectic 
Another  factor:  People  want  more  fk 
bility  in  how  they  get  information.  Rat 
than  having  to  sit  in  front  of  the  tube  ; 
p.m.,  most  viewers  want  the  option 
watching  anytime,  from  anywhere  the 
a  Net  connection. 

ABC  News  isn't  alone  in  rushing  i 
this  new  world.  CNN  is  expected  to  un 
its  own  broadband  news  channel  by 
end  of  the  summer,  while  Fox  News  ; 
MSNBC  offer  video  clips  on  their  \ 
sites  and  other  programming  on 
phones.  But  no  one  is  chasing  viewer 
hard  as  ABC.  It  has  signed  deals  with 
online  services  AOL  and  SBC  Yah< 
wireless-operator  Sprint,  and  others, ; 
ing  it  an  estimated  30  million  viewers 
its  broadband  channel.  It  also  has  de 
oped  technology  so  that  its  clips  car 
delivered  to  PCs,  cell  phones,  and  e 
Sony  Corp.'s  new  PSP  game  device. ' 
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Hire  someone  with  a  strong  desire  to  succeed.  Someone  who  proves  his  or  her  ability  to  overcome  obstaci 
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promotes  hiring  people  with  disabilities.  As  leaders  of  the  corporate  world,  CEO  Council  members  know 
a  good  thing  to  do,  it's  good  business. 

N.O.D.  thanks  BusinessWeek  for  helping  us  salute  our  CEO  Council  and  urges  others  to  join  the  cause.  Please 
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art  of  our  strategy  to  be  everywhere 
)meone  has  a  screen  to  watch  news," 
lys  Bernard  Gershon,  general  manager 
ABC  News's  Digital  Media  Group. 
Innovative?  Sure.  But  ABC  has  to  be. 
ecause  it  missed  out  on  the  cable  boom, 
s  playing  catch  up  in  squeezing  profits 
it  of  its  news  operations.  CNN  pulled  in 
337  million  in  operating  profits  last  year, 
id  Fox  News  $274  million,  according  to 
rimates  from  Kagan  Research  LLC. 
(eanwhile,  ABC  News  Now  isn't  break- 
g  even  yet.  To  get  there,  it  hopes  to  at- 
act  more  advertising  and 
:t  its  programming  picked  "RrnpHVlUnH 
3  on  cable  or  satellite.  DlUdUUOllU, 

Still,  ABC's   broadband    ClUTCIltlV  111 

ish  is  a  bet  on  the  future—  * 

id  the  young.  While  the 
erage  TV  news  viewer  is 
ound  60,  a  much  younger 
idience  is  tuning  in  to  the 
eb.  More  than  67%  of 
ose  who  use  the  Net  for 
;ws  are  under  50,  and 
'•>%  are  under  30,  accord- 
g  to  the  Pew  Research 
inter  for  the  People  &  the  Press.  And 
st  about  all  American  teens  seem  to 
ive  cell  phones,  making  them  targets 
r  pop-culture  news  such  as  ABC's  re- 
nt report  on  Britney  Spears's  pregnan- 
.  "Fewer  people  are  sitting  on  their 
iuches  watching  news,  but  everyone 
is  a  cell  phone  with  a  free  half-hour," 
ys  Robin  Koval,  chief  marketing  officer 
r  ad  agency  Kaplan  Thaler  Group. 
The  initiative  is  no  high-stakes  bet.  ABC 
unched  its  broadband  channel  in  2003  to 
ver  the  Iraqi  invasion,  and  expanded  it  to 
I-hour  programming  last  year  for  the 
esidential  election,  at  the  request  of  an- 
:or  Peter  Jennings.  The  startup  costs  have 
«n  only  $7  million,  and  annual  operat- 
g  expenses  should  run  about  $10  mil- 


36  million 
U.S.  homes, 
has  reached 
critical  mass 


lion.  ABC  keeps  costs  contained  by  using 
its  existing  news-gathering  resources, 
along  with  lower-priced  anchors  such  as 
former  CNET  Networks  Inc.  reporter  Hari 
Sreenivasan  and  onetime  business  re- 
porter Gigi  Stone. 

It  doesn't  rely  solely  on  ABC  program- 
ming, however.  The  broadband  channel 
offers  original  shows  on  fitness,  politics, 
and  Wall  Street,  as  well  as  programs  tai- 
lored to  younger  viewers,  like  the  celebri- 
ty news  show  Tattle  Tales.  Its  Stump  Sam 
and  Ask  George  provide  short  clips  from 
ABC  stars  Sam  Donaldson 
and  George  Stephanopou- 
los.  Altogether,  about  40 
minutes  of  each  hour  is 
broadband- only  content. 

The  heavy  dose  of  original 
content  seems  to  be  helping. 
Although  ABC  won't  break 
out  traffic  for  ABC  News 
Now,  all  the  ABC  News's  on- 
line offerings  attracted  7  mil- 
lion    unique     visitors     in 
March,  up   from  virtually 
nothing  two  years  ago,  ac- 
cording to  researcher  comScore  Media 
Matrix.  Still,  that's  far  short  of  MSNBC's  27 
million  visitors  and  CNN's  23  million. 

Although  ABC  executives  won't  dis- 
close revenues  for  the  startup,  it  already 
has  had  some  broadband-size  hits.  AOL 
reported  2.5  million  video  streams  of 
ABC's  coverage  of  last  year's  Democratic 
National  Convention,  while  300,0000 
followed  coverage  of  the  Asian  tsunami  in 
January.  ABC  News  may  have  blown  its 
chance  for  cable  stardom.  But  it  has  the 
beginnings  of  a  comeback  on  the  Net.  ■ 
-By  Ronald  Graver  in  Los  Angeles 


For  a  Q&A  with  ABC 
News  President  David  Westin  on  his  new  digital 
venture,  go  to  www.businessweek.com/extras 


GET  THE  SCOOP:  NET  NEWS  ON  THE  RISE 


People  are  increasingly  turning  to  the  Internet  for  information.  Here's  a  look  at 
the  percentage  of  people  who  regularly  use  these  outlets  to  get  their  news. 
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>  NETWORK  NIGHTLY  NEWS  Q  , 
(CABLE  NEWS  CHANNELS 

►  INTERNET*  ..•** 
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NOTE:  SURVEY  WAS  CONDUCTED  ONLY  IN  YEARS  INDICATED 
Data:  Pew  Research  Center  for  the  People  &  the  Press 
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•GO  ONLINE  THREE  OR  MORE  DAYS  PER  WEEK 
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Hair-Pulling 
In  the  Dollhouse 

Bratz  toys  have  produced  explosive  growth 
for  Isaac  Larian— and  woes  for  Mattel 


k 


ISAAC  LaRIAN,  FOUNDER  OF 
toymaker  MGA  Entertainment  Inc. 
and  father,  so  to  speak,  of  the  fabu- 
lously successful  Bratz  dolls,  never 
passes  up  an  opportunity  to  mock, 
provoke,  or  otherwise  try  to  annoy 
his  main  rival:  Mattel  Inc.,  maker 
of  Barbie  dolls.  "Mattel  can't  even  say  our 
name,"  Larian  says.  "They  call  us  'our 
nearest  competitor.'  I'm  thinking  of 
changing  our  company  name  to  MNC  En- 
tertainment—Mattel's Nearest  Competi- 
tor." Ask  him  about  Mattel's  recent  spon- 
sorship deals  with  teen  celebrities,  and  he 
says:  "I  don't  care  if  they  sign  the  Olsen 
twins  and  call  it  Bulim- 
ic Barbie.  Kids  don't  BARBIE  BASHER 
want  to  play  with  Bar-  Larian  is  suing 
bies  anymore."  Mattel  f°r     „ 

Larian  does  have  ^Pycattmg 
some  bragging  rights. 
The  51-year-old  Iranian  immigrant  has 
done  what  no  one  else  in  the  $20  billion 
toy  industry  has  been  able  to:  generate  ex- 
plosive growth  in  a  tough  category  while 
also  sending  Barbie— a  46-year-old 
American  icon— scampering  to  the  salon 
for  a  makeover.  Since  their  introduction  in 
June,  2001,  the  Bratz  dolls,  with  their  big 
eyes  and  skimpy  clothes,  have  grown  into 
a  billion-dollar  franchise.  Although  Mattel 


has  designed  new,  edgier  dolls  that  are  in- 
tended, as  Bratz  are,  for  older  girls,  Barbie 
sales  have  fallen,  and  the  company's  stock 
price  has  moved  sideways. 

Larian  threw  another  stone  at  Barbie's 
Dream  House  on  Apr.  13.  He  sued  Mattel 
in  federal  court,  accusing  the  world's 
largest  toymaker  of  unfair  competition,  in- 
tellectual property  infringement,  and  "se- 
rial copycatting."  The  suit  claims  Mattel's 


latest  Barbie  dolls  mimic  the  look,  them 
and  packaging  of  Bratz.  It  also  alleges 
Mattel  has  threatened  retailers  and 
censees  with  retribution  if  they  do  bu 
ness  with  MGA  and  that  Mattel  tried 
lock  up  the  supply  of  doll  hair.  Suits  su 
as  this  are  difficult  to  win,  says  Shann 
M.  Hansen,  an  inteDectual  property  att< 
ney  at  Kirkland  &  Ellis  LLP  in  Los  Angel  L 
because  the  plaintiff  has  to  prove  ti 
shoppers  were  confused  and  that  its  bu 
ness  suffered.  But  at  the  very  least,  Lari 
has  succeeded— again— in  exasperati 
Mattel.  The  company,  which  says  it  w  I 
vigorously  defend  itself,  considers  this  si 
retaliation  for  its  own  legal  claim:  that  d 
designer  Carter  Bryant  came  up  with  t 
idea  for  Bratz  while  still  working  at  Matt, 

Bryant's  lawyer  says  tha 

not  the  case. 

FIGHT  CLUB 

THE  LEGAL  skirmish 
come  at  a  time  when  be 
MGA  and  Mattel  are  faci: 
competition  for  childrei  ^ 
attention  from  computt  n 
and  video  games.  Lari: 
who  refuses  to  release  fina 
cial  information  on  his  p 
vate  company,  will  say  oi 
that  sales  increased  7%  \. 
year,  far  less  than  MGA's  e: 
Her  triple-digit  grow 
Worldwide  sales  of  Barb 
meanwhile,  declined  15% 
the  first  quarter.  Barbi 
turnaround  "is  still  a  work 
progress,"  admits  Timot 
Kilpin,  a  Mattel  senior  vie 
president  for  girls'  marketing  and  desij. 
Mattel  isn't  the  only  industry  bigj 
Larian  has  tussled  with.  He  duel 
George  Lucas  over  rights  to  Star  W< 
handheld  games  and  won.  Two  years  aj 
McDonald's  Corp.  sued  MGA  after  Lari 
challenged  the  company's  design  i 
Bratz  Happy  Meal  dolls.  That  case  w 
settled.  More  recently,  Larian  pulled  out 
the  Toy  Industry  Assn.,  accusing  it  of 
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Isaac 
Larian 

He  has  invigorated 
a  stagnant  oiz-and 

^  taken  on  industry 

J  biggies: 


BORN  Mar.  28, 1954,  Kashan,  Iran. 

EDUCATION  BS  in  civil  engineering  in  1978, 
California  State  University,  Los  Angeles. 

POSITION  Founder  and  chief  executive  of 
toymaker  MGA  Entertainment  Inc. 

CLAIM  TO  FAME  Created  the  enormously 
successful  Bratz  dolls,  whose  edgy  looks  and 
clothing  sent  Barbie  reeling. 

MOTTO  "Fortune  Favors  the  Bold"  is  printed  on 


signs  throughout  MGA's  headquarters. 

RECENT  EXTRAVAGANCE  Mired  a  chal 

after  realizing  he  spent  too  much  time  o| 
phone  and  BlackBerry  while  driving. 

FAMILY  Married;  three  children,  who  sel 
inspiration  for  the  Bratz  line.  Two  of  the  < 
named  after  his  kids-son  Cameron  ancl 
Jasmin  (although  her  doll  uses  the  Persj 
spelling,  Yasmin). 
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)ring  Mattel  in  its  annual  awards, 

*  hich  the  trade  group  denies.  Larian 
so  filed  a  suit  against  Nordstrom  Inc., 

1  aiming  it  sold  unlicensed  Bratz  shoes, 
irian  and  his  brother,  Farhad,  are  even 

I  igaged  in  a  dispute  over  the  price 
!  arhad  received  for  his  stake  in  MGA 

All  of  which  raises  the  question:  Is 
'  irian  the  little  kid  standing  up  to  the 
'  lilies  in  the  playground,  or  has  he  be- 

-  ime  the  biggest  brat  in  Toyland? 
^rhere's  no  question  that  he  has  had 
;  lenomenal  success,"  says  Thomas  P. 

mley,  president  of  the  Toy  Industry 
ssn.  "But  he  has  done  it  at  terrific  ex- 
]  -nse,  in  terms  of  people's  relation- 

dps."  Not  true,  says  Larian:  "I  don't 

II  ce  to  end  up  in  court.  But  I  will  make 

-  ire  we  defend  MGA's  rights." 

No  one  who  knows  Larian  doubts  his 

nacity.  After  emigrating  to  Los  Angeles 

age  17  with  $750  in  his  pocket,  he 

^  und  a  job  washing  dishes  at  a  diner 

id  eventually  earned  a  civil  engineer- 

I  g  degree  from  the  California  State  Uni- 

II  fcrsity  at  Los  Angeles.  Just  after  college, 
Kkrian  started  the  company  that 
1  orphed  into  MGA.  He  imported  con- 
,a  imer  electronics  and  in  1987  scored  big 
P  ith  a  line  of  handheld  games  featuring 
)riaracters  licensed  from  Nintendo 
I"  irp.  Ten  years  later  he  sold  his  first  doll, 
K  nging  Bouncing  Baby. 

"  These  days  Larian  is  taking  Bratz 
^'erywhere  Barbie  is.  MGA  has  some 
1 50  licensees,  making  everything  from 

*  :atz  Stylin'  Cosmetix  to  Bratz  Sporty 

*  air  Bedding.  Ideas  for  new  products 
)[  ten  spring  from  girls  themselves,  who 
1[  ake  their  opinions  known  in  focus 
k  oups  and  on  the  MGA  Web  site.  This 
Snr  the  company  has  introduced  an 
el  39  digital  music  player  that's  shaped 
^  te  a  lipstick  and  a  camcorder/purse  for 
^99.  "I  love  the  toy  business  because  it 
n;ks  such  sex  appeal,"  Larian  says.  "It's 

Ue  getting  hooked  on  drugs."  Don't 

*  ink  anybody  at  Mattel  would  put  it 
JI  lite  that  way.  ■ 

f '  -By  Christopher  Palmeri  in  Los  Angeles 
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Lower  cost,  and 
more  bandwidth 
and  interactivity 


Verizon's 
Video  Vision 

How  Terry  Denson  plans  to  turn  the 
telecom  giant  into  a  media  powerhouse 


TERRY  DENSON  MAY 
have  the  most  daunting 
job  in  telecom  these  days. 
Verizon  Communications 
Inc.'s  39-year-old  vice- 
president  for  video  pro- 
gramming and  content 
marketing  was  hired  last  September  to 
build  a  pay-TV  service  from  scratch  to 
compete  with  well-established  cable  and 
satellite  giants.  "At  first,  I  didn't  think 
[the  job]  was  a  good  opportunity,"  says 
Denson.  But  the  No.  1  U.S.  phone  com- 
pany was  prepared  to  spend  a  bundle— 
$15  billion  or  more— in  the  next  decade 
to  lay  souped-up  fiber-optic  lines  direct- 
ly to  households.  That  helped  convince 
the  career  TV  exec  that  the  concept  could 
fly.  With  an  upgrade  like  that,  Verizon 
would  be  poised  to  provide  the  TV  chan- 
nels and  other  video  services  its  cus- 
tomers now  get  through  cable  or  a  dish 
on  the  roof. 

Denson  is  in  the  hot  seat  because  Ver- 
izon's future  hinges  on  its  transforma- 


tion into  a  media  company.  It  may  ap- 
pear crazy  to  shell  out  billions  for  the 
chance  to  enter  a  fiercely  competitive 
business,  but  there's  little  choice  when 
the  traditional  phone  business  has 
steadily  eroded  during  the  past  five 
years.  At  the  same  time,  cable  companies 
are  aggressively  moving  in  on  phone 
customers  by  offering  an  alternative 
service  using  Internet  technology.  To 
fight  back,  Verizon  is  madly  trying  to 
rewire  U.S.  homes  with  its  own  ultrafast 
network.  About  3  million  of  the  30  mil- 
lion U.S.  households  that  receive  its 
phone  service  will  be  connected  directly 
to  fiber-optic  lines  by  the  end  of  2005, 
says  Verizon.  "Verizon  needs  a  competi- 
tive response  to  the  cable  industry,"  says 
John  C.  Hodulik,  an  analyst  at  UBS. 

Clearly,  the  war  for  TV  subscribers  is 
intensifying.  Cable  is  battling  satellite 
services,  which  added  3  million  sub- 
scribers last  year— 1  million  of  those  de- 
fecting from  cable,  according  to  Sanford 
S.  Bernstein  &  Co.  And  Verizon  won't  be 
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the  only  worry.  Phone  company  SBC 
Communications  Inc.  says  it,  too,  plans  to 
roll  out  a  video  service  as  part  of  a  $7  bil- 
lion upgrade  to  new  fiber-optic  fines. 
What's  more,  cable's  stronghold  in  cities 
could  be  challenged  as  Verizon  looks  first 
to  urban  areas.  Arguing  that  the  company 
should  not  have  to  go  through  the  ardu- 
ous process  of  applying  for  the  municipal 
franchise  pacts  required  of  cable  outfits, 
CEO  Ivan  G.  Seidenberg  pleaded  his  case 
before  a  group  of  powerful  broadcasters 
on  Apr.  18  in  Las  Vegas:  Help  us  win  an 
exemption  from  Congress,  he  urged  the 
TV  execs,  to  lower  "the 
biggest  barrier  to  our  entry 
into  video." 

PRIME-TIME  PARTNERS 

IT  ALL  SETS  the  stage  for 
Denson,  a  relative  unknown  in 
Big  Media  circles,  as  he  tries  to 
turn  a  telecom  giant  into  a 
player  on  the  entertainment 
scene.  First,  he's  nailing  down 
deals  with  big  programmers 
that  would  give  Verizon  100- 
plus  channels,  at  least  initially. 
He  expects  all  the  major  chan- 
nels to  be  on  board  by  the  end 
of  the  year,  when  its  service  of- 
ficially launches.  In  addition  to 
deals  with  Court  TV",  Discovery 
Networks,  and  premium  chan- 
nel Starz  Entertainment 
Group,  NBC  Universal  an- 
nounced on  Apr.  18  a  distribu- 
tion deal  with  Verizon  for  all  of 
its  broadcast  and  cable  chan- 
nels. Showtime  Networks  Inc. 
and  A&E  Television  Networks 
are  close  to  announcing  deals, 
too,  BusinessWeek  has  learned. 
Details  aren't  being  disclosed. 
But  one  thing  is  certain:  Veri- 
zon isn't  worried  about  clutter. 
It's  carrying  all  the  channels 
programmers  operate  rather 
than  just  a  few.  Says  Henry 
Schleiff,  CEO  of  Court  TV:  "We 
understand  who  brought  us  to 
the  dance— cable.  But  Verizon 
represents  a  new  player  at  the  ^^^^^ 
table,  and  that  can  only  be 
good  for  a  content  provider  like  us." 

Denson  will  need  all  of  his  experience 
—and  his  fat  Rolodex.  A  native  of 
Rochester,  N.Y.,  with  a  law  degree  from 
Georgetown  University,  Denson  worked 
for  10  years  at  ABC  on  talent  and  rights- 
acquisitions  deals.  He  moved  into  sales 
and  marketing  at  MTV,  where  he  sold  the 
network  to  small  cable  operators.  He  then 
jumped  to  Insight  Communications  Co., 
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the  nation's  ninth-largest  cable  operator, 
where  he  negotiated  with  programmers. 
Denson  knows  it  will  be  a  hard  slog  to 
make  Verizon's  TV  foray  a  hit.  "We  don't 
fall  prey  to  hubris,"  he  says. 

But  Verizon's  push  in  Washington  for 
exemption  from  local  operating  agree- 
ments is  plenty  bold.  "As  we  see  it,  we 
were  already  granted  franchise  agree- 
ments from  the  states  [as  a  phone  compa- 
ny]," says  Thomas  J.  Tauke,  Veri-     KELLER  TEX  A 
zon's  executive  vice-president  for    200-home  trial 
public  affairs,  policy,  and  commu-    js  set  to  start 
nications.  "So  we  are  just  looking    by  June  30 


\ 
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Verizon's  Bold  TV  Play 


The  phone 
company  will 
soon  offer  TV 
programming  over 
its  new  fiber-optic 
lines  to  compete 
with  cable  and 
satellite  operators. 
Here's  the  strategy: 


PRICE  An  "expanded  basic"  offering 
of  more  than  100  channels  costs 
about  $40  a  month,  undercutting 
cable's  typical  $50. 

SIMPLICITY  Fewer  offerings,  but  the 
basic  services  are  all  digital,  and 
high  definition  doesn't  cost  more. 

DETENTE  Cable  programmers  and 
distributors  have  always  clashed  over 
fees  and  carriage.  Now,  Verizon  wants 
to  use  its  huge  capacity  to  entice 
programmers  with  the  prospect  of 
launching  new  channels. 


to  streamline  our  entry  into  the  market- 
place." Tauke  says  Congress  could  take  up 
the  issue  this  summer.  Meanwhile,  the 
•  >mpany  will  have  to  go  to  the  trouble  of 
obtaining  franchise  agreements  town  by 
\vn,  as  cable  has  already  done.  So  far, 
Denson  says  talks  with  more  than  100  mu- 
ricipalities  are  in  progress.  The  company's 
first  trial  is  set  to  begin  sometime  before 
June  30,  with  200  households  in  Keller, 


Tex.,  a  Dallas  suburb.  There,  Verizon  w 

be  going  head-to-head  with  cable  opera* 

Charter  Communications  Inc.,  which  b 

recently  ceded  some  customers  to  Vei 

zon's  Internet  service.  But  "that's  levelt 

off,"  says  Charter  spokesman  Dave  Mac 

"Competition  isn't  new  to  us.  We  will  r 

spond."  Denson  is  also  targeting  Tamp 

Boston,  and  New  York.  Analysts  figure  Ve 

izon  could  sign  up  as  much  as  20%  to  25 

of  the  various  markets.  But ' 

takes  a  while  to  build  ouii 

Denson  concedes. 

That  patience  could  1 
strained.  Cable  and  satelli 
together  have  97  million  su 
scribers,  and  cable  has  2 
ready  completed  most  of 
$95  billion-plus  upgrade 
lines  that  allow  two-way  int 
activity.  And  while  high-spe 
digital  subscriber  line  (DS 
service  has  been  a  boon 
phone  companies  such 
Verizon,  cable  has  a  triple-pl 
offer:  video,  broadband,  a 
now  phone.  Eventually,  ti 
theory  goes,  Verizon  will 
able  to  match  that  or  even 
one  better  by  including 
wireless  offering  for 
quadruple  play.  But  so  far  t 
company  says  a  four-w 
bundling  isn't  in  the  offing. 
Meanwhile,  Denson  h 
some  serious  selling  to  c 
One  pitch  to  consumers, 
says,  is  price.  Verizon's  baa 
all-digital  package  of  1» 
channels  will  cost  about  $4( 
month— "our  line  of  scrii 
mage,"  says  Denson.  Tha 
about  $10  cheaper  than  digi 
cable  and  on  par  with  satelli  •?' 
Fatter  bandwidth  could  be  E: 
draw,  too.  The  fastest  cat  "e: 
modems  let  customers  dowf6 
load  up  to  five  megabits  . 
second  of  data.  The  first  itei  ^ 
tion  ofVerizon's  fiber  netwc  N 
will  download  30  megab  M 
per  second.  Another  ph  ft 
Verizon  will  have  two-way  <  "8 
pability,  something  satell  t:- 
has  struggled  with.  So  Verizon  can  s  fa 
such  services  as  video  chat,  high-deft  • 
tion  video,  and  interactive  gaming. 

Verizon's  first  big  test  comes  this  su  ' 
mer  in  Texas.  If  Verizon  can  persuad»  ■•'; 
good  percentage  of  the  folks  in  Keller  : 
buy  their  TV  from  a  phone  company,  D<  M 
son  won't  be  little  known  for  long.  ■ 
-By  Tom  Lowry  and  Spencer  E.  A 
in  New  Y> 
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Squeezing  Out 
Oil,  Gas,  and  Profits 

EnCana's  focus  on  hard-to-get  resources 
and  advanced  techniques  is  paying  off 


w 


WYN  MORGAN  WAS  A 
31-year-old  petroleum 
engineer  for  the  Alberta 
Energy  Co.  when  he  be- 
gan supervising  the 
drilling  of  the  Suffield 
natural-gas  field  in  a  ru- 
I  corner  of  the  western  Canadian 
ovince,  an  area  used  for  training  exer- 

Iies  by  Canada's  army.  In  oil-patch  parl- 
ce,  it  was  an  "unconventional"  field— 
-  gas  deposits  were  tough  to  gather, 
jl  ipped  in  layers  of  rock,  sand,  silt,  and 
K  al.  But  the  Suffield  property  is  unusual 
j  r  another  reason:  Almost  30  years  later 

is  still  pumping  out  steady  streams  of 
t  s.  "Our  wells  last  for  decades,"  says 
I  organ,  who  rose  from  field  officer  to 

ief  executive  of  EnCana  Corp.,  formed 
^  the  merger  of  Alberta  Energy  with  Pan- 
ff  inadian  Energy  in  2002. 

Under  Morgan's  direction,  EnCana 
e[rs  bet  big  on  exploiting  hard-to- extract 
,.tural  gas  and  hard-to-process  heavy 
l  ude,  bitumen,  and  oil  sand.  With  sky- 
L:keting  energy  prices,  such  plays  are 

jking  more  appealing  and  economical 
[l  ese  days.  That's  especially  true  in  North 
".  nerica,  where  most  of  the  easily  acces- 
l  )le  energy  has  been  siphoned  out,  leav- 
1  g  pockets  of  stubborn  reserves  that  usu- 

y  cost  more  to  get  at.  "To  achieve  any 
i.  rid  of  growth  you  have  to  be  focused  on 
"^conventional  [plays],"  says  Andrew 
v  'tter,  an  analyst  at  CIBC  World  Markets. 
I  Even  in  the  energy  biz,  where  sky-high 
^  and  gas  prices  mean  gushing  profits 
,  r  all,  EnCana  stands  out.  It  has  snapped 


up  thousands  of  acres  of  resource- 
rich  land  in  the  past  five  years,  al- 
lowing the  Calgary-based  company 
last  year  to  pass  Exxon  Mobil  Corp. 
and  BP  PLC  to  become  the  largest 
natural-gas  producer  in  North  America. 
EnCana  has  played  its  hand  well,  design- 
ing projects  that  pay  off  at  a  low  price 
point— $25  per  barrel  of  oil,  well  below 
today's  $50-plus  spot  market  price.  Its 
revenues  have  nearly  doubled  since  the 
2002  merger,  soaring  from  $5.9  billion 
that  year  to  $11.8  billion  in  2004.  Net  in- 
come jumped  more  than  fourfold,  to  $3.5 
billion.  And  EnCana's  profit  margin  of 
18.7%  handily  beats  those  of  most  energy 
companies.  That  record  has  been  reward- 
ing for  investors— and  has  some  specu- 
lating that  EnCana  may  make  an  attrac- 
tive takeover  target. 

While  the  supermajors,  by  and  large, 
have  chased  light,  sweet  crude  and  easi- 


ly-captured gas  out  at  sea 
and  in  geopolitical 
hotspots,  EnCana  has 
thrived  on  fields  picked 
over  and  forgotten  that 
are  much  closer  to  home. 
In  a  project  in  the  rolling 
green  plains  north  of  Fort 
Worth,  Tex.,  EnCana  is 
squeezing  gas  out  of  a  for- 
mation that  has  been  giv- 
ing up  energy  for  a  half- 
century. 

"FINDING  A  WAY" 

"WE'RE  NOT  discovering 
new  resources,  but  finding 
a  way  to  commercially  ex- 
ploit resources  that  were 
considered  uneconomic," 
says  Roger  J.  Biemans, 
president  of  EnCana  Oil  & 
Gas  (USA)  Inc.  In  fields 
like  this,  the  easy-to-get 
gas  has  long  since  been 
harvested  by  traditional 
drilling  techniques.  What 
remains  are  smaller  pock- 
ets, often  in  geological  for- 
mations so  dense  that  the 
rocks  have  to  be  fractured 
and  the  gas  pressured  out. 

EnCana  turns  these  tricky  conditions 
into  opportunity  by  bringing  together  a 
variety  of  state-of-the-art  techniques.  To 
reach  a  cluster  of  smaller  gas  stashes,  for 
instance,  EnCana  can  drill  horizontally. 
From  a  single  site  on  the  surface,  the  well 
can  snake  down  and  out  sideways  at  vary- 
ing depths,  like  the  branches  of  an  up- 
side-down tree.  As  the  drill  pushes  out- 
ward, EnCana  relies  on  high-resolution 
"micro-seismic"  data  to  guide  it  along 
fractures  in  the  rock  formation.  Once  the 
drill  hits  the  gas  pocket,  fluids  blended  to 
match  the  geological  conditions  are 
pumped  in  to  force  out  the  gas.  None  of 
these  tricks  was  invented  by  EnCana.  "We 


SASKATCHEWAN 

EnCana  has  the 
most  active  wells 
in  North  America 


An  Unconventional  Energy  Producer 


EnCana  is  riding 
high  on  surging 
prices  for  oil  and 
clean-burning 
natural  gas. 


FOCUSED  STRATEGY  EnCana  has  focused  exclusively  on 
mining  hard-to-extract  or  "unconventional"  gas  and  oil  from 
fields  passed  over  by  other  companies. 

TECHNOLOGICAL  SAVVY  EnCana  has  mastered  a  host  of 
tricks— from  sideways  drilling  to  real-time  analysis  of  activity 
in  the  wellhead— to  get  out  more  gas  and  oil,  more  cheaply, 
than  its  competitors. 

LOTS  OF  LAND  As  North  America's  largest  oil  and  gas  rights 
holder,  EnCana  can  tap  40  million  acres-roughly  the  size  of 
Wisconsin-in  Canada,  the  Rockies,  and  Texas. 
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just  bring  it  all  together  better  than  any- 
one else,"  says  Biemans. 

With  more  active  wells  than  any  other 
company  in  North  America— about 
5,000— EnCana  can  achieve  unique 
economies  of  scale.  "They're  learning 
from  each  individual  well  that  they 
drill,"  says  Allan  Stepa,  a  Calgary-based 
analyst  at  investment  firm  Salman  Part- 
ners Inc.  EnCana's  massive  land  hold- 
ings also  have  saved  on  exploration 
costs,  key  for  an  outfit  that  has  capital  in- 
tensive drilling.  PanCanadian  brought  to 
the  merger  huge  tracts  of  land  through- 
out western  Cana- 
da, thanks  to  its 
late-19th  century 
corporate  begin- 
nings as  a  railroad 
company.  Now,  En- 
Cana owns  40  mil- 
lion acres  of  land  in 
North  America,  in 
chunks  scattered 
from  the  Canadian 
Northwest  Territory 
down  into  Texas. 
That  makes  it  the 
largest  owner  of  oil-and-gas  producing 
land  on  the  continent. 

Two  things  could  knock  EnCana  off 
course:  a  precipitous  drop  in  oil  and 
gas  prices  or  a  takeover.  Most  experts 
believe  that  with  demand  from  China 
and  other  fast-developing  nations  re- 
maining strong,  prices  should  stay 
high  for  a  while.  Still,  Morgan  has  tak- 
en steps  to  gird  for  a  downturn.  En- 
Cana is  working  with  Premcor  Inc.,  an 
Old  Greenwich  (Conn.) -based  compa- 
ny, to  refine  sticky  bitumen  sooner  in 
the  production  cycle  and  cut  the  cost 
gap  with  lighter  crude. 

Takeover  speculation  played  a  role  in 
the  60%  runup  in  EnCana's  stock  price 
over  the  past  seven  months,  to  about 
$67  today.  EnCana's  solid  operating 
performance,  its  land,  and  proven  re- 
serves, would  make  for  a  nice  addition 
to  the  portfolio  of  a  cash-rich  superma- 
jor— especially  Royal  Dutch/Shell 
Group,  which  last  year  embarrassingly 
had  to  revise  its  reserves  downward.  But 
Morgan  says  he  wants  to  go  it  alone: 
"We  believe  our  shareholders  will  do 
better  with  us  continuing  to  create  the 
value  we've  been  creating."  It's  hard  to 
argue  with  his  track  record.  ■ 

-By  Brian  Hindo  and  Adam  Aston 
in  New  York 


For  an  interview 
with  EnCana  Chief  Executive  Gwyn  Morgan, 
please  visit  www.businessweek.com/extras 
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IndustriesChemicals 


No  Longer  the 

Lab  of  the  World 

U.S.  chemical  plants  are  closing  in  drove 
as  production  heads  abroad 


IN  1958,  HAMPSHIRE  CHEMICAL 
Corp.  opened  a  plant  in  Nashua, 
N.H.  Over  the  next  46  years,  the 
41-acre  complex  alchemized  hy- 
drocarbon molecules  into  millions 
of  tons  of  surfactants,  the  stuff  that 
gives  shampoo  its  cleansing  power. 
Last  fall,  though,  the  faculty's  long  run 
ended.  Dow  Chemical  Co.,  which  ac- 
quired the  property  in  1997,  shut  it 
down.  For  Dow,  it  was  another  has-been 
operation.  But  for  the  nation,  it's  more 
than  that.  Chemical  production  itself  is 
becoming  a  has-been  industry. 

Only  a  decade  ago  the  U.S.  was  the 
world's  top  spot  for  making  chemicals. 
Not  only  was  it  the  largest  market  but  it 
also  had  facilities  that  boasted  the  latest 
technology  and  the  best  knowhow.  Most 
important,  U.S.  plants  had  a  natural  ad- 
vantage, thanks  to  an  abundant  supply  of 
cheap  natural  gas,  a  building  block  for 
plastics,  fertilizers,  and  even  pharmaceu- 
ticals. Today,  none  of  that  is  true.  Bigger, 
faster-growing  markets  are  overseas. 
New  facilities  in  the  developing  world  are 
often  as  sophisticated  and  productive  as 
those  in  America,  if  not  more  so.  And  in  a 
crippling  reversal,  U.S.  natural  gas  prices 
are  the  highest  in  the  world.  For  the  U.S., 
the  likely  results  are  less  investment,  few- 
er jobs,  and  fewer  scientific  discoveries. 

With  annual  sales  of 
$500  billion,  U.S.  chei.ii- 
cal  producers  are  too  big 
to  simply  disappear,  as 
have  other  industries 
such  as  consumer  elec- 
tronics or  clothing.  In- 
deed, after  a  few  tough 
years,  chemical  sales 
have  spiked  thanks  to 
the  weakened  dollar  and 
a  rebound  in  U.S.  manu- 
facturing. Dow  had  its 
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New  chemical  plants 
under  construction, 
costing  $1  billion  or  more 


best  year  ever  in  2004  and  anticipat 
even  greater  sales  and  profits  this  ye  Lj 
Still,  execs  at  the  Midland  (Mich.)  mul  L 
national  concede  that  a  big  reason  i  ^ 
Dow^  record  performance  is  its  aba  [ 
donment   of  high- cost   operations     L 
home.  "The  U.S.  is  becoming  an  islanc  p. 
says  Dow  CEO  Andrew  N.  Liveris.  "Ife   m 
ergy  prices  stay  at  these  levels,  U.S.  <  t 
ports  can't  compete." 
Dow    is    not    aloi 
Across  the  industry,  ca 
ital  investment  is  bei    ,,, 
herded  away  from  t  j 
U.S.  toward  the  Midc 
East  and  Asia,  wht 
energy  is  cheaper  a 
growth  rates  are  fast 
while  U.S.  plants  are  1  { 
ing  turned  over  to  s 
vagers.  "We're  in  pro!  ,. 


U.S. 

1 


bly  the  most  extrei 
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3  onomic  environment  the  chemical  in- 
18  istry  has  seen,"  says  Jeffry  N.  Quinn, 
d  10  of  Solutia  Inc.  He  should  know:  The 
! .  Louis  chemical  company  was  driven 
» to  Chapter  11  in  2003  in  part  because  of 

aring  raw  material  costs. 
nC  The  industry's  slippage  affects  more 
e  an  national  pride.  Even  in  today's  digital 
1  onomy,  chemical  producers  are  essential 

manufacturers,  providing  key  ingredi- 

0  Ms  for  everything  from  hand  soap  to 
-«ne  insulation  to  hard  drives.  But  as 

-  ore  and  more  of  these  goods  are  made 

1  shore,  the  chemical  industry  is  follow- 
■i  i  suit.  Chemical  companies  closed  70 
■  :  :ilities  in  the  U.S.  in  2004  and  already 

2  ve  tagged  40  more  for  shutdown,  ac- 

-  rding  to  a  registry  that  Chicago-based 
•:  lildCentral  Inc.  posts  for  demolition 
I  tfits.  Industry  employment  is  now  be- 

i  v  880,000,  down  from  over  1  million  as 
■'  :ently  as  2002.  And  these  are  often  well- 
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U.S.  chemical  companies 
have  had  a  good  run... 
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paying  jobs,  with  equipment  operators 
earning  $40,000  a  year  and  chemical  en- 
gineers averaging  more  than  $75,000. 

Meantime,  of  120  chemical  plants  being 
built  around  the  world  with  price  tags  of 
$1  billion  or  more,  just  one— a  1,725-acre 
polyvinyl  chloride  plant  in  Plaquemine, 
La.— is  in  the  U.S.,  reports  Independent 
Project  Analysis  Inc.  China,  by  compari- 
son, has  50.  "The  U.S.  has  gone  from  a 
privileged  position  to  where  it's  hard  to 
find  a  rationale  to  put  anything  here,"  says 
Edward  W.  Merrow,  president  of  the  Ash- 
burn  (Va.)  capital-projects  consultancy.  As 
a  result,  the  nation's  bal- 
ance of  trade  in  chemi- 
cals, a  rock-steady  sur- 
plus for  80  years,  has 
become  a  deficit. 

Innovation  may  be  the 
nation's  next  casualty. 
Production  facilities 
need  engineers  to  run 
them  and  scientists  to  do 
workaday  research.  So  as 
capital  investment  mi- 
grates, these  tasks  will, 
too.  The  concern  among 
U.S.  scientists  is  that  off- 
shore research  and  devel- 
opment centers  will  ex- 
pand to  encompass  the 
deeper,  basic  research 
from  which  new  prod- 
ucts are  born.  "Innova- 
tions increasingly  will  be 
coming  from  abroad," 
says  Donald  B.  Anthony, 
executive  director  of  the 
Council  for  Chemical  Re- 
search, a  group  of 
chemists  from  industry, 
government,  and  acade- 
mia.  Indeed,  DuPont  just 
opened  a  lab  in  Shanghai 
that  will  grow  into  a  ba- 
sic research  center  with 
200  scientists  within 
three  years.  And  the 
company  is  mulling  R&D 
facilities  in  India  and 
Russia. 
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...yet  they're  losing  ground 
to  foreign  suppliers... 
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FORECAST  DATA  FROM  AMERICAN  CHEMISTRY  COUNCIL 

...and  shedding  workers  as 
investment  moves  offshore 
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LEAVING  HOME 

THE  CHEMICAL  INDUSTRY  was  born 
and  took  root  in  the  U.S.  largely  because 
of  its  enormous  reserves  of  hydrocar- 
bons and  other  natural  resources  that 
could  be  transformed  into  new  materi- 
als. The  industry's  low-cost  inputs  and 
outsize  scale  also  gave  it  an  edge  on  the 
global  market.  As  recently  as  1997,  the 
U.S.  posted  a  trade  surplus  in  chemicals 
of  almost  $20  billion,  even  as  it  ran  deficits 


in  most  other  manufacturing  sectors. 
But  at  the  start  of  this  decade,  the  in- 
dustry's hegemony  abruptly  ended.  Or- 
ders collapsed,  hurt  by  an  unrelenting 
recession  in  manufacturing  and  by  the 
exodus  of  industrial  customers  to  China 
and  other  low-wage  countries.  The  cap- 
per was  the  sudden  leap  in  U.S.  natural 
gas  prices.  Through  the  1990s,  gas 
prices  were  among  the  world's  lowest, 
averaging  $2  per  million  British  thermal 
units  (BTUs).  But  in  2000,  U.S.  prices 
shot  up,  because  of  unprecedented  de- 
mand from  new,  gas-fired  power  plants. 
Today,  with  supplies 
still  tight,  gas  costs  $6 
to  $7  per  million  BTUs 
in  the  U.S.  That  com- 
pares with  $5.25  in  Eu- 
rope, $4.50  in  China 
and  Japan,  and  $1.25  or 
less  throughout  the 
Middle  East  and  Russia. 
With  neither  imports 
nor  new  domestic  sup- 
plies likely  to  close  this 
price  gap  anytime  soon, 
chemical  companies  are 
canceling  projects  here. 
Dow  was  set  to  expand 
an  existing  complex  in 
Texas  City,  Tex.  Instead, 
as  the  company's  energy 
costs  rocketed  in  the 
U.S.,  execs  shut  down 
two  ethylene  plants  on 
the  property  and  opted  to 
build  the  new  plant  in 
Oman,  where  natural 
gas  goes  for  $1  per 
million  BTUs.  The  $1.5 
billion  project  will 
produce  polyethylene  for 
the  world  market  using 
the  same  state-of-the-art 
technology  Dow  had 
planned  for  Texas.  "The 
Middle  East  and  the  Far 
East— that's  where  all 
the  builds  are  happen- 
ing," says  Dew's  Liveris. 
"We  are  going  to  be  part 
of  that.  We  have  to  be." 

For  each  facility  U.S.  companies  build 
abroad,  it  seems  two  at  home  are  shut- 
tered. Dow  has  cut  its  North  American 
headcount  by  5,135,  or  18%,  to  23,325,  and 
closed  11  facilities  in  the  U.S.  since  2002, 
including  the  surfactant  plant  in  Nashua, 
which  is  now  being  razed.  Industries 
must  adapt  or  die.  When  it  comes  to  chem- 
icals, though,  the  U.S.  industry  is  adapting 
abroad  while  withering  at  home.  ■ 

—By  Michael  Arndt  in  Chicago 


02      '04  '05* 


r96      '98      '00 

••THROUGH  MARCH 
Data:  Bloomberg  Financial  Markets, 
U.S.  Commerce  DepL,  Bureau  of  Labor  Statistics 


May  2.  2005  I  BusinessWeek  I  81 


Now  that  Hyatt  is  partnered  with  T-Mobile  HotSpot,  you  can  access  the  Internet,  e-mail  and  download  wirelessly  with  a 
fast  Wi-Fi  connection.  It's  available  at  participating  Hyatt  Hotels  &  Resorts*  and  thousands  of  other  locations,  including 
Starbucks',  FedEx  Kinko'ssu  and  select  airports.  Visit  t-mobile.com/hotspot/hyatt  or  call  877-822-SPOT  (7768)  for  details. 


H**W 


HOTELS  &  RESORTS 


T  ■  -Mobile 
HotSp®t 


I.S  Daily  fee  applies  T -Mobile  irk  of  Deutsche  Telekom  AG. 


m 
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Innovations 


)besity  and 
;uspended  states 

>>  Pudgy  infants  may  be 
ute,  but  that  baby  fat  could 

ose  a  lifelong  threat. 
I  esearchers  at  the  Children's 
utal  of  Philadelphia  and 

vo  universities  examined 
53  adults,  all  of  whom  parti- 
ipated  in  formula  studies  as 
ifants.  Looking  at  detailed 
eight  records,  the  scientists 
und  that  newborns  who 
lined  weight  rapidly  in  their 
st  week  of  life  were  much 
lore  likely  to  be  overweight 
5  adults.  Since  breast-fed 
bies  gain  weight  more 
owly,  the  study  affirms 
merican  Association  of 


Jdiatrics  guidelines  that 
fants,  where  possible, 
nould  be  breast-fed 
(dusively  during  their  first 
x  months. 

>  Exposed  to  hydrogen 
jlfide  in  just  the  right  doses, 
lice  enter  a  state  resembling 
jspended  animation,  with 
brupt  drops  in  metabolic 
te  and  core  body 
;mperature,  says  a  team  of 
octors  at  Fred  Hutchinson 
ancer  Research  Center  in 
eattle.  Normal  functions  can 
e  restored  when  the 
hemical  source  is  removed, 
uch  an  on-off  switch  could 
e  useful  to  surgeons-but 
on't  look  for  human 
xperiments  anytime  soon, 
ydrogen  sulfide,  which  is 
leased  by  decomposing 
rganic  matter,  can  be  deadly 
A  high  concentrations. 


SPACE 


THE  MOON'S  BEST  REAL  ESTATE, 
WITH  A  WATER  VIEW 


DESPITE  ITS  DRY,  dusty  surface, 
the  moon  may  have  plenty  of 
water  at  the  poles,  in  under- 
ground ice  caps.  Local  water 
would  mean  that  the  precious 
liquid  wouldn't  have  to  be 
rocketed  up  from  earth.  Else- 
where on  the  moon,  even  sub- 
surface ice  is  less  likely  since 
daytime  temperatures,  which 
can  climb  to  215F,  probably 
boiled  off  any  water  long  ago. 

Now  a  team  led  by 
researchers  at  Johns  Hopkins 
University  reports  that  it  has 
found  an  ideal  site  for  a  lunar 


base.  Writing  in  the  Apr.  14 
issue  of  Nature,  the  team 
chose  a  spot  high  up  on  the 
rim  of  the  Peary  crater,  near 
the  north  pole.  The  site  is 
bathed  in  perpetual  sunlight, 
so  lunarnauts  would  have  a 
constant  supply  of  solar 
energy.  Plus,  the  site  averages 
a  balmy  -60F,  compared  to 
the  -300F  typical  of  lunar 
nights.  And  the  Peary  crater's 
basin  is  cloaked  in  endless 
shadow,  increasing  the 
chances  of  finding  frozen 
water  there.  -Otis  Port 


MEDICINE 

TESTS  THAT 
MATCH  DRUG 
WITH  PATIENT 

A  NEW  GENERATION  of  cancer 
drugs  that  precisely  target 
malignant  cells  is  beginning 
to  revolutionize  treatment. 
But  these  treatments  rarely 
help  over  25%  of  patients 
afflicted  with  a 
particular 
cancer.  Since 
these  targeted 
therapies  can 
cost  $10,000  or 
more,  doctors 
are  desperate  to 
come  up  with 
tests  that  can 


identify  those  patients  who 
are  most  likely  to  respond. 

Researchers  at  M.D. 
Anderson  Cancer  Center  in 
Houston  have  developed  one 
such  test  for  Tarceva,  a 
lung-cancer  drug  made  by 
Genentech,  Roche,  and  OSI 
Pharmaceuticals.  Dr.  Naoto 
Ueno  told  the  American 
Association  for  Cancer 
Research  meeting  on  Apr.  17 
that  the  test  measures  the 
activity  of  a 
growth-related 
enzyme  in  tumor 
samples.  It  takes 
just  a  few  days 
for  results  to 
indicate  which 
patients  might 
benefit. 
-Catherine  Arnst 


HYBRID  CARS 

POWERING 
PLUG-INS: 
NOT  TO  WORRY 

THE  IDEA  OF  HYBRIDS  that  can 
be  plugged  into  an  electrical 
outlet  is  winning  fans  among 
both  conservatives  and  envi- 
ronmentalists (BW— Apr.  11). 
Such  cars  could  store  enough 
juice  in  their  batteries  to  cover 
most  daily  commutes  and  only 
use  their  gasoline  engines  on 
longer  trips.  But  since  most  of 
America's  electricity  comes 
from  coal-fired  power  plants, 
critics  worry  that  any  cut  in 
tailpipe  emissions  would  be 
offset  by  dirty  air  from 
increased  coal  burning. 

A  collection  of  studies, 
however,  makes  clear  that 
while  power-plant  pollution 
would  rise,  car  emissions 
would  fall  by  a  much  larger 
amount.  Total  energy  use  per 
car  would  drop  by  up  to  45%, 
calculates  the  Electric  Power 
Research  Institute.  EPR1  and 
the  California  Air  Resources 
Board  also  calculate  that 
replacing  regular  cars  with 
plug-in  hybrids  would  reduce 
pollution  and  carbon  dioxide 
emissions  up  to  50%  overall. 
Emissions  would  fall  even 
more  as  the  cars  become 
capable  of  traveling  farther  on 
batteries  alone  and  as  new, 
renewable  sources  of 
electricity  come  on  line. 

Of  course,  power  prices 
might  tick  up  with  a  large- 
scale  switchover  to  hybrid 
cars.  But  most  recharging 
would  be  done  at  night,  and 
"there's  so  much  off-peak 
capacity  that  there's  not 
expected  to  be  an  increase  in 
price,"  says  EPRl's  Mark 
Duvall.  Plus,  electricity  would 
have  to  get  much  more 
expensive  to  catch  up  with 
the  cost  of  gas.  At  today's 
average  prices,  fueling  up 
with  electrons  would  cost 
about  one-fourth  what  it 
costs  for  gas.  -John  Carey 
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Social  Issues  Education 


Arnold  Gets  Strict 
With  the  Teachers 

Schwarzenegger's  plan  to  link  pay  to 
test  scores  has  triggered  an  all-out  war 


IN  THE  1990  FILM  KINDERGAR- 
ten  Cop,  Arnold  Schwarzenegger 
played  a  gun-toting  city  detective 
intent  on  tracking  down  a  drug 
dealer.  Today  the  California  gover- 
nor is  taking  on  the  state's  power- 
ful teachers'  union,  only  this  time 
his  weapon  is  political  clout.  His  battle 
plan:  to  revamp  entirely  the  way  teachers 
in  the  country's  largest  education  system 
are  hired,  fired,  and  paid.  "The  more  we 

Reform  in 

The  Schools 

The  governor  wants  big  changes  in 
how  California  teachers  are  hired, 
fired,  and  paid.  Some  proposals: 

84  !  BusinessWeek  I  May  2.  2005 


tolerate  ineffective  teachers,  the  more  our 
teachers  will  be  ineffective,"  Schwarze- 
negger declared  when  he  started  his  of- 
fensive in  January. 

The  popular  governor  has  cast  his  mis- 
sion as  more  mandate  than  proposal:  If 
the  Democratic- controlled  legislature 
resists,  he  vows  to  back  a  trio  of  referen- 
dums  that  could  go  before  voters  in  a  spe- 
cial fall  election.  One  would  link  educa- 
tors'  pay   to    classroom    performance. 


Another  would  raise  eligibility  for  teac 
tenure  to  five  years  from  the  current  r 
making  it  easier  to  fire  poor  performer: 
third  would  attack  the  state  budget  del 
in  part  by  reining  in  school  spending 
$4  billion  a  year.  That  would  entail  o\ 
hauling  a  state  proposition  that  requ 
Sacramento  to  allocate  40%  of  its  bud 
to  education. 

The  issues  resonate  far  beyond  CaliJ 
nia.  Politicians— mostly  Republican 
are  pushing  teacher  pay-for-performa 
schemes  in  other  states,  including  Fl« 
da,  Kentucky,  Minnesota,  Texas,  and  V 
consin.  President  George  W.  Bush 
proposed  a  $500  million  teacher-qua 
program  to  reward  high-performers 
ex-CEO  Louis  V.  Gerstner  Jr.  of  IBIV 
pushing  these  ideas  through  the  Teach 
Commission,  a  high-profile  group 
founded  in  2003  to  raise  teacher  qual 

Already,  Schwarzenegger's  ambiti 
attack  has  triggered  an  all-out  war  th 
pulling  in  national  and  California  plaj 
alike.  The  two  teachers'  unions, 
American  Federation  of  Teachers  (A 
and  the  National  Education  Assn.  (NI 
have  voted  for  dues  hikes  to  raise  i 


K 


EXCELLENCE-IN- 
TEACHING  ACT 

Would  link  salaries  to 
teachers'  classroom 
performance,  as  measured 
by  students'  test  scores 
and  other  criteria 


PUT-THE-KIDS-FIRST  ACT 

Would  push  back  teacher 
tenure  eligibility  (from  two 
years  on  the  job  to  five)  and 
make  it  easier  to  dismiss 
teachers  considered  poor 
performers 


LIVE-WITHIN- 
OUR-MEANSACT 

Would  curb  the  deficit  by 
reducing  spending— 
including  on  education, 
which  now  must  account 
for  40%  of  the  state  budg 


V; 


It 


ions  for  the  fight  they  expect  will  spread 
o  several  states  over  many  years.  In  the 
;overnor's  corner  is  a  well-heeled  group 
ailed  Citizens  to  Save  California,  whose 
eaders  include  members  of  the  state 
hamber  of  commerce  and  antitax  ac- 
ivists.  Each  side  is  flooding  the  Califor- 
lia  airwaves  with  ads  blasting 
he  other  group  about  school 
pending.  "I'm  already  hear- 
ng  from  Ohio,  Nevada,  and 
)regon,"  says  Barbara  E.  Ker- 
y,  president  of  the  NEA's  Cali- 
brnia  Teachers  Assn. 

Schwarzenegger  argues  that 
he   only   way   to   improve 
chools  is  to  reward  good 
eachers  and  penalize  or  fire 
lad  ones.  He  and  others  point 
iut  that  right  now,  teachers  get 
raise  no  matter  how  they  per- 
oral, giving  them  no  financial  incentive 
D  do  better.  Advocates  point  to  Denver, 
rtiere  13  school  districts  instituted  a  pay- 
3or-performance  program  four  years  ago 
Ind  students  scored  higher  when  taught 
py  teachers  who  met  specific  objectives 
d  et  by  the  district,  according  to  a  recent 
p  jeport  by  Boston's  Community  Training 
n  It  Assistance  Center.  "Our  school  system 
i\ 


Polls  say 
class  size 
is  the 
public's 
No.l 
concern 


is  just  not  turning  out  the  kinds  of  stu- 
dents who  can  run  and  create  businesses 
in  this  state,  and  someone  has  to  take  ac- 
countability," says  California  Education 
Secretary  Richard  J.  Riordan. 

The  teachers'  unions  hate  the  idea  of 
tying  pay  to  test  scores,  but  they're  divid- 
ed on  the  broader  question  of 
introducing  other  perform- 
ance measures.  The  much 
larger  NEA  opposes  almost 
everything  about  Schwarzen- 
egger's plan.  The  AFT  has  been 
more  willing  to  embrace  so- 
called  merit  pay  if  if  s  part  of  an 
effort  to  boost  teacher  quality 
with  better  training  and  pro- 
fessional development.  Both 
unions  object  to  tying  salaries 
specifically  to  state  standard- 
ized tests,  as  Schwarzenegger 
wants.  They,  along  with  many  parents, 
argue  that  there's  already  a  "narrowing  of 
curriculum  around  tests,"  says  Mary 
Bergan,  president  of  the  AFT's  California 
Federation  of  Teachers.  They  fear  the 
problem  would  be  exacerbated  if  teachers 
got  paid  for  boosting  test  scores. 

Nationally,  it's  by  no  means  clear  what 
the  public  thinks.  In  early  April,  Gerstner 


released  a  national  poll  commissioned  by 
the  Teaching  Commission  which  found 
that  80%  of  adults  support  teacher  pay 
hikes  tied  to  student  achievement— even 
if  it  means  higher  taxes.  Only  67%  agreed 
that  wage  hikes  should  be  tied  to  "test 
results  and  other  indicators."  Support 
plunged,  to  just  41%,  when  pollsters 
asked  if  a  teacher's  base  salary  should  be 
linked  specifically  to  test  scores  alone. 
Overall,  reducing  class  size,  not  improv- 
ing teacher  quality,  ranked  as  the  public's 
No.  1  concern. 

Schwarzenegger  may  not  ace  this  test. 
Recently  he  was  forced  to  drop  a  propos- 
al to  switch  state  workers'  pension  plan 
to  a  401(k)-style  system.  And  his  ap- 
proval rating  has  fallen  to  55%,  down 
from  65%  three  months  ago,  according 
to  the  Field  Poll.  Still,  he  plans  to  raise 
$50  million  to  push  his  initiatives,  in- 
cluding another  that  would  overhaul  re- 
districting  to  loosen  Democratic  control 
of  the  legislature.  He  has  until  early  May 
to  put  all  his  measures  on  the  ballot  for 
November.  Right  now  the  odds  seem 
long,  but  never  underestimate  the  for- 
mer Kindergarten  Cop.  II 

-By  Ronald  Grover  in  Los  Angeles  and 
Aaron  Bernstein  in  Washington 
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Reliable  evidence  shows  that  marijuana 
today  is  more  than  twice  as  powerful  on  average 
as  it  was  20  years  ago.  The  fact  is,  pot  today  has 
twice  the  concentration  of  THC,  the  chemical 
that  affects  the  brain. 

Jo  even  if  you  did  pot  when  you  were 
younger,  there's  nothing  hypocritical  about 
trying  to  keep  your  kid  off  it. 

Many  studies  have  shown  what  can  happen 
to  kids  who  regularly  smoke  marijuana-. 

•  decreased  ability  to  learn 

•  impaired  judgment  about  driving  or  sex 

•  symptoms  of  depression,  even 
thoughts  of  suicide 

•  breathing  problems 

•  greater  exposure  to  cancerous 
chemicals  than  from  tobacco 

'  increased  likelihood  of  using 
even  more  dangerous  drugs 


But  the  good  news  is  mat  kids  whose  parents 
get  involved  with  them  are  far  less  likely  to  do 
drugs.  Jo  lay  down  a  few  laws  for  your  kids. 
And  the  sooner  the  better,  because  the 
average  age  when  teens  first  try  marijuana 
is  under  lb  years  old.  To  learn  more,  call 
I  -800-788-2800  or  come  to  the  web  site. 
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Photography's 
Golden  Age 

As  digital  and  color  processes  have  advanced,  more  artists  are  experimenting 
with  the  medium,  and  prices  for  top  work  have  soared.  BY  THANE  PETERSON 


ALLEN  G.  THOMAS  JR.  had  a  couple  of  big 
shocks  during  the  past  year.  First  the  North 
Carolina  Museum  of  Art  in  Raleigh  asked  if  it 
could  mount  an  exhibit  of  the  edgy  contem- 
porary photography  that  he  had  been  collect- 
ing for  the  past  decade.  "I  had  just  been  go- 
ing out  and  buying  things  I  loved,  so  I  was 
quite  surprised  they  would  be  interested,"  says  Thomas,  39, 
who  manages  his  family's  law  firm  in  nearby  Wilson,  N.C. 
Then  he  was  "bowled  over"  when  he  had  the  collection  ap- 
praised: Many  of  the  pieces  had  doubled  and  tripled  in  value. 
That  kind  of  thing  happens  when  a  discerning  collector  is 
riding  a  wave.  In  the  four  years  ended  Dec.  31,  the    j     r>nm  f\A 
price  of  contemporary  photos— works  by  photogra-    in^UUl"UH-3 
phers  born  since  1940— soared  80.4%,  according  to   prices  at 
Artprice.com,  a  French  company  that  tracks  auctions.    Qripf-iQri  ryf 
In  the  same  period,  painting  prices  rose  55.9%,  and 
the  Standard  &  Poor's  500-stock  index  fell  8%.  At   recent 
major  auctions  the  most  coveted  contemporary  pho-    photOS  llEVC 
tos  now  often  top  $500,000;  in  November  a  series  of  r^nw^  RC)0/ 
three  women  by  New  York  artist  Richard  Prince  went  ^^^^ou  ° 
for  a  record  $736,000  at  Sotheby's.  J  One  reason  col-   ^^^™ ™ 
lectors  are  clamoring  for  the  work  is  that  the  period 
since  the  late  1980s  is  coming  be  viewed  as  a  Golden  Age  in 
photography,  says  Weston  Naef,  curator  of  photographs  at  the 
J.  Paul  Getty  Museum  in  Los  Angeles.  As  digital  and  color 
processes  have  advanced  and  artists  and  photographers  alike 
have  experimented  with  the  medium,  there  has  been  a  burst  of 
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creativity  that  Naef  compares  with  the 
rise  of  the  Impressionist  painters  in  the 
1870s  and  1880s. 

As  a  result,  an  astonishing  number  o* 

quality  works  are  on  the  market,  ranging 

from  traditional  black-and-white  photo.' 

to  big,  painting-like  color  prints  by  artist 

such  as  Richard  Prince,  Cindy  Sherman 

and  Germany's  Andreas  Gursky.  Price 

have  soared,  but  major  collectors  such  a.' 

Richard  Sandor,  CEO  of  the  Chicago  Cli 

mate  Exchange,  contend  that  photogra 

phy  remains  cheap.  "Great  paintings  b> 

artists  like  Pollock,  Warhol,  and  Matisst 

sell  for  $10  million  to  $70  million,  bu 

you  can  still  get  grea 

photos    for    $25,000    tc 

$50,000,"  he  says.  The  big 

difference,  of  course,  is  thai 

photos  are  usually  sold  ir 

numbered  series  in  the  waj 

lithographs  are.  Some  col 

lectors  prefer  to  buy  fron 

small    editions    of,   say 

five  or  fewer. 

If  you're  intrigued,  the  re 

cent  book  Collecting  Photog 

raphy    by    Gerry    Badge 

(Mitchell  Beazley,  $39.95)  i: 

an  excellent  primer.  Serious  collectorr 

haunt  venues  such  as  the  Julie  Saul  anc 

Robert  Mann  galleries  in  New  York,  Daite 

Contemporary    in    Chicago,    Fraenke 

Gallery  in  San  Francisco,  and  Rose  Galler 

in  Santa  Monica,  Calif.  They  also  spem 

time  studying  photo  books,  auction  cata 
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integrates 
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graffiti-style 
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The  photo  was 
part  of  a  lot  by 
Bruce  Davidson 
for  sale  recently 
at  Sotheby's 


May  2.  2005 


■ 


Personal  Business 


logs,  and  magazines  such  as  Aperture, 
Black  &  White,  and  Art  Forum.  You  don't 
have  to  be  wealthy  to  get  in  the  game:  Art- 
price says  23%  of  the  photos  sold  at  auc- 
tion last  year  went  for  under  $1,000. 

One  crop  of  photographers  to  consider 
buying  includes  veterans  such  as  William 
Eggleston,  Lee  Friedlander,  and  Bruce 
Davidson,  all  born  in  the  1930s.  Dealers 
and  collectors  expect  prices  of  their  work 
to  rise  closer  to  those  of  younger  artists 
such  as  Prince  and  Gursky,  whose  pieces 
sometimes  top  $350,000  at  auction. 
Their  photos  will  be  on  sale  in  late  April 
at  New  York  photography  auctions  at 
Sotheby's,  Christie's,  and  Phillips  for 
$5,000  and  up.  Prints  sometimes  can  be 
found  at  galleries  for  $3,000  or  so. 

The  real  coup  is  to  find  newcomers  on 
the  rise.  Thomas,  for  instance,  was  so 
smitten  with  the  often  oth- 
erworldly color   prints   of 
Sarah  Anne  Johnson,  28,  of 
Winnipeg,  Man.,  who  just 
had  a  show  at  the  Julie  Saul 
Gallery   and   whose  work 
goes  for  $1,000  to  $6,000, 
that  he  bought  17  of  them.    J Qf  VOllX 
Sandor  and  his  wife,  Ellen,  ^ 

recentiy  paid  $900  for  a     UlStC  tO 
piece  by  Terry  Dixon,  35,  a 
jazz-  and  hip-hop-inspired 
artist  who  integrates  photos 


Whatever 
you  collect, 
be  prepared 


evolve 


into  the  graffiti-style  paintings 
that  he  sells  on  the  Internet  (artist- 
terry.com).  Oddly  enough,  one  of  the 
hottest  genres  in  collecting  is  snap- 
shots taken  by  unknown  photogra- 
phers who  will  most  likely  stay  un- 
known. Such  "vernacular"  photos 
have  been  the  subject  of  museum 
shows  and  are  sold  at  galleries,  but  you 
can  also  find  them  at  flea  markets  and 
thrift  shops.  Hollywood  movie  producer 
Dan  Fauci,  66,  a  serious  collector,  was  de- 
lighted this  Christmas  when  his  daughter 
gave  him  a  box  of  old  photos  she  had 
bought  on  eBay  for  $25.  The  appeal,  Fau- 
ci says,  "is  finding  stuff  you  think  is  beau- 
tiful and  costs  little.  If  s  great  for  begin- 
ning collectors." 

Photo  lovers  often  find  their  taste 
evolves,  says  Fisher  Stevens,  the  New 
York  actor,  director,  and 
movie  producer,  who  got 
into  collecting  in  1986 
through  Fauci.  His  first  pur- 
chase was  a  classic  Mar- 
garet Bourke-White  shot  of 
a  Depression-era  bread  line. 
These  days  he's  more  ad- 
venturous, buying  a  boxed 
set  of  Larry  Clark's  gritty 
photos  of  drug  addicts  and 
digitally  constructed  color 
prints  by  the  Polish  photog- 


raphers Aneta  Grzes2 
kowska  and  Jan  Smagaj 
Part  of  the  fun  is  met 
ing      and      supportir 
artists  you  admire.  Si 
Francisco  money  manal 
er    Gary    Sokol    recal 
fording  a  creek  to  get 
the  rural  Pennsylvania  i 
treat  of  Paula  Chamll 
and  Michael  Smith, 
use  big  old  bellows  ca 
eras  and  sell  their  prir 
for    $1,000    or    $2,= 
(michaelandpaula.cor 
Darnel  Greenberg,  ( 
Electro  Rent  in  Los  Anf 
les,  was  so  charmed 
Mary  Ellen  Mark  at  a  i 
ner  two  years  ago  t 
signed  on  to  help  fuJ 
the  $150,000-plus  cost  I 
making  vivid   new  d| 
transfer    prints    of   hi 
well-known  photo-essl 
on  Bombay  street  prosl 
tutes.  He'll  get  some  phj 
tos  in  return. 

Study  up  before  buj 
because  there  are  mal 
nuances  to  take  into 
count  For  instance,  sori 
photographers  make  oil 
a  few  prints  of  each  imal 
before  moving  on  to  she] 
more  film.  Others  will 
sue  a  second  edition  in  i 
ferent  dimensions   or 
the  first  edition  is 
out.  So  you  can't  just  go  by  the  announc 
edition  size  to  know  how  rare  a  given  pr 
is;  you  need  to  ask  questions. 

Also,  photos  fade  and  turn  yellow  if  •  i 
posed  to  sunlight.  Recent  digital  priil 
are  more  stable  than  delicate  color  prii| 
from  the  1970s  and  '80s.  Check  out 
helm-research.com  for  information 
how  long  different  digital  prints  are 
ly  to  last.  Charlotte  Cotton,  author  of  \ 
Photograph  as  Contemporary  Art  (Tharrl 
&  Hudson,  $16.95),  recommends  probij 
dealers  about  paper  type  and  exactly  h<| 
newer  works  were  made  and  mountJ 
She  also  suggests  asking  for  reprinti| 
rights  in  case  technology  advances 
your  print  is  damaged. 

Demand  for  contemporary  phoil 
should  remain  strong  partly  because  t| 
weak  dollar  is  luring  overseas  buyers  ill 
the  market,  says  Christopher  Mahonl 
Sotheby's  senior  vice-president.  But  e\ I 
without  foreigners,  as  Allen  Thomas  1 1 
discovered,  the  market  is  attracting  pl<| 
ty  of  interest.  II 


*<  MORNING 
MEETING  Such 
large  works  by 
Sarah  Anne 
Johnson,  28, 
sell  for  $1,000  to 
$6,000 
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moving  forward  > 


Our  gift  to  animal  lovers  everywhere:  multi-reflector  halogen  headlamps 
and  handling  that  borders  on  instinct.  The  new  Camry  SE  V6  tames  the  road,  if  not  the  animals  that  cross  it. 
Learn  more  at  toyota.com.  The  new  Camry  SE  V6.  The  most  Camry  ever,  toyota.com 
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An  Onshore  Play 
In  Offshoring 

Shares  in  Indian  tech  consultants  may  be  pricey— 
but  there's  room  to  grow,  by  CHRISTOPHER  farrell 


AS  MORE  AMERICAN 
and  European  compa- 
nies ship  specialized 
service  and  high-tech 
work  to  developing  na- 
tions such  as  India, 
business  looks  bright 
for  the  outfits  that  supply  the  labor.  Yet 
stocks  of  many  major  offshore  consult- 
ants have  been  struggling.  For  instance, 
the  American  depositary  receipts  of  Info- 


sys  Technologies,  India's  second-largest 
outsourcing  specialist,  are  down  13%  so 
far  this  year.  Returns  for  Cognizant 
Technology  Solutions  and  Wipro,  two 
other  brand-name  offshoring  compa- 
nies, are  down  4%  and  27%  respectively. 
Intensifying  competition,  concerns  over 
rising  labor  costs,  and  worries  about 
growth  prospects  have  put  pressure  on 
stock  prices. 

The  market's  retreat  may  give  an 


opening  to  investors  intrigued  by  the  se 
tor's  prospects  but  wary  of  noseble 
price-earnings  ratios  (table,  page  9< 
Certainly  these  companies  are  well  po: 
tioned  to  take  advantage  of  a  trend  still 
its  infancy.   For  instance,  market  i 
searcher  International  Data  projects  th 
by  2007, 6%  of  U.S.  information  techn< 
ogy  services  work  will  be  done  offsho 
up  from  3.1%  in  2003.  Not  all  of  that  g( 
to  Indian  companies.  IBM,  Accentu 
Electronic  Data  Systems,  and  Keane  a  F 
shipping  work  to  India,  too.  The  IT  co 
sultant  Keane,  based  in  Boston,  had  o 
200  employees  in  India  three  years  ago 
now  has  2,000  workers  there  and  exp 
to  reach  4,000  to  5,000  within 
years,  according  to  Chief  Executive 
cer  Brian  Keane. 

Still,  to  get  the  purest  play  out  of 
offshoring  trend,  Wall  Streeters  are 
ing  to  the  biggest  and  best  known  of 
Indian  offshore  players  whose  sto 
trade  in  the  U.S.— Cognizant,  Info 
Satyam,  and  Wipro.  Their  software  ap 
cation  and  maintenance  work  has 
come  synonymous  with  quality,  in  ti 
same  way  Japanese  auto  makers  ha 
earned  that  reputation  with  cars. 

All  are  changing  their  underlying  bu 
ness  model.  For  years  they  thrived 
American  companies  shifted  high-wa 
jobs  in  the  U.S.  to  low-paid  Indian  woi 
ers.  Indian  software  professionals  si  | 
earn  only  one-third  as  much  as  their  I 
counterparts,  but  the  Indian  outfits  I 
moving  resources  into  more  sophisticat 
services  with  higher  price  tags:  readi 
medical  X-rays,  analyzing  equities,  a]  6 
processing  insurance  claims.  "The  bu 
ness  climate  is  very  encouraging,  and 
ones  growing  fastest  are  the  Indian  sp 
cialists,"  says  Ashish  R.  Thadhani,  an 
alyst  at  Gilford  Securities. 

IMPRESSIVE  NUMBERS 

INFOSYS  RANKS  HIGH  on  Wall  Stree 
list.  It  has  a  strong,  multinational,  bli  ugi 
chip  customer  base  in  financial  servic 
telecommunications,  and  many  manuf;  nts 
turing  industries.  Its  30%  average  pn 
margin  is  about  a  third  higher  than  the 
of  its  major  Indian  rivals,  and  its  return 
invested  capital  is  an  impressive  45 
Thanks  to  an  employee  stock-option  pi; 
Infosys'  employee  turnover  is  about  h 
the  industry  average. 

Expensing  those  options  is,  in  part, 
sponsible  for  the  co 
pany  lowering  its  pr 
it  forecast  for  the  20 
fiscal  year.  So  is  unc 
tainty  over  future 
ders   from  Americ 


1*221 


BANGALORE 

At  the  top  are 
Infosys,  Wipro, 
and  Satyam 
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d  European  companies  in  the  throes 
mergers  or  reorganization.  Still, 
Uo  Quinteros,  who  follows  the  com- 
ny  for  Goldman  Sachs,  estimates  In- 
;ys  is  primed  for  30%  to  34%  earn- 

i^s  growth. 

i  Other  offshore  companies  compete 
•  the  same  business,  but  each  has  a 
ferent  profile.  At  Cognizant  Technol- 
y,  for  instance,  a  high  proportion  of 
les  comes  from  existing  clients, 
tyam  earns  more  than  50%  of  its  rev- 
fue  from  work  done  at  client  sites  or  at 
pearby  facility.  The  tactic  generates 
ong  customer  loyalty  but  keeps  oper- 

Ang  margins  to  around  20%.  Giridhar 
ishnan,  an  analyst  at  Morningstar, 

fyects  a  23%-a-year  gain  in  annual 
es  over  the  next  five  years,  with  oper- 
ng  margins  contracting  to  18%. 
Wipro,  while  a  whiz  in  consulting,  is 
i  an  odd  mix  of  businesses  that  in- 
ddes  cooking  oil,  soap,  deodorant, 
j?|d  hardware.  These  mundane  prod- 
ts  are  cash  cows,  but  they  do  temper 
t 


ff  shoring  Titans 

PRICE- 
earnings 
;k/symbol  price     ratio* 

:enture/ACN  $22.57  19.9 

jnizant  Technology 

sttutions  A/CTSH  41.17  41.5 

ctronic  Data  Systems/EDS  19.55  35.5 

1/IBM  76.65  15.6 

J>sys  (ADR)/INFY  61.17  30.5 

aime/KEA  11.68  17.0 

ujyam  (ADR)/SAY  21.59  23.3 

iro  (ADR)/WIT  18.11  34.7 

on  analysts'  forecast  for  next  12  months'  earnings 


Data:  Bloomberg  Financial  Markets,  BusinessWeek 

ipro's  growth  prospects.  The  compa- 

is  looking  to  overcome  that  by  taking 

g  er  research  and  development  efforts 

,|v  •:  large  multinationals  from  the  devel- 

jo  ied  nations. 

f£  Outsourcing  clerical  tasks  is  one 
,rt|ing,  but  R&D  is  quite  another.  Ana- 
hojits  who  follow  the  offshore  consult- 
gi  ts  worry  about  political  repercussions 
jj  the  U.S.  and  Europe— and  how  that 
itj  affect  future  contracts.  Indian 
b  uiagers,  on  the  other  hand,  are  more 
ncerned  about  labor  costs,  which  are 
n  ing  at  a  double-digit  rate. 
o:  The  worries  are  real,  and  that's  a  big 
?r  :tor  weighing  on  the  stocks.  To  buy 
20i  em,  the  bet  is  that  they'll  continue  to 
lC(  able  to  help  U.S.  and  European  com- 
, ,  nies  lower  their  costs.  That  need  will 
-jc  t  go  away  anytime  soon.  ■ 


A  Combo  Policy  for 
Long-Term  Care 

You  can  buy  life  insurance  that  can  be  used  for 

nursing  homes.  BY  CAROL  MARIE  CROPPER 


WHEN  RICHARD 
Becker  and  his 
wife,  Flora,  now 
both  68,  pur- 
chased long- 
term  care  in- 
surance in  1997, 
he  thought  of  his  father  who  died  at  94 
in  an  assisted  living  facility  without  ben- 
efit of  such  coverage.  But  as  rates  for  the 
Pennsylvania  retirees'  policies  soared— 
doubling  in  seven  years— the  couple  cal- 
culated the  cost  of  payments  over  the 
coming  decades,  then  weighed  their 
chances  of  ever  collecting.  "We  dropped 
it,"  Becker  says.  This  was  not  before  they 
had  paid  in  about  $30,000.  "It's  goodbye 
to  that,"  he  says. 

Such  stories,  and  the  30%  drop  in 
sales  of  new  long-term  care  insurance 


policies  last  year,  have  led  more  insurers 
to  offer  a  new  product:  a  life  insurance 
policy  with  an  "accelerated  benefits 
rider"  that  promises  to  pay  out  all  or  part 
of  the  death  benefit  should  the  policy- 
holder need  it  for  long-term  care.  De- 
pending on  its  terms,  a  $500,000  life 
insurance  policy  might  pay  from 
$200,000  to  $500,000— or  even  $1  mil- 
lion—toward the  costs  of  a  nursing 
home,  as  well  as,  perhaps,  in-home  care 
and  assisted  living.  That  amount  (plus, 
in  some  policies,  interest)  is  later  de- 
ducted from  the  death  benefit  that  goes 
to  beneficiaries  when  the  policyholder 
dies.  This  combined  approach  attempts 
to  offer  something  more  to  people  like 
the  Beckers.  "One  of  the  main  reasons 
people  don't  buy  long-term  care  insur- 
ance is  they  think,  What  if  I  pay  for  all 
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this  insurance  and  never  use  it?' "  says 
Robert  Davis,  president  of  Long-Term 
Care  Quote,  which  sells  such  coverage. 

Among  the  companies  selling  the 
long-term  care  add-on  are  National  Life 
Insurance,  John  Hancock,  and  Columbus 
Life  Insurance.  The  feature  is  typically  of- 
fered in  conjunction  with  whole  or  uni- 
versal life  policies,  which  are  more  ex- 
pensive than  term  life  since  they  act  as 
savings  or  investment  vehicles— building 
up  cash  values— as  well  as  life  insurance. 
Some  variable  universal  and  term  policies 
may  offer  LTC  riders  as  well. 

Those  who  simply  want  the  most  cov- 
erage for  the  lowest  price  will  do  better 
buying  a  basic  term  life  policy  for  the 
years  they  need  life  insurance  (often  just 
until  their  children  are  grown),  then 
adding  a  long-term  care  policy  as  they 
approach  middle  age.  The  total  annual 
cost  for  both  products  could  be  half  the 
price  of  a  whole  or  universal  life  policy 


Insurers 


drop  in  sales 
of  pure  long- 
term  care 
coverage 


build  cash  value.  That 
eliminates  the  scourge  of 
ever-rising  rates  on  long-    Vi  PIVP  Seen  3. 

term  care  insurance  that  s 
prompted  the  Beckers  to 
drop  their  coverage. 

Those  who  want  the 
lifelong  coverage  and  in- 
vestment  features    of  a 
whole  or  universal  policy 
may  find  that  the  long- 
term  care  benefit  adds  lit- 
tle extra  cost.  John  Han- 
cock,   one    of  the    largest    sellers    of 
long-term   care   insurance,   charges   a 
healthy    50-year-old    man    buying    a 
$500,000  universal  life  policy  only  $333 
a  year  more  for  the  rider.  In  return,  the 
buyer  gets  up  to  $10,000  a  month  in 
long-term  care  benefits  until  the  death 
benefit  runs  out.  But  shop  around.  Prices 
and  terms  vary  widely. 

If  you  have  accumulated  cash  value  in 


term  care  coverage.  Anders 

sold  them  a  "second-to-d 

universal    life    policy    fn 

Columbus     Life.    Althou 

such  a  policy  doesn't  pay  ur 

the  death  of  the  second 

suied    person,    it    provic 

long-term  care  to  the  surv 

ing    spouse.   An    unhealt 

spouse  will  have  an  eas 

time  getting  life  insurar 

coverage  under  such  a  pol 

and  won't  have  to  qualify  : 

long-term  care,  because  Columbus  L 

automatically  adds  an  accelerated  bene 

rider  that  pays  should  the  survivi 

spouse  need  nursing  home  care. 

If  you  decide  to  buy  a  life  policy  with  f 
rider,  examine  the  long-term  care  bene 
carefully.  Does  the  policy  pay  for  in-hoi 
care,  assisted  living,  and  adult  day  care 
well  as  for  a  nursing  home  stay?  How 
the  amount  of  coverage  calculated?  Soi 


Pricing 
Your 

Insurance 
Options 

Here  are  two  ways  to 
look  at  life  and 
long-term  care 
insurance  costs  and 
benefits.  The  prices 
quoted  are  for  a 
healthy  married 
man  of  50. 


Buy  term  life  insurance  and 
long-term  care  insurance  separately 


TERM  LIFE 

Prudential  Financial,  20-year  policy  $l,080/year 
Features:  $500,000  death  benefit 
First  Colony  Life,  30-year  policy  $l,920/year 
Features:  $500,000  death  benefit 

LONG-TERM  CARE 

MetLife  $l,080/year 

Features:  $150/day  for  three  years  for  a  total  of 
$164,250;  5%-a-year  inflation  protection 

or 

MetLife  $l,771/year 

Features:  $150/day,  lifetime  coverage;  5%-a-year 
inflation  protection 

COMMENT  This  is  less  costly  than  one  policy  that 
covers  both,  but  you  also  may  end  up  paying 
premiums  for  years  and  collecting  on  neither 


Buy  a  life  insurance  policy  that 
includes  long-term  care  protecti 


UNIVERSAL  LIFE  WITH  LONG-TERM  CARE 

John  Hancock  Universal  Life  $5,086/year 

Features:  $500,000  death  benefit;  $10,000/tnontl 
up  to  $500,000  for  nursing  homes,  assisted  living 
adult  day  care;  no  inflation  protection 

or 

Columbus  Life  Universal  Life  $5,519/year 

Features:  $500,000  death  benefit;  up  to  $200,00 
in  long-term  care  insurance  for  use  in  nursing 
homes  only;  no  inflation  protection 


COMMENT  These  policies  cost  more,  but  you 
are  getting  coverage  for  life,  and  either  you  will 
collect  from  the  long-term  care  portion  or  your 
beneficiaries  will  collect  when  you  die 


Data:  ^oriental  Financial.  First  Colony  Life.  MetLrfe.  John  Hancock.  Columbus 


with  the  rider  (table).  Shopping  for  sep- 
arate policies  might  be  easier  than  eval- 
uating life  insurance  tied  to  long-term 
care  coverage  tied  to  an  investment.  And 
you  will  likely  have  more  coverage  op- 
tions if  you  choose  a  standalone  long- 
term  care  plan. 

POLICY  SWAP 

COMBINING  THE  CARE  with  the  death 
benefit  in  a  whole  or  universal  policy  costs 
more,  but  there  is  a  payoff  either  way.  If 
you  go  into  a  nursing  home,  you  collect.  If 
you  don't  need  that  care,  there's  still  cash 
for  your  heirs.  Plus,  whole  and  universal 
policies  often  establish  a  premium  guar- 
anteed to  at  least  maintain  the  basic  ben- 
efit, although  it  may  not  be  enough  to 


a  life  insurance  policy  but  no  longer  need 
the  coverage,  you  might  consider  trading 
it  in  for  a  new  one  with  the  LTC  rider.  You 
can  do  that  through  a  tax-free  swap.  If 
you  merely  cash  in  the  old  policy,  you  may 
be  liable  for  taxes  on  the  investment 
gains.  Those  with  a  chunk  of  money 
tucked  away  in  a  conservative  investment 
vehicle  might  also  want  to  consider 
rolling  it  into  one  of  these  policies.  That 
way,  you  gain  both  life  and  long-term  care 
coverage  as  your  money  grows. 

There  are  other  ways  to  use  blended 
policies.  Wilma  Anderson,  an  investment 
adviser  with  Woodbury  Financial  Services 
in  St.  Paul,  Minn.,  tells  of  a  couple  where 
the  wife  suffered  from  multiple  sclerosis 
and  found  it  tough  to  qualify  for  long- 


insurance  companies  simply  pay  a  p 
centage  of  the  death  benefit— usually  4( 
to  60%.  Others  pay  2%  or  4%  of  the  det 
benefit  monthly.  Check  if  inflation  proti 
tion  is  available,  and  whether  any  ben» 
will  remain  if  the  LTC  rider  is  used.  A 
ask  under  what  conditions  premiuj 
could  increase,  and  whether  there's  a  p: 
mium  that  guarantees  benefits.  Be  si 
that  the  policy  is  "tax-qualified,"  whi 
means  long-term  care  benefits  won't 
taxed  as  income,  and  the  policy  confon 
to  federal  regulations. 

Finally,  make  sure  the  company  you 
buying  from  is  highly  rated  by  AM.  Be 
Fitch,  Moody's,  or  Standard  &  Poor's.  T 
last  thing  you  need  is  for  your  insurer 
become  terminally  ill.  ■ 
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Personal  Business  Health 


Easing  Depression 
Without  Drugs 

Doctors  are  trying  therapies,  from  implants  to  herbs, 
that  can  cut  down  on  side  effects.  BY  KATE  MURPHY 


DEPRESSION  AFFECTS 
approximately  18.8  mil- 
lion adults  in  the  U.S. 
and  is  the  nation's  lead- 
ing cause  of  disability. 
Yet  mental  health  ex- 
perts say  the  front-line 
treatment  for  serious  cases,  antidepres- 
sant drugs,  works  only  about  half  the 
time  and  can  have  troubling  side  effects, 
such  as  weight  gain,  sexual  dysfunction, 
and  even  suicidal  behavior.  As  a  result, 
there  has  been  renewed  interest  in  find- 
ing nonpharmacological  approaches  to 
treating  depression  other  than  psy- 
chotherapy, which  psychiatrists  say  is  of- 
ten ineffective  by  itself. 

Research  is  ongoing,  but  promising 
nondrug  therapies  have  emerged  over  the 
last  decade.  One  source  of  optimism  is 
transcranial  magnetic  stimulation,  or 
TMS,  a  noninvasive  procedure  that  acti- 
vates the  brain's  emotive  centers.  While 


if  s  still  under  investigation,  there  is 
strong  evidence  that  it  has  antidepressive 
effects,  says  Dr.  Sarah  Lisanby,  associate 
professor  of  psychiatry  and  director  of  the 
magnetic  stimulation  laboratory  at  Co- 
lumbia Medical  School. 

In  this  procedure,  doctors  hold  a  pad- 
dle-shaped device  emitting  a  powerful 
magnetic  field  over  the  patient's  forehead, 
causing  neurons  in  the  prefrontal  cortex 
of  the  brain  to  fire.  "This  is  a  region  of  the 
brain  known  to  be  underactive  when  a 
person  is  depressed,"  says  Dr.  Lisanby.  In 
this  regard,  TMS  is  similar  to  electro- 
convulsant  therapy,  during  which  a  pa- 
tient's brain  receives  a  powerful  electric 
shock.  Although  ECT  helps  patients 
about  80%  of  the  time,  it  requires  anes- 
thesia and  can  induce  memory  loss.  TMS 
is  performed  without  sedation  and  does 
not  cause  amnesia.  A  list  of  researchers 
conducting  TMS  clinical  trials  can  be 
found  at  www.ists.unibe.ch. 


A  more  invasive  approach  is  a  surgia 
ly  implanted  pacemaker-like  device  th 
stimulates  the  vagus  nerve  in  the  neck.  T 
Food  &  Drug  Administration  had  alrea 
approved  the  so-called  neurostimulati 
manufactured  by  Cyberonics,  for  treatii 
epilepsy  when  it  gave  preliminary  a 
proval  in  February  for  its  use  in  managii 
depression.  The  company  hopes  to  get 
nal  approval  by  yearend.  "This  all  can 
about  because  the  epilepsy  patients  wi 
the  device  reported  improved  mood,"  sa 
Dr.  Mark  George,  professor  of  psychiat 
and  neurology  at  Medical  University 
South  Carolina  in  Charleston.  He's  a  lea 
investigator  in  a  clinical  trial  that  foui 
the  unit  had  the  same  effect  for  severe 
depressed  individuals.  It  costs  aba 
$25,000  to  have  the  neurostimulator  if 
planted  in  the  chest  with  wires  running  i 
to  the  neck.  Patients  can  expect  a  recurrii 
$15,000  expense  to  replace  the  batte 
every  5  to  10  years. 

LIGHT  DOSAGE 

THE  PSYCHIATRIC  community  is  al 
placing  more  stock  in  herbs  and  dieta 
supplements.  Although  studies  in  the  U 
have  been  mixed,  St.  John's  Wort  is  gai 
ing  more  acceptance  as  a  depression  rei 
edy,  several  psychiatrists  say.  The  i 
sponse  rate  for  the  herb  is  slightiy  low 
than  it  is  for  drugs  like  Prozac  and  Zoli 
but  with  fewer  side  effects,  says  I 
David  Mischoulon,  assistant  professor 
psychiatry  at  Harvard  Medical  School, 
a  standard  dose  of  900  mg  to  1200  n 
per  day,  stomach  upset  and  light  sensiti 
ity  are  probably  the  worst  you  can  expe  *,. 
Several  studies  in  the  U.S.  and  Euro 
also  show  that  1  gram  offish  oil  per  day 
400  mg  to  1,600  mg  daily  of  SAMe, 
amino  acid  derivative,  work  about  as  w 
as  St.  John's  Wort. 

Light  therapy  can  chase  away  t 
blues,  too.  Studies  indicate  that  sitting 
front  of  a  briefcase-size  light  box  for  , 
minutes  a  day  can  improve  mood  evle 
among  the  severely  depressed.  The  box 
cost  $150  to  $300  and  are  often  cover 
by  insurance  if  prescribed  by  a  physici* 

Exercise  may  be  the  least  expensi 
strategy.  Recent  clinical  studies  ha 
shown  it's  as  effective  as  antidepressai 
in  improving  mood.  An  appropriate  dc 
is  three  hours  of  moderate  activity  p 
week,  says  a  study  published  in  the  Jan 
ary,  2005,  American  Journal  of  Prevent 
Medicine.  "The  kind  of  exercise  is  prot 
bly  irrelevant  as  long  as  you  do  it  lo 
enough,"  says  Andrea  Dunn,  director 
behavioral  research  at  the  Cooper  Ins 
tute  in  Denver  and  study  co-author.  I 
possible  to  walk  away  from  your  woe. 
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Personal  Business  Wine 


Wine  Savvy  In 
108  Steps 

A  guide  offers  shortcuts  to  a  connoisseur's 
confidence,  by  Jeffrey  m.  laderman 


1 


HAVE  YOU  EVER  OR- 
dered  a  bottle  of  wine 
in  a  restaurant  that 
wasn't  exacdy  what 
you  had  asked  for? 
Wine  expert  Mark 
Oldman  had  no  prob- 
lem rejecting  a  red  Burgundy  at  a 
French  bistro  in  New  York  recently.  He 
ordered  Savigny-Les-Beaune  1999  from 
the  wine  list,  but  the  bottle  that  the  wait- 
ress presented  was  a  2000  vintage. 
"There  is  a  difference,"  he  insists.  "In 
France,  especially  the  more  northerly  re- 
gions, the  weather  can  be  iffy,  so  the  vin- 
tage matters." 

Does  that  mean  you  have  to  know  the 
best  of  the  vintages  before  selecting  a 
wine?  Not  at  all,  says  Oldman,  author  of 
Oldman's  Guide  to  Outsmarting  Wine:  108 
Ingenious  Shortcuts  to  Navigate  the  World 
of  Wine  with  Confidence  and  Style  (Pen- 
guin Books,  $18).  If  you're  unsure, 
choose  a  "New  World"  wine— one  from 
California,  Chile,  Australia,  or  New 
Zealand.  "The  weather's  almost  always 
good  for  the  grapes,"  he  says,  "and  vin- 
tages don't  vary  much  at  all." 

That's  Shortcut  No.  94  in  Oldman's 
book,  a  guide  for  what  he  calls  the 
"wine-curious  professional."  In  fact,  his 
target  audience  is  a  business- 
person  somewhat  like  him- 
self, co-founder  and  presi- 
dent of  Vault,  a  Manhattan 
publisher  of  career  guides. 
Oldman  developed  his  love 
ine  back  in  his  days  at 
>rd  University,  where  he 
earr  three  degrees  and 
found  c  1  a  wine  club  that  in- 
vited .  lifornia  vintners  to 
talk  abc  i  their  wines  and  of- 
fer samples.  He  has  been 
teaching  wine  classes  in  New 
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RED,  WHITE,  AND 
GRAND CRU 

Mark  Oldman  has 
been  teaching  for 
14  years 


York    and    other    cities 
since  1991. 

The  shortcuts  are  the 
books  chapters.  Almost  all 
are  two  or  three  pages  long 
and  get  right  to  the  point, 
with  tables  that  feature  the 
foods  that  go  best  with  a 
particular  wine,  a  guide  to 
favored  producers,  and  even  pronuncia- 
tion help.  "Why  do  you  think  chardonnay 
and  merlot  are  so  popular?"  asks  Oldman. 
"They're  easy  to  pronounce.  How  many 
people  can  say  gewurztraminer  [guh- 
VURTS-trah-mee-ner]?" 

SAVVY  SIPPERS 

ONE  THEME  THAT  runs  through  the 
book  is  that  the  most  popular  wines  are 
often  the  most  overpriced,  both  in 
wineshops  and  in  restaurants,  and  that 
savvy  sippers  can  save  by  seeking  the  less- 
er-known alternatives  (table).  "In  a  steak 
house,  the  California  cabernet  and  red 
Bordeaux  are  the  most  overpriced,"  says 
Oldman.  "A  Spanish  rioja  or  an  Argentine 
malbec  will  be  better  buys."  Another 
trick:  Ask  what  wine  the  chef  drinks.  "It 
will  usually  be  a  lower-priced  wine  that 
goes  well  with  the  restaurant's  food." 
When  it  comes  to  choosing  what  to 


Expanding  Your  Palate 

IF  YOU  LIKE 

TRY 

WHY 

Cabernet 
sauvignon 

Australian 
shiraz 

Much  like  cab.  but  with  less  tannic 
bitterness— and  no  sticker  shock 

Chardonnay 

Viognier 

Rich  and  tropically  scented,  but  less 
likely  to  suffer  from  oak  overload 

Merlot 

Argentine 
malbec 

Smooth  and  plummy  wine  offers  great 
value,  especially  in  steak  houses 

Pinot  grigio 

New  Zealand 
sauvignon  blanc 

Light  and  crisp,  with  invigorating 
grapefruit-and-grass  aromas 

Data  '.'■■■  ;  :~  r 

drink  with  your  meal,  Oldman  says 
color  of  the  wine  isn't  as  important 
matching  its  "weightiness"  with  that 
the  food.  "A  very  light  white  like  pir 
grigio  will  be  overpowered  by  red  mea 
says  Oldman.  "But  a  rich-tasting  wh 
like  a  viognier  or  a  California  chardonr   m 
won't."  Light-bodied  reds,  such  as  Be; 
jolais,  Burgundy,  or  New  World  pir 
noir,  work  well  with  full-flavored  fish  s 
as  salmon,  tuna,  and  swordfish,  or  lig 
meats  such  as  pork,  veal,  and  chicken 

With  spicy  ethnic  foods,  a  white  wiB  ' 
"with  a  little  sweetness"— say,  a  Germ 
riesling  or  an  "off  dry"  gewurztramine 
fits  the  bill.  "The  sweetness  cools  do1 
the  spiciness,"  says  Oldman.  Don't  ev  | 
think  of  a  tannic  red  wine.  "The  spi 
could  make  the  wine  taste  tinny  and  t 
ter,"  he  says. 

If  you're  stumped  for  a  choice,  O 
man  says  sparkling  wines'  refreshi 
bubbles  and  lighter  alcol 
content  complement  aim' 
everything  from  foie  gras 
sushi  and  even  pizza.  It  do 
n't  need  to  be  Dom  Perigm 
Italian  prosecco,  Span 
cava,  or  American  sparkli 
wines  are  sometimes  the  b 
buys  on  a  wine  list.  Besid 
says  Oldman,  a  bottle  of  bi 
bly  can  make  any  meal  se< 
like  a  celebration— and  ) 
don't  have  to  worry  ab« 
the  vintage.  ■ 
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Sign  up  today  and  get  100  commission- 
free  trades!  Call  1-800-731-5226  or  visit 
www.getpoweretrade.com. 


Improved  Power  E*TRADE  Pro 
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TIME  OFF 

A  HOT  SPRING  OF 
ART  IN  HOUSTON 

FROM  THE  SUBLIME  to  the  ridiculous: 

That's  about  as  apt  a  description  as 
you'll  get  for  the  Houston  art  scene  in 
the  coming  weeks.  Through  July  4,  an 
eclectic  mix  of  works  by  painter  and 
former  postal  worker  Kermit  Oliver  is  on 
view  at  the  Museum  of  Fine  Arts.  The  61- 
year-old  African  American  artist  from 
Waco,  Tex.,  gained  prominence  after  a 
former  Neiman  Marcus  executive  got 
him  a  commission  designing  Hermes 
scarves  in  the  1980s.  The  scarves  are 
part  of  the  exhibit,  along  with  more  than 
70  of  Oliver's  often  classically  inspired 
paintings  (mfah.org). 

On  the  lighter  side,  a  wacky  collection 
of  automotive  art  will  wind  its  way 
through  Houston's  streets  in  the  17th 
annual  Art  Car  Parade  on  May  14 
(www.orangeshow.org/artcar.html). 
More  than  250  painted,  decoupaged, 
adorned,  and  sculpted  cars  will  take 

part.  Last  year's 

entries  included 

the  Mobile  Lisa, 

a  rolling  homage 

to  Leonardo's 

Mona,  and  the 

Autopotamus, 

a  Toyota  RAV4 

transformed 

into  a  giant, 

purple  hippo. 
—Kate  Murphy 

INVESTING 

Oil-price  ups  and  downs  play  out  differently,  depending  on  how 
much  of  a  country's  stocK-market  capitalization  comes  from  oil- 
producing  or  oil-consuming  companies,  according  to 
calculations  by  Peter  Perkins,  global  investment  strategist  at 
BCA  Research  in  Montreal.  "If  you  see  oil  prices  keep  falling, 
Japan  benefits,  and  it's  bullish  for  global  growth,"  he  says.  On 

the  Other  side,  Britain  gets  hit."  -Aaron  Pressman 


Fidelity's  New  Act 

BOSTON-BASED  FIDELITY  INVESTMENTS  has  seen  rival  American  Funds  in  Los  Angeles 
closing  in  on  its  ranking  as  the  nation's  largest  fund  company.  American  fared  betteij 
during  the  bear  market  and  last  year  took  in  almost  four  times  as  much  in  net  sales. 
Three  of  American's  funds  are  larger  than  the  $57  billion  flagship  Fidelity  Magellan. 

Now  the  giant  is  taking  a  page  out  of  its  rival's  playbook.  While  Fidelity  has  alwayj 
been  a  shop  of  individual  superstar  managers  such  as  Peter  Lynch  and  Will  Danoff, 
American's  managers  run  only  a  slice  of  any  one  fund.  Last  month,  Fidelity  divided 
assets  of  two  big  funds  with  mediocre  performance— the  $22  billion  Blue  Chip  Growtll 
Mutual  Fund,  which  has  beaten  just  half  of  similar  funds  in  the  past  three  years,  and  t'J 
$8.4  billion  Mid-Cap  Stock  Mutual  Fund,  which  has  trailed  the  average  return  of  its  peej 
four  years  in  a  row,  according  to  Morningstar.  The  division  "makes  a  lot  of  sense  to 
improve  [the  mid-cap  fund's]  performance,  which  was  disappointing,"  says  John 
McDowell,  Fidelity's  head  of  domestic  equity.  A  second  manager  for  the  Blue  Chip 
fund,  which  McDowell  runs,  will  give  him  more  time  for  oversight.     -Aaron  Pressn  j 
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MAY  IS  THE  month 

of  the  Kentucky 

Derby,  Mother's 

Day,  and  now  free 

golf  lessons. 

Thousands  of  PGA 

teaching  pros  will 

be  offering  free 

10-minute  lessons 

to  anyone  interested  in  learning  to  pk 

or  sharpening  their  game.  For  a  list  oil 

instructors,  go  to  playgolfam.erica.conl 

enter  your  zip  code,  and  click  on  "Fre{ 

Lesson  Month."  -Dean  Fc\ 
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The  UPS  Store  Si 


BY  GENE  G.  MARCI AL 

TIBCO  SOFTWARE  IS  SUDDENLY  SOFT-AND  MAY  TEMPT  A  BUYER. 


THE  NEW  BANKRUPTCY  LAW  WILL  BOOST  COLLECTIONS  AT  ASTA. 


BIOENVISION'S  VALUABLE  LEUKEMIA  DRUG  MAKES  IT  A  TARGET. 


HARNISCH  A  believer 


TIBCO:  Ripe  for  Picking? 

IF  WILLIAM  HARNISCH  sees  a  dive  in  a  stock  he  believes 
in,  he  buys  more.  He  did  that  with  TIBCO  Software  (TIBX), 
whose  shares  tumbled  from  12  in  mid-February  to  7  on 
Mar.  2— after  the  company  disappointed  the  Street  with  dismal 
quarterly  profits.  On  Apr.  20  the  stock 
was  at  6.83.  But  Harnisch  is  betting  on 
a  comeback— and  maybe  a  buyout 
TIBCO's  software  lets  companies 
integrate  their  systems  and  Web 
applications  with  those  of  customers. 
Its  main  rival  is  IBM.  "If  TIBCO 
continues  to  disappoint,  bigger  players 
will  make  a  move  on  it,"  says  Harnisch, 
whose  hedge  fund,  Peconic  Partners, 
owns  4.5  million  shares.  Harnisch 
resigned  as  chairman  of  investment 
firm  Forstrnann-Leff  in  January  to  work  full-time  at  Peconic, 
which  he  founded  in  1990.  John  DeFucci  of  Bear  Stearns, 
which  has  done  banking  for  TIBCO,  says  that  despite  low 
quarterly  earnings  of  5$  a  share,  vs.  an  expected  7$— caused  by 
poor  results  in  Europe— operating  cash  flow  jumped  24%,  and 
licensing  revenues  leaped  63%.  Total  sales  rose  47%.  And  he 
sees  growth  ahead.  DeFucci  rates  the  stock  "outperform"  with 
a  12-month  target  of  11.  He  sees  it  earning  30<t  a  share  in  2005 
and  41<t  in  2006,  vs.  2004's  25$.  Some  pros  believe  TIBCO 
might  attract  the  likes  of  Oracle  or  SAP,  which  compete  with 
IBM.  In  a  buyout,  Harnisch  figures  the  stock  is  worth  13  to  15. 
TIBCO,  Oracle,  and  SAP  did  not  return  calls. 

Less  Debt 

For  Asta  to  Forgive 

WHEN  CONGRESS  PASSED  the  Bankruptcy  Abuse 
Prevention  law  in  April,  Gary  Stern  was  a  happy 
camper.  Asta  Funding  (ASFI),  of  which  he  is  CEO, 
buys  distressed  debt  for  a  few  pennies  on  the  dollar.  "This 
new  law  is  a  big  win  for  us.  It  will  boost  our  collection  rate," 
says  Stern,  who  owns  nearly  10%  of  the  stock.  Steve  DeLaney 
of  investment  firm  Ryan  Beck  (it  has  done  banking  for  Asta) 
agrees:  The  law  lessens  the  highly  risky  debts  Asta  ends  up 
buying.  That's  because  it  cuts  rampant  Chapter  7 
bankruptcies,  which  let  filers  eliminate  all  unsecured  debt- 
accounting  for  70%  of  filings.  The  remaining  30%  is  Chapter 
13  cases,  where  part  of  the  debt  gets  repaid  in  three  to  five 
years.  The  new  law  will  increase  Chapter  13  filings,  DeLaney 


AUG.  2.  TM         APR  20. 
Data:  Bloomberg  Financial  Mart 


says,  and  with  fewer  Chapter  7  filers, 
credit- card  issuers  will  have  more 
viable  debt  to  sell  Asta.  DeLaney  rates 
Asta,  now  at  20.40,  "outperform"  and 
calls  it  "the  most  attractive  of  the  pure- 
play  debt  buyers."  He  projects 
earnings  of  $1.88  a  share  in  2005  and 
$2.15  in  2006,  vs.  2004's  $1.57  Jed 
Gore  of  Sunova  Capital,  which  owns 
4%,  says  Asta's  management,  led  by 
CEO  Stern,  is  "trustworthy  and 
effective."  Asta  was  featured  in  this 
space  a  year  ago  at  18. 

What  Other  Biotechs 
See  in  Bioenvision 

IT'S  "AN  UNDERAPPRECIATED  STORY,"  says  JPMorgan 
Chase.  "Way  undervalued,"  says  CIBC  World  Markets— ; 
George  Soros  owns  14%  of  the  shares.  They  are  referring 
Bioenvision  (BIVN),  a  small  biotech  that  has  yet  to  make 
money.  The  stock  has  fallen  from  11.22  on  Nov.  26  to  5.96  or 
Apr.  20.  Investors  were  disappointed  over  a  rumored  deal  th 
failed  to  materialize.  (When  featured  in  this  column  on  Dec. 
2004,  it  was  at  9.35.)  Bioenvision's  chief 
product,  Clofarabine,  O.K7d  by  the 
Food  &  Drug  Administration  for 
childhood  leukemia,  has  shown  positive 
indications  for  other  hematological  and 
solid-tumor  cancer.  With  anticipated 
European  approval  for  Clofarabine 
coming  soon  and  with  likely  profit- 
ability in  2007,  "we  think  Bioenvision  is 
undervalued  by  several  metrics,"  says 
JPMorgan's  Ronald  Renauld  Jr.,  who 
rates  it  "overweight"  JP  Morgan  has 
done  banking  for  Bioenvision.  Global 
biotech  Genzyme  owns  U.S.  marketing  rights  to  Clofarabine| 
Given  Genzyme's  interest  in  Clofarabine,  many  investors 
expected  it  to  buy  Bioenvision  outright  People  close  to  the 
company  say  that  with  no  deal  in  sight,  other  drugmakers  h: | 
inquired  whether  Bioenvision  is  interested  in  a  merger.  ■ 

IMHUmUWWMIinil  Gene  Marciars  |nside  Wa||  street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  thel 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investmT 
banking  or  other  financial  relationships  with  them. 
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Fresh  thinking  has 

its  place.  An  investors 

portfolio,  for  example. 


o  "cookie  cutter"  approach.  Never  a  "buy  list."  Just  independent  thinking  and 
a  focus  on  long-term  performance.  Visit  www.vankampen.com/shine  or 
1-800-411-9098  and  see  what  Van  Kampen  can  do  for  every  investors  portfolic 


VAN 


KAMPEN    INVESTMENTS 


SHINE 


STOCKS 
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COMMENTARY 

It  was  another  bruiser  of  a  week 
in  the  markets.  Conflicting 
reports  about  whether  inflation 
was  flaring  up  or  benign  sent 
investors  scurrying  for  the  exits 
Despite  good  earnings  results 
from  Caterpillar,  Intel,  and 

United  Technologies,  the  Dow 
Jones  Industrial  Average  lost 
3.8%  for  the  week  ended 

Apr.  20.  Both  the  Nasdaq  and 
the  S&P  500  saw  similar  losses. 

Data:  Bloomberg  financial  Markets.  Reuters 
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NEW  HOME  SALES  Tuesday 
Apr.  26,  8:30  a.m.  EDTb 
March  new  home  sales  are 

rflenn^harereachedanan^l 
ate  of  1.21  million,  from  a  pace  of 

US  million  in  February.  That's  the 

consensus  estimate  of  economists 
surveyed  by  Action  Economics 
DURABLE  GOODS  ORDERS 

Wednesday,  Apr.  27,  830 
a.m.  EDT»  March  durable  goods 

orders  probably  grew  0.3%,  after  a 
February  gain  of  0.5% 


102  I  BusinessWeek 


GROSS  DOMESTIC  PRODUCT 

Thursday,  Apr.  28,  8:30  a.m. 
£L>7»  Real  gross  domestic 

product  most  likely  grew  at  an 
annual  rate  of  3.5%  in  the  first 

quarter.  In  the  final  quarter  of 
2004,  the  economy  expanded  by 
S-8%.  A  record  trade  deficit  in 

February  suggests  net  exports  had 
a  large  negative  effect  on  real  GDP 
growth  for  the  quarter. 

EMPLOYMENT  COST  INDEX 

Friday  Apr.  29,  8:30  a  m 
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EOT  »  Compensation  probably 

rose  0-9%  in  the  first  quarter.  In  the 
fourth  quarter  of  2004,  the  index 

grew  0.7%.  A  majority  of  the  recent 
gains  stem  from  rising  benefits 

costs,  such  as  health  care 
PERSONAL  INCOME  Friday 
Apr.  29,  8:30  a.m.  EDT  » 

Personal  income  very  likely  grew 
U.4%  m  March,  following  a  0.3% 
gain  in  February.  Consumer 

expenditures  probably  expanded 
0.4%,  after  a  0.5%  rise  in  February. 


The  BusinessWeek  production  in 
grew  to  239.2  for  the  week  en 
Apr.  9,  a  10.1%  increase  from 
previous  year.  Before  calculator 
the  four-week  moving  average 
index  jumped  to  240.3. 
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For  the  BW50,  more  investment 
data,  and  the  components 

of  the  production  index  visit 

vww.businessweek.eom/Tnagazine/fextra.t 
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Editorials 


Doing  Religion 
An  Injustice 


THE  U.S.  is  a  nation  where  religion  and 
politics  have  intersected  uneasily. 
Although  the  two  are  officially  separate, 
religious  sentiments  have  repeatedly 
influenced  U.S.  society  at  key  junctures. 
Abolition,  temperance,  the  civil  rights  and  anti-war 
movements,  and  the  ongoing  abortion  debate  all 
have  drawn  heavy  participation  from  foot  soldiers 
of  the  faithful. 

And  Justice  Sunday,  the  Apr.  24  simulcast  to  churches  to 
rally  religious  conservatives  who  want  to  deny  Democrats 
the  ability  to  mount  a  filibuster  barring  votes  on  President 
Bush's  judicial  nominees,  is  no  exception.  But  the  rancor 
surrounding  the  event  has  become  so  unseemly  that  it  raises 
a  vital  question:  After  a  quarter- century  of  arguing  about 
the  growing  impact  of  religion  on  American  politics,  could 
this  intermarriage  with  politics  inadvertently  take  its  toll  on 
religion? 

This  is  no  small  question.  Although  the  Founding 
Fathers  crafted  the  U.S.  as  "one  nation  under  God,"  they 
enshrined  in  the  Constitution  that  there  was  never  to  be  a 
state  religion— and,  by  extension,  no  one  religious  group 
was  to  be  held  in  higher  esteem  than  any  other.  However, 
the  heated  rhetoric  over  Justice  Sunday— some  organizers 


of  the  event  suggested  that  Democrats  were  anti- 
Christian  for  not  supporting  the  Bush  Administration's 
judicial  nominees— suggests  that  more  worldly  forces  ai 
work.  In  this  nasty  tussle  over  the  procedural  workings  V~ 
of  the  U.S.  Senate,  religion  is  being  used  as  a  cudgel  to 
pound  opponents  who,  like  all  citizens,  should  be  free  to 

voice  their  opinions  without 
(rV|H  ic|-»V  being  demonized. 

To  be  sure,  Americans  of  far 
have  long  been  active  in  the 
political  arena  concerning 
matters  that  affected  their  beliel 
But  even  in  the  mid-19th  centu 
another  time  of  strong 
evangelical  fervor  in  the  U.S., 
these  religious  interests  often 
worked  outside  the  political 
establishment. 

No  more.  Aided  heavily  by  th 
growing  number  of  U.S. 
evangelicals,  the  increased  power  of  religious  groups,  and 
the  GOP's  courting  of  evangelicals,  religious  interests  toda 
are  firmly  on  the  inside. 

But  God  isn't  supposed  to  be  Blue  State  or  Red  State. 
Turning  Justice  Sunday  or  any  political  issue  into  a  kind  c 
holy- vs. -heathen  debate  ultimately  cheapens  religion  and 
weakens  its  power  to  transform  and  uplift. 

The  religious  community  should  remain  involved;  that's 
the  right  and  responsibility  of  every  American.  But  what 
makes  religion  so  potent  is  its  ability  to  cross  divisions  like 
racial,  regional— and  party— lines.  So  when  religion  is  used 
the  exclusionary  manner  we're  increasingly  seeing  in 
some  political  quarters,  it  just  seems  like  divide-and-conqu  i 
politics  as  usual. 


isn't 
supposed 
to  be 
Red  State 
or  Blue 
State 
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A  Little  Logic, 
Mr.  Putin 


IT'S  A  PRETTY  COMPELLING  story:  Russia's 
President  Putin  is  clamping  down.  He's 
reasserting  the  state's  authority  over  key 
sectors  of  the  economy  while  making  sure  that 
Russia's  prized  national  assets  aren't  gobbled 
up  by  foreigners.  And  if  you  want  to  do  business  in 
Russia,  you  had  better  pay  your  taxes,  too.  Foreign 
investors  may  bicker,  but  there's  a  clear  logic  to  it  all. 

If  only  this  party  line  about  Putin's  rod  of  iron  were  true. 
Foreign  investors  in  Russia  would  at  least  understand  where 
the  Russian  leader  is  coming  from.  No  one  denies  Russia  has 
the  right  to  impose  limits  on  foreign  investment  to  ensure 
strategic  national  interests.  But  closer  inspection  reveals  far 
less  logic  to  Russia's  current  policies.  Instead  of  laying  out  clear 
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rules,  investors  are  told  that  their  capital  is  welcome,  only  to 
discover  at  a  day's  notice  that  they  can't  bid.  New  regulations) 
concerning  investment  in  natural  resources  have  been  vagu 
drafted,  giving  even  more  arbitrary  power  to  bureaucrats, 

Sadly,  this  has  little  to  do  with  central  control,  the  authori 
of  the  state,  Russia's  sovereign  rights,  or  its  national  intere: 
It  smacks  of  chaos.  Russia's  leaders  may  well  believe  that,  wi 
a  strongly  growing  economy  and  large  revenues  from  oil,  tb 
can  dictate  whatever  conditions  they  like  to  foreign  investors) 
Indeed,  recent  foreign  direct  investment  figures  show  that 
foreign  companies  are  keener  than  ever  to  expand  into  Russi 
a  large  and  attractive  market.  Yet  Russia  still  scores  poorly 
when  its  investment  levels  and  returns  are  compared  with 
other  countries.  And  its  growing  wealth  has  been  driven  larg 
by  oil,  a  commodity  that  requires  huge  up -front  investment- 
often  foreign— to  bring  to  market.  This  year,  in  no  small  part 
thanks  to  Russia's  unstable  investment  climate,  Russian  oil 
production  growth  is  forecast  to  plummet  dramatically. 

That  should  be  a  wake-up  call.  Perhaps  when  Russia 
outscores  the  world  economically  it  can  afford  to  thumb  its  m 
at  foreign  capital.  But  as  long  as  its  local  investment  is  low,  its 
economy  overdependent  on  oil,  and  its  international  image  ir 
need  of  a  makeover,  President  Putin  must  fulfill  his  promise  t 
create  "transparent  and  predictable  conditions"  for  business. 
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The  most  precious  asset  is  time.  And  every  day,  we  help  our  clients  make  the  most  of  it.  Because 
we  fake  the  time  to  get  to  know  them,  and  their  needs.  And  then  we  continually  reevaluate 
those  needs  as  things  change.  Using  all  our  resources  to  see  the  opportunities  that  may  lie 
ahead,  as  well  as  the  risks.  So  they  can  make  the  most  of  their  investments,  and  their  time.  If  you'd 
like  to  know  more  about  how  we  can  help  you,  call  1-866-803-5857  or  visit  northernfrust.com. 
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A  CRYSTAL  BALL  MELDED  WITH  A  TACHOMETER 


[Is  how  one  CFO  described  financial  forecasting  &  reporting  from  Hyperion.] 


HYPERION  APPLICATIONS  SUITE 


Get  a  360-degree  view  of  your  business  performance  with  Hyperion  dashboards.  Translate 
data  into  trends,  insights  into  actionable  strategies.  Execute  with  confidence  knowing  your 
numbers  are  in  order  and  your  resources  are  efficiently  allocated.  Hyperion  applications  and 
the  Hyperion  Business  Intelligence  Platform  make  it  possible.  See  it  at  www.hyperion.com 
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D  INVESTING 
ATI  COME  BACK. 


It's  a  fact  of  life  that  life  insurance  and  investing  will  never  be  simple.  But  at 
Genworth  Financial,  we're  doing  what  we  can  to  make  it  less  complicated. 
Whether  it's  life  insurance,  long  term  care  insurance,  or  retirement  income,  we 
can  help  you  make  better  choices.  Because  when  it  comes  to  planning  for  your 
future  and  that  of  your  family,  being  well-informed  is  always  the  smartest  path. 


Genworth 

Financial 

Built  on  GE  Heritage 


INSURANCE        INVESTING        RETIREMENT  INCOME        I        GENWORTH.COM 


Insurance  &  Investment  products  available  from  the  Genworth  Financial  family  of  companies 

including  mutual  funds  and  variable  insurance  products  distributed  by  Capital  Brokerage  Corporation 

Member  NASD  SIPC.     2005  Genworth  Financial.  Inc  All  rights  reserved     GFO3O705 


"I  was  just  not 
thinking  when  I 
signed  my  tax 
return...it  just  got 
confusing. " 

-Ex-Tyco  International 

CEO  Dennis  Kozlowski 

explaining  to  a  jury  why 

forgiven  loans  did  not  appear 

on  his  1999  tax  return 


DITED  BY  CATHERINE  ARNST 
IOCIAL  SECURITY 

OODBYETO 
PRIVATE 
ACCOUNTS? 

FITH  PRESIDENT  George  W. 
ush's  efforts  to  overhaul 
ocial  Security  (page  69)  in 
eep  trouble,  its  fate  now 
ts  with  Senate  Finance 
.ommittee  Chairman  Chuck 
rassley  (R-Iowa).  His  panel 
ill  try  to  draft  a  bill  by 
ummer.  But  Grassley  tells 
BusinessWeek  that  he'll 
bandon  the  President's  goal 
f  private  accounts  if  that's 
/hat  it  takes  to  pass  a 
neasure  that  restores 
nancial  stability  to  the 
ocial  Security  program. 
I'm  hoping  the  Senate  will 
ecide  to  include  personal 
ccounts,"  he  says.  "But  if  it 
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WASHINGTON     doesn't,  the 
in  Apr.  26        solvency 
r°res"  issue  is  very 

^^^  important 

nd  we  should  do  what  we 
an  do." 

He  says  only  a  bipartisan 
neasure  can  clear  the  Senate. 
Jut  no  Democrats  support  the 
iccounts.  And  they're  joined 
n  opposition  by  a  handful  of 
Republicans.  That  leaves 

rassley  at  least  one  vote. 

-Howard  Gleckman 


HAPPY  RETURNS 


IPO  Pals'  Payoff 


THE  DOT-COM  bust  seemingly 
ended  the  practice  of  private 
companies  selling  early-stage 
shares  to  executives  of 
customers  and  partners, 
allowing  them  to  make  a 
bundle  when  they  sell  the 
shares  after  an  initial  public 
offering.  But  salesforce.com  is 
bringing  it  back  to  life. 

Salesforce,  a  maker  of 
sales-management  software, 
was  one  of  the  hottest  IPOs  in 
2004.  According  to  Securities 
&  Exchange  Commission 
filings,  it  sold  pre-offering 
shares  to  key  executives  at 
business  partners  BEA  Systems 
and  Microsoft  and  to  Japanese 
customer  Macnica.  They,  in 
turn,  filed  to  sell  the  stock 
post-IPO  for  a  total  of  more 
than  $1  million. 


The  practice  is  legal,  but 
governance  experts  say  it 
raises  questions  about  whether 
recipients  are  acting  in  the 
interest  of  their  employers  or 
their  personal  portfolios. 
Salesforce  had  no  comment. 

On  Feb.  23  former  BEA 

FAT  CATS 


FRIENDLY       ChiefArchitect 
Salesforce    Adam  Bosworth 
CEO  Marc     fled  to  sell 
Benioff  49,791  shares  of 

salesforce  stock 
worth  more  than  $770,000. 
The  year  before,  Bosworth 
promoted  BEA's  alliance  with 
salesforce  in  a  press  release 
and  spoke  at  a  salesforce 
event.  Bosworth,  now  vice- 
president  for  engineering  at 
Google,  declined  to  comment. 
David  Vaskevitch,  chief  tech- 
nical officer  at  Microsoft,  gave 
a  speech  at  the  same  confer- 
ence. On  Dec.  22, 2004,  he 
filed  to  sell  10,000  shares  for 
more  than  $160,000.  Vask- 
evitch says  his  investment  was 
a  personal  matter,  while 
Microsoft  says  it  is  unaware  of 
the  salesforce  investment 
falling  outside  its  own 
guidelines.  A  spokesman  for 
Macnica's  Haruki  Kamiyama 
says  he  was  unaware  that  any 
of  the  company's  divisions 
were  salesforce  customers  and 
his  allocation  had  nothing  to 
do  with  the  relationship. 

The  price  of  the  pre-IPO 
options  is  not  available,  but 
options  granted  salesforce 
execs  in  early  2004  were 
valued  at  $8  each.  The 
company  went  public  at  $11. 
-Ben  Elgin 


TOO  COZY?  Salesforce.com  sold  pre-IPO  stock 
to  key  execs  at  its  partners  and  customers. 
Here  are  a  few  of  those  privileged  early  buyers: 


NO.  OF  SHARES     FILED  TO  SELL 


VALUE 


ADAM  BOSWORTH/    „->„«„    FEB.  15 
BEA  SYSTEMS  49,791   &  FEB.  23 

DAVID  VASKEVITCH/  mg%  ---   DEC.  22, 

microsoft  10,000  2004 

harukTkamiyama^1 

MACNICA 


4  0  1TO  DEC.  21 2004/ 
12,773  MAR.  24 


$770,000 
$160,000 
$200,000 


Data:  Yahoo1  Finance 
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AFTER  9/11 

BLINDERS  FOR 
THOSE  EYES 
IN  THE  SKY 

YOU'LL  BE  WOWED  by  a  new 

feature  from  search  engine 
Google  that  offers  a  detailed 
satellite  picture  of  the  real 


THE  estate  at  any 

PENTAGON     street  address  in 
Clear  the  U.S.  just  by 

"™zge  typing  it  into 

Google  search, 
retrieving  the  map,  and  then 
clicking  on  satellite.  What  the 
new  service  also  exposes  is  the 
lack  of  a  consistent  national- 
security  policy  when  it  comes 
to  such  images. 

Type  in  1600  Pennsylvania 
Ave.,  and  you  get  a  carefully 
edited  image  that  blots  out  the 
White  House.  Same  with  the 
U.S.  Capitol  and  the  Vice- 
President's  residence— only 
they're  pixelated  out  of  focus. 
But  you  can  get  a  satellite 
picture  of  CIA  headquarters  so 
sharp  that  you  can  count  the 
cars  in  the  parking  lot.  And  no 
problem  getting  an  overhead 
view  of  the  Pentagon. 

Why  the  inconsistent 
cloaking?  It's  up  to  the 
individual  agencies 
responsible  for  security  to 
decide  what  can  be  viewed. 
"There  isn't  a  consistent 
national  policy,"  says  Mark 
Naftzger,  with  the  U.S. 
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Geological  Survey,  which  pro- 
duced the  images  that  made 
their  way  through  private 
suppliers  and  onto  Google's 
service.  "The  Secret  Service 
demanded  that  those  features 
be  blurred,"  he  says.  Naftzger 
says  unedited  pictures  of  mili- 
tary installations  are  available. 
A  Defense  Dept.  official  says: 
"From  a  military  analysis 
perspective,  [a 
satellite  picture 
is]  just  a  post 
card.  It's  not 
militarily 
significant" 

Using  the  new 
Google  tool,  you 
can  pull  up  a 
clear  image  of 
Area  51  in  the 
Nevada  desert, 
which  the  U.S. 
government  has 
long  denied  even 
existed.  Although 
UFO  buffs  may 
believe  the  military  works  on 
flying  saucers  there,  no  aliens 
are  visible.        -Eamonjavers 


ROCK  OF  AGES 

COOL  FOR  CHRIST.  God 

rocks.  So  say  Trinity, 

Melody,  and  - 

Harmony,  the  three 

pious,  rock-star 

characters  soon 

to  be  plastered 

over  everything 

from  dolls  to 

room  decor.  In 

January,  2006, 

G  Studios  in 

Newport  Beach,  Calif., 

will  launch  the  "Chosen 

Girls"  to  promote  Christianity's  coolness  to 

tweens.  They'll  join  0ne2Believe's  new 

"Messengers  of  Faith"  talking  Bible  character 

dolls,  which  begin  selling  this  month.  Big  sale 

are  not  far-fetched.  Veggie  Tales— a  series  of 

animated  vegetable  cartoons  that  teach  kids 

about  Christian  values-has  sold  40  million 

copies  since  1994.  -Jessica  Thacht 


T-Mobile  HotSpot.  Hyatt's  newest  amenity. 


Now  that  Hyatt  is  partnered  with  T-Mobile  HotSpot,  you  can  access  the  Internet,  e-mail  and  download  wirelessly  with  a 
fast  Wi-Fi  connection.  It's  available  at  participating  Hyatt  Hotels  &  Resorts*  and  thousands  of  other  locations,  including 
Starbucks,  FedEx  Kinko's"  and  select  airports.  Visit  t-mobile.com/hotspot/hyatt  or  call  877-822-SPOT  (7768)  for  details. 


H*A*J 


HOTELS  &  RESORTS 


T  ■  -Mobile 
HotSpi 


ft" 


idemark  of  Deutsche  Telekom  AG. 
2005  T-Mob:!>  owners. 


NONPROFIT 
DRUGS FOR 
THE POOR 

Victoria  Hale  scours  the  globe 
for  promising  drugs  that 
universities  and  drugmakers 
have  discarded  because  they 
see  little  profit  in  developing 
them.  "You  just  can't  build  a 
good  business  market  for 
some  diseases,"  she  notes. 

But  Hale,  44,  doesn't 
worry  about  markets.  She 
runs  OneWorld  Health,  the 
world's  only  nonprofit 
pharmaceutical  company  to 
market  drugs  to  the 
developing  world.  Five  years 
after  launching  OneWorld, 
Hale  is  completing  trials  for 
its  first  drug,  an  antibiotic  for 
patients  who  contract  deadly 
black  fever  from  sandfly 
bites-nearly  1.5  million  of 
the  world's  poor  each  year. 

Now,  with  $46  million  from 
the  Bill  &Melinda  Gates 
Foundation,  the  San 
Francisco  group  is  helping  to 
develop  a  malaria  drug  that 
will  sell  for  less  than  a  dollar 
a  dose.  With  three  promising 
drugs  in  the  pipeline,  Hale 
hopes  that  OneWorld  will 
soon  be  able  to  pay  its 
own  way.         -Jessi  Hempel 


Front 


TECH  WRECK 

FOR  BIG  BLUE, 
A  MATTER  OF 
SOME  GRAVITY 

IBM  STARTED  OFF  the  year  with 
a  strategy  aimed  at  "lowering 
the  center  of  gravity."  The 
idea  was  to  revamp  the 
330,000-person  staff  to 
reduce  costs,  shift  work  to 
lower-cost  countries,  and 
strip  out  bureaucracy.  So  far, 
the  program  has  mainly 
lowered  employee  morale. 

Workers  in  Western 
Europe  are  up  in  arms  over 
job  cuts.  More  than  2,000  are 
likely  to  lose  their  jobs  in 
France,  Germany,  and 
Sweden.  On  Apr.  26,  some 


820.707 
MILES 


IN  GERMANY  600  union 
Labor  lowers  employees 
the  boom  rallied  outside 

^^^  IBM'S 

German  headquarters  in 
Stuttgart,  and  more  protests 
are  planned  in  France. 
"People  are  angry  about  how 
this  is  being  done,"  says 
Gerhard  Rohde,  a  director  at 
Switzerland's  Union  Network 
International,  a  labor 
coordinating  group. 

The  company,  which 
wouldn't  comment  for  this 
story,  is  wooing  shareholders 
with  a  $5  billion  stock 
buyback  and  an  11%  dividend 
increase.  It's  also  hinting  at  a 
major  restructuring  charge 
for  the  cuts— which  analysts 
estimate  at  10,000  jobs. 

-Steve  Hamm 


FEDERAL 
FOLLIES 

STAIRWAY  TO  HELL 

Want  a  clearer 
picture  of  how  much 
money  the  U.S.  owes 
its  creditors?  So  far 
in  2005  the  total  is 
almost  $8  trillion.  If 
you  stacked  that 
many  dollar  bills  on 
top  of  one  another, 
the  pile  would  reach 
nearly 821,000 
miles  into  space- 
372  times  the 
distance  from  the 
earth  to  the  moon. 


239.000 

MILES  TO 

THE  MOON 


GROSS 

FEDERAL  DEBT 
AS  OF  MAY,  2005 


ONE  FOOT=  $1,800 
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Get  noticed. 


Get  your  point  across. 


Get  your  documents  read. 


Get  your  ideas  remembered. 


Get  the  impact  you  need. 


Get  color  affordably. 


Get  it  done. 


For  world-class  document  management  solutions  right  in  your  neighborhood, 
call  your  Gestetner  dealer  today,  or  log  onto  www.gestetnerusa.com. 


Gestetner  gets  it  done 


Voices  of  Innovation 


On  the  Trail  of 
Disease  Genes 


WHEN  DR.  FRANCIS  S.  COLLINS  was  a 

hotshot  gene  hunter  at  the  University  of 
Michigan  in  the  1980s  and  early  '90s, 
his  team  of  researchers  used  to  add  a 
decal  to  his  motorcycle  helmet  each  time 
they  bagged  another  gene.  Now,  even 
though  the  55-year-old  scientist  has 
weighty  responsibilities  as  leader  of  the 

Human  Genome  project  and  head  of  the  National  Human 
Genome  Research  Institute,  he  keeps  on  nabbing  important 
new  genes.  His  latest:  a  genetic  variation  that  helps  explain 
why  some  people  are  more  likely  than  others  to  get  diabetes. 

Collins  still  enjoys  riding  his  motorcycle  and  being  a  hands- 
on  gene  sleuth.  But  what's  "really  gratifying,"  he  says,  is  that 
the  latest  find  is  merely  one  example  of  an 
outpouring  of  new  knowledge  about  biology 
and  disease.  The  discoveries  are  being  made 
possible  by  visionary  projects  spearheaded  by 
Collins  and  his  institute  following  the  success 
of  the  earlier  effort  to  read  the  entire  human 
genetic  code.  The  Human  Genome  project  was 
"creating  the  foundation,"  Collins  says.  "Now  it 
is  time  to  put  the  rest  of  the  building  together." 

Knowing  all  three  billion  "letters"  of  one 
person's  DNA  won't  reveal  whether  she  is 
susceptible  to  heart  disease  or  Alzheimer's.  To       ^^^^mh 
comprehend  disease  risks,  "the  one-tenth  of 
one  percent  of  DNA  that  differs  between  people  is  something 
you  want  to  understand  in  great  detail,"  Collins  says.  So  it's 
necessary  to  compare  the  genomes  of  different  people.  But  it's 
too  big  a  task  to  search  all  the  millions  of  DNA  differences. 

As  one  architect  of  the  grand  building  plan,  Collins  helped 
launch  an  effort  to  figure  out  how  the  DNA  variations  are 
related,  so  researchers  can  search  fewer  of  them.  "It's  a 
fantastic  shortcut,"  he  says.  Among  the  first  fruits— in  addition 
to  the  diabetes  gene— is  the  discovery  of  an  immune-system 
gene  playing  a  role  in  macular  degeneration,  the  leading  cause 
of  blindness  in  the  elderly.  "That  is  one  of  the  early  home  runs, 
and  it  presages  a  lot  more  to  come,"  says  Collins. 

Another  part  of  the  vision  is  painstakingly  reading 
thousands  of  entire  genetic  codes.  "If  I've  learned  anything 
in  the  last  15  years  working  on  the  genome  project,  it  is  that 
you  shouldn't  settle  for  the  20,000-foot  view  if  you  can  get 
down  and  look  at  every  blade  of  grass,"  he  says.  To 


Collins  is 
leading  the 
search  for  DNA 
variations  that 
can  result  in 
illnesses 


understand  cancer,  he's  seeking  funding  to 
sequence  the  DNA  of  250  tumors  from  each  of 
50  types  of  cancer.  "That' s  basically  12,500 
genome  projects,"  he  says.  "It  seems  wildly 
ambitious.  But  it's  achievable."  The  payoff: 
uncovering  the  biological  pathways  that  make 
cells  malignant. 

These  projects  are  changing  the  way  science 
is  done.  Collins  believes  gene-sequencing  costs 
are  poised  to  drop  by  at  least  a  factor  of  10. 
And  the  National  Institutes  of  Health  is  setting 
■  up  centers  to  screen  half  a  million  chemicals  in 

every  biological  test  scientists  can  dream  up, 
determining  which  can  halt  an  autoimmune  reaction,  slow 
tumor  growth,  reverse  heart  disease,  or  alter  other  biological 
systems.  The  database  will  be  a  vast  lode  of  information  that 
any  researcher  in  the  world  could  mine. 

These  efforts  will  bring  an  unprecedented  look  at  the 
genetic  hand  each  of  us  has  been  dealt.  "You  or  I  should  be 
able  to  have  our  genomes  sequenced  for  $1,000  or  less 
within  10  years,"  Collins  says.  Each  of  us  may  then  be  able 
to  tailor  lifestyles  or  drug  regimens  to  boost  the  chances  of 
long,  healthy  life.  Turning  this  grand  scenario  into  reality  is 
the  most  important  task  Collins  can  imagine.  "This  is  the 
most  compelling  opportunity  we  have  to  change  the 
equation  of  ourselves  vs.  disease."  ■ 

-By  John  Carey 


BusinessWeek  online 


For  an  extended  Q&A  with  Francis  Collins,  go 
to  www.businessweek.com/extras. 
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powereaDycisco. 

restlessness 


Cubicles  in  the  form  of  wide-open  spaces. 

Corner  offices  that  look  like  company  cafeterias. 
No  matter  where  you  wander  to  find  inspiration, 
the  wireless,  self-defending  networks  of  Cisco 
let  you  access  the  office  anytime,  anywhere. 
Learn  how  Cisco  is  helping  change  business  at 
cisco.com/poweredby. 


:*fc-.«L- 


Cisco  Systems 


Readers  Report 


BusinessWeek 


EDITOR-IN-CHIEF:  Stephen  J.  Adler 

MANAGING  EDITOR:  Mark  Morrison 

ASSISTANT  MANAGING  EDITORS: 

Joyce  Barnathan,  Frank  J.  Comes,  Robert  J.  Dowling,  Kathy  Rebello 

ART  DIRECTOR:  Malcolm  Frouman 

CHIEF  OF  CORRESPONDENTS:  James  E.  Ellis 

PRODUCT  DEVELOPMENT  DIRECTOR:  Bob  Arnold 

EDITORIAL  PAGE  EDITOR:  Bruce  Nussbaum 

CHIEF  ECONOMIST:  Michael  J.  Mandel 

SENIOR  EDITORS:  James  C.  Cooper  (Bus.  Outlook).  Peter  Elstrom. 

Neil  Gross,  Mary  Kuntz.  Jeffrey  M.  Laderman,  Christopher  Power, 

jane  A.  Sasseen,  Ciro  Scotti,  John  Templeman,  Lee  Walczak 

(Washington),  Elizabeth  Weiner 

SENIOR  WRITERS:  Catherine  Arnst.  Stephen  Baker,  Robert  Barker,  Aaron 

Bernstein,  Anthony  Bianco.  Diane  Brady.  Nanette  Byrnes,  Mike  France. 

Steve  Hamm,  David  Henry,  Gene  G.  Marcial,  Otis  Port,  Marcia  Vickers 

ECONOMICS:  Peter  Coy  (Economics  ed.).  Kathleen  Madigan  (Bus.  Outlook 

ed.).  James  Mehring.  Seymour  Zucker  (Sc  contributing  ed.).  Christopher 

Farrell  (Contributing  ed.) 

INTERNATIONAL  Patricia  Kranz  (European  Edition  ed.);  Michael  S.  Serrill 

(Sr.  ed.):  David  Rocks  (Sr.  news  ed.);  Pete  Engardio,  Rose  Brady  (Sr. 

writers);  Cristina  Undblad  (Europe),  Chester  Dawson  (Finance) 

ASSOCIATE  EDITORS:  Robin  Ajello.  Susan  Bert ield.  Dan  Beucke,  Michelle 

Conlin,  Amy  Dunkin,  JHardy  Green,  Toddi  Gutner,  John  Koppisch,  Tom 

Lowry.  Ira  Sager,  Eric  Schine,  Anne  Tergesen,  Emily  Thornton 

PICTURE  EDITOR:  Larry  Lippmann 

MANAGING  ART  DIRECTOR:  Jay  Petrow 

SENIOR  ART  DIRECTOR:  Steven  Taylor 

INTERNATIONAL  ART  DIRECTOR:  Christine  Silver 

MULTIMEDIA  PRODUCTION  DIRECTOR:  James  Leone 

SMALL  BUSINESS  EDITOR:  Kimberly  Weisul,  Susan  Price  (Assoc.) 

DEPARTMENT  EDITORS:  B-Schools:  Jennifer  Merritt.  Computers:  Spencer 

E.  Ante.  Corporate  Strategies:  Brian  Hindo.  E-Business:  Timothy  J. 

Mullaney.  Finance  &  Banking:  Mara  Der  Hovanesian.  Industries:  Adam 

Aston.  Internet:  Heather  Green.  Management:  Louis  Lavelle.  Marketing: 

David  Kiley.  Personal  Business:  Carol  Marie  Cropper,  Lauren  Young. 

Science:  Arlene  Weintraub.  Scoreboards:  Frederick  F.  Jespersen. 

CONTRIBUTING  EDITORS:  Mark  Hyman  (Sports  Business) 

STAFF  EDITOR:  Jessi  Hempel 

COPY  EDITORS:  Prudence  Crowther,  Harry  Maurer,  Marc  Miller,  Jim  Taibi 

(Deputy  chiets);  Aleta  Davies.  David  Pengilly,  Doug  Royalty  (Sr.);  Monica 

Gagnier,  Joy  Katz.  Barry  Maggs,  Anne  Newman,  Lourdes  Valeriana 

Researchers:  Maria  Chapin,  Gail  Fowler.  Aida  Rosario 

PRODUCTION  COPY  EDITORS:  Larry  Dark  (Chief);  Ce'line  Keating, 

Robert  J.  Rosenberg  (Deputy  chiets);  Alethea  Black,  Sarah  B.  Davis. 

Robert  S.  Norman.  David  Purcell,  Victoria  Rubin 

ART:  Don  Besom,  Alice  Cheung,  Jamie  Elsis.  Gary  Falkenstern,  Edith 

Gutierrez,  Ron  Plyman  (Assoc,  dirs.);  Annie  Russinof  (Assf.).  Graphics: 

Joan  Danaher  (Director);  Rob  Doyle  (Deputy  dir.):  Laurel  Daunis-Allen, 

Joe  Calviello,  Alberto  Mena.  David  Rudes,  Ray  Vella;  Eric  Hoffmann. 

Multimedia  Production:  Alan  Bomzer  (Assf.  mgr.),  Neal  Fontana.  Rich 

Michiel,  Joseph  Rhames,  Shakena  Thornton,  Adam  Wiesen 

PHOTO  EDITORS:  Scott  Mlyn,  Ronnie  Weil  (Deputies);  Kathleen  Moore, 

Andrew  Popper  (Sr);  Anne  DAprix,  Sarah  Greenberg  Morse  (Assoc); 

Mindy  Katzman  (Assf.);  M.  Margarita  Eiroa  (Traffic  mgr.);  Burte  Hughes, 

Lori  Perbeck  (Researchers) 

EDITORIAL  OPERATIONS:  Susan  Fingerhut  (Director);  Ken  Machlin- 

Lockwood  (Mgr).  Karen  Butcher.  Francisco  Cardoza,  Thomas  R.  Dowd, 

Stephen  R.  Lebron,  Peter  K.  Niceberg,  Jane  M.  Perkinson,  Karen  Turok, 

Use  V.  Walton  (Edit  map  mgr).  Mark  Lang 

EDITORIAL  TECHNOLOGY:  Y  Steve  Ben-Ari.  Yo-Lynn  Hagood,  Steven 

McCarthy,  Craig  Sturgis.  Mauro  Vaisman 

ONLINE:  Michael  Mercuno  (Managing,  ed.).  Douglas  Harbrecht  (Executive 

ed.),  Arthur  Eves  (Creative  dir).  Martin  Keohan  (Content  dir),  A.Peter 

Clem,  John  A.  Dierdorff,  John  Johnsrud;  Will  Andrews,  Jaime  Beauchamp, 

Beth  Belton  (News  ed.),  Roger  Franklin,  Pallavi  Gogoi,  Burt  Helm,  John 

Howell,  Jim  Kerstetter,  O.lga  Khanf,  June  Kim,  B.  Kite,  Matt  Kopit,  Rod  Kurtz, 

James  Kute,  Sarah  Lacy.'Karyn  McCormack,  Justin  McLean.  Tzyh  Ng, 

Patricia  O'Connell,  Stacy  Perman,  Steve  Rosenbush,  Jessica  Sanders. 

Amey  Stone,  Amy  Tsao,  Kathy  Vuksanaj 

CORRESPONDENTS:  Atlanta:  Dean  Foust  (Mgr),  Brian  Grow. 

Boston:  William  C.  Symonds  (Mgr);  Aaron  Pressman  Chicago: 

Joseph  Weber  (Mgr),  Roger  0.  Crockett  (Deputy  mgr.),  Michael  Amdt 

(Sr  correspondent),  Robert  Berner,  Adrienne  Carter.  Dallas:  Wendy 

Zellner  (Mgr),  Andrew  Park.  Detroit  David  Welch  (Mgr),  Kathleen  Kerwin 

(Sr  correspondent).  Los  Angeles:  Ronald  Grover  (Mgr);  Larry  Armstrong, 

Christopher  Palmeri  (Sr  correspondents).  Philadelphia:  Amy  Barrett 

(Mgr).  Seattle:  Jay  Greene  (Mgr),  Stanley  Holmes.  Silicon  Valley:  Robert 

D.  Hof  (Mgr),  Peter  Burrows  (Computer  ed.).  Cliff  Edwards,  Ben  Elgin. 

Justin  Hibbard,  Louise  Lee.  Washington:  Mike  McNamee  (Deputy  mgr.). 

Richard  S.  Dunham  (Washington  Outlook  ed.);  Rich  Miller  (Sr  writer); 

John  Carey,  Howard  Gleckman  (Sr.  correspondents);  Amy  Borrus,  Stan 

Crock,  Eamon  Javers.  Paul  Magnusson,  Stephen  H.  Wildstrom  (Tech.  & 

You).  Lorraine  Woellert.  Catherine  Yang.  Beijing:  Dexter  Roberts  (Mgr). 

Bombay:  Manjeet  Kripalani  (Mgr).  Frankfurt:  Jack  Ewing  (Mgr),  Gail 

Edmondson  (Sr  correspondent)  Hong  Kong:  Brian  Bremner  (Mgr), 

Frederik  Balfour.  Bruce  Einhorn.  London:  Stanley  Reed  (Mgr),  Kerry 

Capell.  Laura  Cohn.  Mexico  City:  Gen  Smith  (Mgr).  Moscow:  Jason  Bush. 

Paris:  Carol  Matlack,  Andy  Reinhardt.  Seoul:  Moon  Ihlwan.  Tokyo:  Ian 

Rowley. 

EDITORIAL  SERVICES:  Broadcasting:  Ray  Hoffman  Business  Manager: 

Barbara  Boynton.  Communications:  Kimberley  Quinn  (Director), 

Heather  Carpenter.  Information  Services:  Jamie  B.  Russell  (Director), 

Susann  Rutledge  (Deputy  mgr).  John  Cady  (Technology  mgr),  Fred 

Katzenberg,  David  Polek,  Susan  Zegel.  Office  Managers:  Roselyn  Kopit. 

Gloria  Kassabian  (Washington).  Readers  Report:  Yvette  Hernandez. 

Reprint  Permission:  Nancy  Johnson  Special  Asst.  to  Editor-in-Chief: 

Christine  Summerson 


A  large  number  of  young 
faculty  teaching  MBA 
courses  could  not  get 
admitted  into  [their  own] 
MBA  programs." 

-Mike  Uretsky 


BusinessWeek 


BEYOND  I 


New  York 


BUSINESS  SCHOOLS:  SECONDING 
THE  NO-CONFIDENCE  VOTE 

UNTIL  CORPORATE  America's  fascina- 
tion with  soft  skills  wanes,  MBA  programs 
should  expect  more  cold  shoulders  from 
applicants  and  recruiters  alike  ("MBA  ap- 
plicants are  MIA,"  News:  Analysis  & 
Commentary,  Apr.  18).  As  their  entire 
evaluation  methodology  (GMAT  scores, 
graded  coursework,  etc.)  is  predicated  on 
an  objective  analysis  of  students'  knowl- 
edge of  the  course  material,  it  is  impossi- 
ble for  today's  business  schools  to  consis- 
tently gauge  one's  proficiency  in  the  soft 
skills  currently  demanded  by  recruiters. 

An  analysis  of  one's  management 
style,  innovativeness,  or  creativity  is 
simply  too  subjective  to  warrant  wide- 
spread inclusion  in  the  grading  process. 
Consequently,  until  companies  can 
know  with  some  certainty  what  soft  tal- 
ents a  graduate  has,  they  will  be  unwill- 
ing to  pay  the  MBA  premium  previously 
enjoyed  during  the  heyday  of  Six  Sigma 
and  other  strictly  analytical  manage- 
ment processes.  Instead,  companies  will 
continue  to  invest  in  internal  manage- 
ment-development programs. 

-Win  Lippincott 
Bryn  Mawr,  Pa. 


YOUR  EXCELLENT  article  is  right  on  taj 
get.  It  does,  however,  miss  a  critical  aspe 
of  the  problem:  Few,  if  any,  of  our  yoi 
faculty  have  any  meaningful  business  ei 
perience.  At  the  same  time,  we  requii 
that  MBA  applicants  have  at  least  sever! 
years  of  good  business  experience  prior  I 
admission.  The  corollary  is  that  a  lara 
number  of  young  faculty  teaching  ME| 
courses  could  not  get  admitted  into 
MBA  programs  in  which  they  are  teac 
ing.  Would  you  take  a  surgery  coi 
from  a  professor  who  lacks  substantia 
operating  room  experience? 

-Mike  Uret 

Professor,  Stern  School  ofBusir 

New  York  Universi 

NewYo 

YOUR  ARTICLE  encapsulates  many  oft 
ideas  that  motivated  my  decision  (as  w^ 
as  the  decisions  made  by  several  of 
American  classmates)  to  opt  instead  fo^ 
specialized  degree— a  master's  in  real 
tate  management  (a  one-year  progra 
from  Royal  Institute  of  Technology 
Stockholm. 

I  had  worked  for  an  investment  b£ 
a  consulting  firm,  and  a  startup  and 
considering  top -tier  business  schoc 
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'HEN  THE  INFORMATION  NEVER  STOPS,  NOTHING  CAN  STOP  YOUR  BUSINESS. 


Dusiness,  keeping  people  and  information  connected  is  critical  to 
)ing  customers  satisfied.  And  yet,  at  any  given  moment,  any 

iber  of  events  can  easily  derail  that  connection.  That's  why  you 
a  company  like  SunGard  on  your  side.  Our  Information 

liability  solutions  provide  redundant  systems  and  networks  at  over 
70  secure  facilities  worldwide  to  make  sure  your  customers, 
employees  and  suppliers  stay  connected  24/7.  And  at  the  same  time 
keep  your  IT  staff  in  complete  control  of  your  data  and  applications. 
So  while  you're  busy  running  your  business,  we're  busy  making  sure 
your  business  is  up  and  running.  No  matter  what. 


For  years,  companies  have  trusted  SunGard  to  restore  their  IT  systems 
when  something  went  wrong.  So  it's  not  surprising  that  today 
companies  are  turning  to  us  to  mitigate  risk  and  make  sure  they  never 
go  down  in  the  first  place.  To  learn  more  about  Information 
Availability  and  how  we  can  save  your  company  on  average  25%*  visit 
www.availability.sungard.com  or  call  1-800-468-7483. 


SUNGARD 

Availability  Services 


Keeping  People 
and  Information 
Connected^ 


'Potential  savings  based  on  IDC  White  Paper.  Ensuring  Information  Availability:  Aligning  Customer 
Needs  with  an  Optimal  Investment  Strategy. 


Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

"When  patients  say:  Don't  ban  my  drug" 
(News:  Analysis  &  Commentary,  Apr.  25) 
should  have  noted  that  while  the  Food  & 
Drug  Administration  decided  that  Merck  & 
Co.'s  Vioxx  could  return  to  the  market  after 
the  company  voluntarily  withdrew  it  last 
September,  Merck  is  not  reintroducing  the 
drug  at  this  time. 

In  "At  last,  a  phone  that  takes  dictation" 
(Technology  &  You,  May  2),  the  Samsung 
SGH-p207  phone  is  available  from  Cingular 
Wireless  for  $80  with  a  two-year  contract, 
not  $200. 


However,  upon  further  investigation  of 
the  costs  and  benefits  of  studying  in  the 
U.S.  vs.  Europe,  I  chose  the  latter. 

-SholaAbidoye 
Stockholm 

WHAT  I  FOUND  lacking  in  your  MBA 
article  was  commentary  about  why  tu- 
ition costs  have  been  rising  at  rates 
well  above  inflation  and  what,  if  any- 
thing, top  universities  are  doing  to  ad- 
dress this  issue. 

A  55%  increase  over  six  years  trans- 
lates to  a  compounded  annual  hike  of 
7.6%.  That  is  way  too  high.  The  business 
world  (the  customers  for  the  universities' 
"products")  that  hires  MBA  graduates 
would  not  tolerate  cost  increases  of  this 
magnitude.  Universities  need  to  control 
these  costs. 

-R.  Clay  Jackson 
San  Francisco 

DESPITE  HAVING  been  ranked  by  Busi- 
nessWeek as  one  of  the  Top  10  where  re- 
cruiters find  "the  best  and  the  brightest" 
grads  with  global  scope,  Thunderbird,  the 
Garvin  School  of  International  Manage- 
ment, was  absent  in  your  editorial  "B- 
Schools  for  the  21st  century"  (Editorials, 
Apr.  18)  on  the  curriculum  for  the  21st 
century.  Thunderbird,  aside  from  teach- 
ing the  traditional  analytical  courses- 
accounting,  finance,  and  marketing- 
requires  its  students  to  enroll  in  cross-cul- 
tural communications  courses. 

Indeed,  the  entire  Thunderbird  cur- 
riculum is  a  course  in  cross-cultural 
communications.  Students  choose  an 
area  of  global  expertise  as  well  as  working 
in  cross-functional  and  multinational 
teams  in  virtually  every  course. 

-Samuel  Cowley 
Glendale,  Ariz. 
Editor's  Note:  The  writer  is  a  student  at 
Thunderbird. 
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A  TO-DO  LIST 
FOR  THE  NEW  POPE 

THE  HEADLINE  "The  Church's  chal- 
lenges" (International  Business,  Apr.  18) 
could  not  be  more  appropriate.  The  next 
Pope  will  face  the  difficult  task  of  re- 
affirming the  Church's  positions  on  di- 
vorce, birth  control,  homosexuality,  cel- 
ibacy, and  the  ordination  of  women.  The 
Church's  finances  and  its  shortage  of 
priests  will  certainly  be  addressed  by  the 
new  pontiff,  but  these  problems  will  not 
be  solved  in  the  short  run. 

Last  but  not  least,  the  new  Pope  must 
not  relent  in  continuing  the  work  of  his 
predecessor  in  condemning  pedophilia. 
Acting  vigorously  against  pedophile 
priests  will  help  restore  the  prestige  of  the 
Catholic  Church  as  an  institution  that  is 
concerned  with  the  salvation  of  souls— 
and  also  with  human  dignity. 

-Jose  Thomaz  Gama  da  Silva 
Belo  Horizonte,  Brazil 

AS  A  LITURGICAL  music  director  and  re- 
tired marketer,  I  applaud  your  excellent 
article  pinpointing  key  challenges  for  the 
next  leader  of  the  Roman  Catholic 
Church.  John  Paul  II's  success  in  expand- 
ing awareness  of  the  Catholic  Church  is 
evident  from  the  increase  in  membership 
worldwide  during  his  tenure.  Even  the 
critique  of  John  Paul  II's  focus  on  the  de- 
tails of  liturgy  performance  only  further 
illustrates  his  capabilities  as  a  brand  man- 
ager par  excellence. 

As  a  member  of  the  faithful,  it  is  my 
prayer  that  the  next  leader  be  able  to  "re- 
move the  barriers  in  the  channels  of  dis- 
tribution to  satisfy  customer  needs"  be- 
fore this  newly  created  customer  base 
switches  to  competing  or  generic  Christ- 
ian brands. 

-Krisjohnson 
Granite  Bay,  Calif. 

WHAT  A  REALTOR 
BRINGS  TO  THE  TABLE 

"REAL  ESTATE'S  TURF  war  heats  up" 
(News  Analysis  &  Commentary,  Apr.  18) 
barely  touched  the  surface  of  the  issues 
surrounding  "discount,"  "limited  serv- 
ice," and  other  Internet  real  estate  sales- 
company  terms.  All  quote  low  fees,  but 
elsewhere  on  their  sites  they  point  out 
that  1)  you  may  need  an  attorney  and/or 
title  company  to  complete  your  sale— at 
considerable  additional  cost,  2)  your 
home  may  or  may  not  appear  in  the  local 
Multiple  Listing  Service  (MLS),  greatly 
limiting  exposure  to  potential  buyers, 
and  3)  you  may  need  to  pay  an  addition- 
al commission  of  2%  to  3%  to  the  real  es- 
tate agent  who  sells  your  home.  So  you 


are  paying  for  a  professional  to  represei 
the  buyer,  but  is  anyone  representir 
you?  When  you  start  adding  up  the  ext 
fees,  the  limited  exposure,  and  the  lack 
representation,  are  their  services  real 
a  bargain? 

I  am  a  Realtor.  When  I  list  a  home  f< 
sale  by  one  of  my  clients,  I  am  bound  1 
the  Realtor  Code  of  Ethics.  Fm  there  wht 
they  price  their  home,  when  it  comes  tin 
to  negotiate  over  an  offer,  and  when  u 
foreseen  issues  come  up  throughout  the 
transaction.  I'm  available  to  them  at  nigi 
and  on  weekends,  whether  they  have  a  s 
rious  issue  or  just  want  to  talk.  Your  artic 
suggests  that  traditional  brokers  rely 
government  regulators  for  protectic 
against  the  discounters.  I  believe  that  it; 
the  services  provided  by  myself  and  oth 
Realtors  that  differentiate  us  from  our  oi 
line  competitors. 

-Michael  Rear, 
Denv 
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Four  funds  on  MONEY* 
magazine's  "50  Best"  list. 


MONEY  magazine  chose  fourT.  Rowe  Price  funds  to  be  included  on  the  MONEY  50*  list,  "an  elite 
group  of  proven  funds  you  can  use  to  build  a  rock-solid  portfolio."  MONEY  chose  its  50  "best"  funds 
based  on  low  cost,  management  integrity,  and  a  consistent  investment  approach.* 

At!  Rowe  Price,  we  apply  the  same  disciplined,  long-term  approach  to  all  of  our  funds— while  keeping 
costs  low.  In  fact,  almost  all  of  our  funds  for  individual  investors  have  expense  ratios  below  their  Lipper 
averages.**  And  we  offer  funds  with  no  loads,  commissions,  or  sales  charges.  So  no  matter  which 
T.  Rowe  Price  no-load  fund  you  choose,  you  can  be  confident  that  your  investment  will  go  further. 


As  of  3/31/05  1Year  5Year  10Year 

Blue  Chip  Growth  Fund  (TRBCX)  1.73%  -4.38%  10.24% 

Moderate-risk  approach  to 
long-term  growth  potential 

Equity  Income  Fund  (PRFDX)  12.19%  8.17%  12.05% 

Lower-risk  approach  to 
long-term  growth  potential 

International  Discovery  Fund1  (PRIDX)        16.58%  -2.14%  13.05% 

High-risk  approach  to 
long-term  growth  potential 

New  Era  Fund  (PRNEX)  33.36%  14.42%  12.93% 

Moderate-risk  approach  to 
long-term  growth  potential 

Current  performance  may  be  lower  or  higher  than  the  quoted  past  performance,  which  cannot  guarantee 
future  results.  Share  price,  principal  value,  and  return  will  vary,  and  you  may  have  a  gain  or  loss  when 
you  sell  your  shares.  To  obtain  the  most  recent  month-end  performance,  call  us  or  visit  our  Web  site. 
Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses, 
and  other  information  that  you  should  read  and  consider  carefully  before  investing.  'To  protect  the 
interests  of  long-term  shareholders,  the  fund  charges  a  2%  redemption  fee  on  shares  held  for  three 
months  or  less.  The  performance  information  shown  does  not  reflect  the  deduction  of  the  redemption  fee. 
If  it  did,  the  performance  would  be  lower. 
All  mutual  funds  are  subject  to  market  risk,  including  possible  loss  of  principal. 


Expense 
Ratio 

0.88%2 


0.74%2 


1.32%3 


0.69%2 


To  find  out  which  of  over  90  T.  Rowe  Price  mutual  funds  is  right  for  your  goals  and  tolerance  for 
risk,  call  our  Investment  Guidance  Specialists  or  visit  our  Web  site  today.  And  discover  why  more 
and  more  investors  are  choosing  low-cost T.  Rowe  Price  funds. 


TROWEPRICE.COM/WIUTUALFUNDS 


1-877-872-5480 


T.RoweRice 


INVEST    WITH    CONFIDENCE 

Source:  MONEY  magazine.  The  funds  on  Ihe  MONEY  50"  were  carefully  selected  using  the  collective  experience  and  knowledge  of  the  staff  of  MONEY  magazine.  Some  of  the 
criteria  included  consistent  investment  approach,  solid  performance,  low  expenses,  and  a  history  of  integrity  on  Ihe  part  of  management.  The  ending  dale  for  performance  was  1 2/1 6/04. 
The  publication  dale  of  the  MONEY  article  was  2/05.  MONEY  and  MONEY  50  are  registered  trademarks  of  Time,  Inc.  Used  with  permission.  **114  of  116  funds  (excluding  institutional 
and  bank  institutional  funds  as  defined  by  Lipper)  more  than  six  months  old  had  expense  ratios  below  their  Lipper  averages  based  on  fiscal  year-end  data  available  as  of  3/31/05.  (Source 
for  data:  Lipper  Inc.)  Average  annual  total  return  figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  'As  of  12/31/04.  'As  of  10/31/04. 
T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  MPMON4071299 


Books 


Invasion  of  the  Brain  Snatchers 
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HOT  PROPERTY  The  Stealing  of  Ideas  in  an  Age  of  Globalization 

By  Pat  Choate;  Knopf;  352pp;  $26.95 


For  those  already  worried  about 
America's  eroding  competitiveness  and 
inability  to  stay  at  the  bleeding  edge  of 
innovation,  Pat  Choate's  Hot  Property 
provides  further  cause  for  sleepless 
nights.  This  won't  surprise  readers  who 
recall  Choate's  best-selling  1990  book, 
Agents  of  Influence,  which  argued  that, 

during  the  1980s,  well-orchestrated  Japanese  lobbying  in 
Washington  bested  U.S.  business  every  time.  Others  may 
remember  that  Choate  also  co-authored  Save  Your  Job,  Save 
Our  Country  with  H.  Ross  Perot— and  was  his  -^— ^_ 

running  mate  when  he  ran  for  President  in  1996. 

Happily,  this  latest  book  involves  more  than 
scaremongering.  Yes,  Choate  makes  a  persuasive 
argument  that  the  country's  intellectual  property 
is  getting  plundered  by  pirates,  copyright 
infringers,  counterfeiters,  and  industrial  spies 
and  that  Washington  is  losing  the  battle  to  stop 
such  offenses.  He  warns  that  a  flood  of  fake 
medicines,  aircraft  parts,  CDs,  and  designer 
handbags  is  costing  the  U.S.  hundreds  of  billions 
of  dollars  a  year  in  lost  sales  and  causing  a 
wholesale  evaporation  of  jobs.  Little  of  this  is 
new,  though,  and  to  back  up  his  argument, 
Choate  relies  too  heavily  on  secondary  sources 

What  makes  Hot  Property  fascinating— at  least 
the  first  two-thirds— is  its  look  at  how  new  ideas 
and  attempts  to  protect  them  have  shaped  the  business 
landscape  during  the  past  200  years.  We  learn,  for  instance, 
that  Francis  Cabot  Lowell  built  the  first  U.S.  power  loom  in 
the  early  1800s— after  stealing  the  secret  from  the  British; 
that  just  one  year  after  Eli  Whitney  patented  his  cotton  gin  in 
1794, 9  of  10  machines  in  use  were  pirated,  and  the  inventor 
nearly  went  broke  trying  to  protect  his  patent;  that  Alexander 
Graham  Bell  registered  his  telephone  only  two  hours  before 
another  patent  application  was  submitted.  In  Choate's  deft 
retelling,  it  seems  that  most  of  America's  great  inventors  and 
entrepreneurs,  from  Thomas  A  Edison  to  Herbert  Dow  of 
Dow  Chemical  Co.,  ended  up  in  intellectual-property  battles. 

Equally  absorbing  is  Choate's  discourse  on  how  Germany 
exploited  patents  to  develop  its  industrial  might.  Beginning 
around  the  turn  of  the  20th  century,  its  government  quite 
simply  refused  to  grant  any  patent  protection  to  foreign 
companies  or  to  license  German  technology  to  foreign 
companies,  while  seeking  and  receiving  protection  for  its 
ideas  in  the  U.S.  It  wasn't  until  Franklin  D.  Roosevelt  declared 
war  in  1941  that  the  U.S.  seized  all  patents  belonging  to 
Germany,  making  these  secrets  available  to  U.S.  companies. 
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A  chapter  on  "Japan's  Way"  serves  as  a  warm-up  for 
Choate's  argument  that  foreigners  have  stripped  American 
companies  of  their  technology  prizes.  In  what  he  calls 
"extortion,  pure  and  simple,"  Choate  describes  how  after 
losing  the  war,  Japan  shook  down  U.S.  companies  by  giving 
them  a  grim  ultimatum:  License  your  patents  to  Japanese 
companies,  or  you  will  be  excluded  from  the  Japanese  market. 
It  also  allowed  Japanese  companies  to  review  foreign  patent 
applications,  giving  them  an  advance  look  at  new  technology. 
Returning  to  the  major  theme  of Agents  of  Influence,  he 
describes  how  Japan,  with  the  tacit  assistance  of  the  U.S. 
government,  brought  American  TV  makers  to  their  knees. 

But  Japan  bashing  is  yesterday's  sport.  So  Choate  sounds 
the  alarm  over  China,  which  he  says  uses  "licensing,  theft, 
piracy,  intimidation,  spies"  and  more  to  get  the  technology  it 
needs.  He  warns  that  by  sharing  tech  knowhow 
with  their  Chinese  joint-venture  partners, 
foreign  companies  are  sowing  the  seeds  of  their 
J(  own  destruction.  He  rightly  points  out  that 

/vuh  China  is  only  paring  lip  service  to  cracking 

Jmr&  down  on  counterfeiters  and  copyright  pirates. 

A         x  Unfortunately,  Hot  Property  loses  momentum 

M^      ^*  in  its  final  third.  Here  Choate  considers  how 

global  bodies  that  enforce  intellectual-property 
rights  have  evolved,  culminating  in  the  Trade 
Related  Intellectual  Property  Rights  Agreement 
which  put  such  matters  under  the  World  Trade 
Organization's  jurisdiction.  And  a  section  on 
U.S.  intellectual-property  law  has  all  the  verve 
of  the  Congressional  Record  and  will  be  of  little 
interest  to  most  readers. 

Still,  his  trivia  trove  is 
captivating.  Describing  how 
Edison  resorted  to  extremes  to 
protect  his  1,000-plus  U.S 
patents,  Choate  retells  how  the 
inventor  electrocuted  a  dog  as 
part  of  a  demonstration  to 
discredit  rival  Westinghouse 
Corp.,  which  was  challenging 
a  patent  on  electricity 
generation.  He  relates  how  a 
British  company  patented  the 


- 


Foreigners 
have  ruthlessly 
stripped 
American 
business  of  its 
tech  prizes 


color  mauve,  made  popular  by 
Napoleon  Ill's  wife,  Eugenie.  It  turns  out  that  the  fourth 
smokestack  on  the  Titanic  was  a  fake,  to  make  the  public 
think  the  boat  was  faster,  and  that  Time  Warner  Inc.  earns 
about  $1  million  a  year  in  royalties  on  Happy  Birthday  to  You, 
which  was  copyrighted  in  1935.  And  it  seems  that  two  years 
after  their  first  publication,  only  2%  of  copyrighted  works 
produce  any  royalties.  For  its  fascinating  stories  if  nothing 
else,  Hot  Property  deserves  a  lengthier  shelf  life  than  that.  ■ 

-By  Frederik  Balfou    ^ 


8:23  pm.  Waiting  for  data,  ordering  dinner. 


I'll  start  with  A-3. 
For  the  entree,  F-5. 


Your  potential.  Our  passion." 

Microsoft 


The  I  CAN'T  LEAVE  UNTIL  THE  DATA  COMES  IN  era  is  over. 


Microsoft1  Office  has  evolved.  Have  you?  After  all,  the  way  we  work  has  changed.  In 
today's  workplace,  you  need  to  get  your  data  from  anywhere — not  just  your  desk.  That's 
why  the  latest  version  of  Microsoft  Office  allows  you  access  from  almost  anywhere,  on 
your  terms.  Go  beyond  typical  cell  phones  and  Web-based  e-mail.  Step  up  to  "desk-like" 
connectivity  to  your  data  through  a  variety  of  Windows  Mobiles-based  devices.  It's  time 
to  evolve  the  way  you  work.  Discover  how  at  microsoft.com/office/evolve 


We're  still  using  Office  97. 


believe  an  upgrade  is  in  order. 


Cln 


Microsoft 


Office 


O  2005  Microsoft  Corporation.  All  rights  reserved  Microsoft,  the  Office  logo,  Windows  Mobile,  and  'Your  potential  Our  passion '  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries 
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HARDCOVER  BUSINESS  BOOKS 


BLINK  Malcolm  Gladwell  (Little.  Brown  •  $25.95)  Why  snap       1 
judgments  deserve  careful  consideration,  from  the  author  of 
The  Tipping  Point. 

THE  MONEY  BOOK  FOR  THE  YOUNG,  FABULOUS  &  BROKE      - 

Suze  Orman  (Riverhead  •  $24.95)  Career  plans,  credit,  and 
coping  with  student  debt . 

SECRETS  OF  THE  MILLIONAIRE  MIND  T.  Harv  Eker  3 

(HarperBusiness  •  $19.95)  How  your  "personal  money 
blueprint"  shapes  your  financial  destiny. 

COLLAPSE  Jared  Diamond  (Viking  •  $29.95)  From  Easter  2 

Island  to  Central  America,  why  civilizations  fall  apart. 

CONSPIRACY  OF  FOOLS  Kurt  Eichenwald  (Broadway  •  $26)     - 
Inside  Enron's  house  of  cards,  by  a  New  York  Times 
/nvest/gatiVe  reporter. 

JOY  AT  WORK  Dennis  W.  Bakke  (PVG  •  $24.95)  How  AES 
Corp.  empowered  employees  and  revolutionized  the 
workplace,  by  the  company  co-founder . 

DISNEYWAR  James  B.  Stewart  (Simon  &  Schuster  •  5 

$29.95)  Vanrfy,  fear,  and  loathing  inside  Disney's  Magic 
Kingdom. 

ALL  YOUR  WORTH  Elizabeth  Warren,  Amelia  Warren  Tyagi 
(Free  Press  •  $24.95)  Getting  out  of  debt  and  starting  over,  by 
the  authors  of  The  Two-Income  Trap. 


PAPERBACK  BUSINESS  BOOKS 


J.K.LASSER'S  YOUR  INCOME  TAX  2005  The  J.K.Lasser  1         5 

Institute  (Wiley  •  $16.95)  With  tax  forms  and  alerts  on  tax-law 
changes. 

WHAT  COLOR  IS  YOUR  PARACHUTE?  Richard  Nelson  Bolles     2         5 

(Ten  Speed  •  $17.95)  The  2005  edition  of  the  enduring 
job-search  bible. 

GETTING  THINGS  DONE  David  Allen  (Penguin  •  5        12 

$15)  Organizing  your  office  and  learning  how  to  manage 
your  time. 

SMART  WOMEN  FINISH  RICH  David  Bach  (Broadway  4       16 

$14.95)  Spend  carefully  and  get  ready  for  the  future. 

THE  ERNST  4  YOUNG  TAX  GUIDE  2005  Ernst  &  Young  LLP       3         3 

(CDS  Books  •  $16.95)  The  essentials,  along  with  tips  for  tax 
savings. 

THE  ART  OF  POSSIBILITY  Rosamund  Stone  Zander.  Benjamin    7         6 
Zander  (Penguin  •  $14)  How  to  rethink  your  life,  by  a  therapist 
and  the  conductor  of  the  Boston  Philharmonic  Orchestra. 

THE  INTELLIGENT  INVESTOR.  REVISED  EDITION  Benjamin     -        11 

Graham,  with  Jason  Zweig  (HarperBusiness  •  $19.95)  The 
classic  treatise  on  'value  investing." 
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SMART  COUPLES  FINISH  RICH  David  Bach  (Broadway  • 
$14.95)  Managing  your  money  after  you  Ve  walked  down 
the  aisle. 
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Q  THE  ONE  THING  YOU  NEED  TO  KNOW  Marcus  Buckingham      -         1 
>^  (Free  Press  •  $29.95)  The  core  insights  behind  "great 
managing,  great  leading,  and  career  success." 

I  f\  START  LATE,  FINISH  RICH  David  Bach  (Broadway  •  $25)          4        3 
-*- vf  You  can  build  a  nest  egg,  even  if  you  begin  late  in  life. 

+  *  AUTOMATIC  WEALTH  Michael  Masterson  (Wiley -$24.95)       -         1 
-LA  The  five  key  principles  that  can  make  you  a  millionaire. 

1  O  HOT  COMMODITIES  Jim  Rogers  (Random  House  •  $25.95)       6        3 
-*-^  The  soaring  market  in  grains,  livestock,  metals,  and  energy. 

I  Q  THE  FUTURE  FOR  INVESTORS  Jeremy  J.  Siegel  (Crown  •          -         1 
-'-«-'  $27.50)  For  long-term-winning  stocks,  avoid  "the  bold  and  the 
new, "  says.a  Wharton  School  finance  professor. 

-\A   THE  LIHLE  RED  BOOK  OF  SELLING  Jeffrey  Gitomer  (Bard        7         7 
-*■  «   Press  •  $19.95)  A  syndicated  columnist's  inspirational  volume 
on  why  people  buy. 

1  C  TIME  TRAPS  Todd  Duncan  (Thomas  Nelson  •  $22.99)              9        2 
-*-*-J  He/ping  salespeople  overcome  the  time  crunch. 

Q  THE  INFORMANT  Kurt  Eichenwald  (Broadway  •  $16.95)           -         1 
>^  Price-fixing  and  industrial  espionage  at  Archer  Daniels 
Midland  Co. 

1  f)  THE  ABCs  OF  REAL  ESTATE  INVESTING  Ken  McElroy               9         7 
■*-*J  (Warner  Business  •  $16.95)  Stories  from  the  frontlines. 

+  *   EFFECTIVE  PHRASES  FOR  PERFORMANCE  APPRAISALS         6        23 

11  James  E.  Neal  Jr.  (Neal  Publications  •  $10.95)  Attaboy. 

-I  r\  INVESTING  FOR  DUMMIES  Eric  Tyson.  MBA  (Wiley  •  $21.99)     14        7 
-"-^  The  basics  on  real  estate,  stocks,  small  business,  and  more. 

lO  LEADERSHIP  AND  SELF-DECEPTION  The  Arbinger  Institute       -         2 
■*-*}  (Berrett-Koehler  •  $14.95)  A  leader's  motivation  is  what 
matters,  says  this  business  fable. 

-I  A  THE  48  LAWS  OF  POWER  Robert  Greene  (Penguin  •  $17)          15       16 
-■-  ■  Rules  for  strivers,  drawn  from  the  likes  of  Machiavelli, 
Catherine  the  Great,  and  Henry  Kissinger. 

1  C  THE  ROAD  TO  WEALTH  Suze  Orman  (Riverhead  •  $17)            -         5 
-'-<-'  Questions  and  answers  from  the  queen  of  personal  finance. 

LONG-RUNNING  BEST-SELLERS 


HARDCOVER  BUSINESS  BOOKS 

GOOOTOGREAT  Jim  Collins  (HarperBusiness  •  $27.50) 

NOW,  DISCOVER  YOUR  STRENGTHS  larcu  ir.am, 

Donald  0.  Clifton  (Free  Press  •  $27) 

WHO  MOVED  MY  CHEESE?  Spencer  Johnson  (Putnam  •  $1935) 

THE  FIVE  DYSFUNCTIONS  OF  A  TEAM  Patrick  Ler ; 
(Jossey-Bass  •  $22.95) 

PAPERBACK  BUSINESS  BOOKS 

THE  TIPPING  POINT  Malcolm  Gladwell  (Back  Bay  •  $1435) 


RICH  DAD,  POOR  DAD  Robert  T.  Kiyosaki  with  Sharon  L 
Lechter (Warner-  $16.95) 

THE  7  HABITS  Of  HIGHLY  EFFECTIVE  PEOPLE  Stephen  R. 
Covey  i  F'ee  Press  • 

THE  E-MYTH  REVISITED  Michael  L  Gerber(Harpen3usiness  •  $16) 

FAST  FOOD  NATION  Eric  Schlosser  (Perennial  •  $14.95) 

GETTING  TO  YES  Roger  Fisher.  William  Ury.  Bruce  Patton 


RICH  DADS  CASHFLOW  QUADRANT  Robert  T.  Kiyosaki.  with 
Sharon  L  Lechter  (Warner  •  $1795) 

THE  MILLIONAIRE  NEXT  DOOR  Thomas  J.  Stanley.  William  D. 
Danko  (Pocket  Books  •  $15) 

HOME  BUYING  FOR  DUMMIES  Enc  Tyson,  MBA.  Ray  Brown 

(Wiley -$21.99) 


RICH  DAD'S  GUIDE  TO  INVESTING  Robert  T. 
Kiyosaki.  with  Sharon  L.  Lechter  (Warner  •  $1935) 

THE  9  STEPS  TO  FINANCIAL  FREEDOM  Suze  Orman  (Three 
Rivers  •  $14.95) 


(Henguin  •  $b) 

THE  RICHEST  MAN  IN  BABYLON  George  S.  Oason  (Sgnet  •  $639) 

NICKEL  AND  DIMED  Barbara  Ehrenreich  (Owl  Books  •  $13) 
BusinessWeek's  Best- Seller  List  is  based  on  a  survey  of  o  :     and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics,  management 
sales  and  marketing,  small  business,  investing,  persona  and  careers.  Wei:  over  1,000  retail  outlets  nationwide  are  represented.  Current  rankings  are  based 

on  a  weighted  analysis  of  unit  sales  in  March.  Titles  that  have  Deer  on  the  Best-Seller  List  for  more  than  two  years  appear  as  Long-Running  Best-Sellers. 
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Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com 
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cabinet  locks  —  everything  short  of  bubble  wrap  to  keep  him  safe  and 
sound.  But  don't  stop  there.  A  MetLife  advisor  can  help  you  find  the  right 
life  insurance  to  protect  your  growing  family  and  serve  as  a  core  of  your 
financial  plan.  Parenting  can  be  a  bumpy  road.  Best  to  be  strapped  in. 
For  more  information,  call  1-800-MetLife  or  visit  metlife.com 


have  you  met  life  today? 


MetLife 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


Tiger  Makes  Mac's  Edge 
Even  Sharper 


Apple  Computer  CEO  Steven  P.  Jobs  is  not  known  for  modesty,  so  few 
people  will  be  surprised  to  hear  him  calling  the  latest  version  of  the  Mac 
OS  X  operating  system  the  "biggest  leap  forward"  since  the  Mac  arrived 
two  decades  ago.  Actually,  the  new  version,  called  Tiger,  is  an  incremental 
improvement,  but  it  does  make  a  very  good  piece  of  software  even  better. 


The  most  notable  feature  of  Tiger  ($129,  or 
$199  for  a  "family  pack"  for  up  to  five 
computers)  is  a  built-in  search  tool  called 
Spotlight,  that  finds  information  tucked  away 
in  the  thousands  of  files  that  reside  on  your 
hard  drive.  In  one  sense  this  application  lets 
Macs  catch  up  with  the  Windows  world,  where 
the  past  several  months  have  seen  an  explosion 
of  good,  and  mostly  free,  add-on  search  tools 
that  make  up  for  the  lack  of  built-in  capability. 
But  Spotlight  has  the  considerable  advantage 
of  being  integrated  into  the  operating  system, 
making  it  always  instantly  available. 

Spotlight  is  as  fast  as  my  Windows  favorite, 
XI,  by  Xl  Technologies,  available  free  from 
Yahoo!— with  results  appearing  in  a  window  as 
you  type  in  a  search  term.  Results  are  listed  by  the  type  of  file 
in  which  they  were  found,  such  as  documents,  mail  messages, 
or  music.  Spotlight  can't  search  all  types  of  mail,  however— it 
works  only  with  OS  Xs  built-in  Mail  program. 

An  appealing  feature  of  Spotlight  is  the  ability  to  set  up 
Smart  Folders.  These  are  permanent  lists  of  search  results 
that  are  automatically  updated  as  files  or  messages  are  added 
or  deleted.  Some  Windows  programs  offer  similar  features, 
but  the  integration  in  Tiger  makes  them  much  handier. 

THE  DASHBOARD  IN  TIGER  IS  A  COLLECTION  of  little 
applications— Apple  calls  them  widgets— that  can  be  available 
on  your  desktop  at  any  time.  The  initial  set  included  in  the 
operating  system  isn't  particularly  fascinating.  Some,  such  as 
a  clock  and  a  calculator,  duplicate  items  that  have  been 
available  on  desktops  for  years.  Those  that  utilize  a  full-time 
Internet  connection,  including  a  weather  report  and  a  stock 
ticker,  are  more  interesting  but  still  not  terribly  new. 

Yet  Dashboard  has  great  growth  potential  because  Apple 
based  it  on  a  collection  of  standard  Web  tools,  which  makes  it 
simple  for  programmers  to  create  their  own  widgets.  These 
can  become  powerful  when  combined  with  the  growing  use 
of  Web  services.  For  example,  a  programmer  could  customize 
widgets  that  provide  desktop  notification  whenever  there's 
news  regarding  a  company  of  interest,  or  a  big  change  in  its 
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stock  price,  or  even  publication  of  a  book 
about  it.  Done  well,  widgets  could  tame  the 
flood  of  real-time  data  that  threatens  to 
overwhelm  us. 

A  third  new  component,  Automator,  gives 
nonprogrammers  the  ability  to  create  a 
script  that  will  perform  a  sequence  of 
actions  with  a  single  click.  For  example,  just 
by  selecting  steps  from  a  list,  you  can  create 
a  script  that  will  check  for  new  messages, 
then  search  to  see  if  any  have  arrived  from  a 
specific  sender.  I  doubt  that  most  users  will 
get  around  to  trying  Automator,  but  if  you 
have  repetitive  tasks,  it  can  make  life  easier. 
Tiger  also  includes  a  lot  of 
under-the-hood  improvements, 
including  better  Windows 
compatibility,  which  will  be 
welcome  in  environments  that 
mix  Macs  and  Windows  PCs. 

If  you  aren't  already 
contemplating  switching  to  a 
oT^tt-o-170  Mac,  Tiger's  new  features  won't 

give  you  a  compelling  reason  to 
do  so.  But  they  certainly  add  to 
what  was  already  a  strong 
argument,  based  on  both  ease  of 
use  and  freedom  from  viruses 
and  spyware  (at  least  for  now).  So  I'll  repeat  my  earlier 
advice:  Anyone  who  isn't  dependent  on  Windows-only 
programs  should  consider  a  Mac.  Microsoft  is  promising  fast, 
integrated  search  and  Dashboard-like  widgets  in  the  next 
version  of  Windows.  But  that  upgrade  is  more  than  a  year 
away,  and  we  have  no  idea  how  good  those  features  will  be  or 
even  if  they  will  materialize.  For  now,  Tiger  bolsters  OS  Xs 
edge  as  the  best  personal- computer  operating  system  around. 
E-mail:  techandyou@businessweek.com 
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For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/go/techmaven/ 
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Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


Iraq:  One  Nation 
Under  Allah 


The  insurgency  in  Iraq  goes  on,  but  attention  has  shifted  toward  the 
structure  of  an  independent  government.  One  key  issue  is  whether  the  new 
regime  will  have  a  state  religion,  as  envisioned  by  the  U.S.-imposed 
transitional  administrative  law.  Research  by  Rachel  M.  McCleary  and  me  at 
Harvard  University's  Project  on  Religion,  Political  Economy  &  Society 


suggests  that  the  Iraqi  government  will  have  an  official 
religion.  Although  separation  of  religion  and  state  has  long 
been  a  Western  ideal,  it  seems  politically  unrealistic  for  Iraq. 

The  consequences  of  state  religion  are  complicated  in 
practice.  We  find  that  the  presence  of  state  religion  encourages 
participation  in  formal  religious  services  (likely  because  of 
governmental  subsidies  to  organized  religion)  and  provides  a 
smaller  boost  to  religious  beliefs.  There  is  a  weak  negative 
impact  on  economic  growth.  And  although  some  rich  countries 
such  as  Britain  and  most  of  Scandinavia  maintain  religious 
liberties  despite  having  official  religions,  state  religions  tend  to 
coincide  with  curbs  on  religious  freedoms. 

In  our  research,  we  used  international  data  to  isolate 
the  demographic,  social,  and  economic  factors  that  lead  to 
the  establishment  of  a  state  religion.  Most  important  is 
whether  a  country  has  a  diversity  of  religions  or  is 
concentrated  in  a  single  faith.  For  example,  in  2000,  the 
largest  U.S.  group  was  Protestants,  with  44%,  whereas  in 
Morocco  it  was  Sunni  Muslims,  with  98%.  We  estimate  that 
this  difference  made  the  probability  of  a  state  religion  in 
Morocco  (which  had  one)  higher  by  69  percentage  points 
than  in  the  U.S.  (which  did  not). 

LESS  CLEAR  IS  WHETHER  the  identity  of  a  country's  main 
religion  influences  the  likelihood  of  state  religion.  In  2000, 
among  the  40  countries  where  more  than  50%  of  the  people 
were  Muslim,  28  (or  70%)  had  a  state  religion.  In  contrast, 
among  the  91  countries  with  more  than  50%  in  a  single  non- 
Muslim  religion,  42  (or  only  46%)  had  a  state  religion.  We 
found  that  half  of  the  Muslim/non-Muslim  difference  arose 
because  the  share  of  population  that  adhered  to  the  most 
popular  religion  was  higher  in  Muslim  countries.  The  rest  of 
the  difference  involves  a  greater  tendency  by  government  to 
curb  religious  freedoms  in  Muslim  countries. 

Another  important  factor  is  that  communist  countries 
rarely  have  a  state  religion  (if  communism  does  not  count  as  a 
religion).  However,  this  influence  lacks  staying  power:  Since 
1990, 15  ex-communist  countries,  including  six  Muslim  ones, 
set  up  state  religions. 

The  size  of  a  country  matters;  neither  very  small  nor  very 
large  countries  tend  to  have  state  religions.  For  small  nations, 
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the  cost  of  maintaining  an  official  religious  administration  is 
simply  too  great.  For  large  countries,  even  a  small  proportion 
of  the  population  in  minority  religions  constitutes  a  large 
number  of  people  and,  therefore,  creates  resistance  to  a 
monopoly  religion  supported  by  the  government. 

For  Iraq,  a  big  question  is  whether  the  stronger  force  toward 
state  religion  is  the  96%  of  the  population  that  is  Muslim  or  the 
61%  that  is  Shiite  Muslim.  We  analyzed  this  issue  using 
estimated  breakdowns  of  Muslim  populations  into  Sunni, 
Shiite,  and  other  sects.  Sunni  is  by  far  the  largest  worldwide, 
and  only  Iran  is  mainly  Shiite  (86%  of  the  people).  Only  a  few 
Muslim  countries  have  substantial  representation  in  more  than 
one  category:  Azerbaijan,  Bahrain,  Iraq,  Kuwait,  Oman,  and 

Yemen.  Some  other  Muslim 
countries— Afghanistan,  Pakistan, 
Syria,  Turkey,  and  the  United  Arab 
Emirates— are  10%  to  20%  Shiite. 
But  our  results  suggest  that  overall 
Muslim  share,  not  size  of  the  most 
popular  sect,  is  what  influences  the 
creation  of  state  religion. 

No  model  predicts  perfectly,  but 
ours  gets  the  right  answer  more 
than  80%  of  the  time.  Thus,  it  is 
instructive  that  the  model's 
probability  for  a  state  religion  in 
Iraq  is  96%.  True,  our  method  also 
gives  neighboring  Turkey  an  88%  probability  for  state  religion 
even  though  it  has  been  officially  secular  for  decades.  One  can 
view  this  mistaken  prediction  two  ways.  One  is  that,  despite 
forces  that  favor  state  religion,  Turkey  can  be  a  model  for  Iraq 
on  how  to  separate  church  and  state.  The  other  is  that  Turkey's 
secular  status  represents  hard-to-duplicate  political  influence 
by  its  strong  President,  Mustafa  Kemal  Atatiirk,  in  the  1920s 
and  '30s.  Conceivably,  the  factors  that  favor  a  state  religion  wil 
eventually  generate  an  Islamic  state  in  Turkey.  That  reversal 
seems  more  likely  than  Iraq's  becoming  a  secular  state.  ■ 


Why  if  s 
unrealistic 
to  expect  a 
separation 
ofmosque 
and  state 


:. 


Robert  J.  Barro  is  a  professor  of  economics  at  Harvard 
University  and  a  senior  fellow  of  the  Hoover  Institution 
(rjbweek@harvard.edu) 


r 


BY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


Businesses  Won't  Slip 
On  the  Oil  Slick 

Costlier  energy  unnerves  households,  but  capital  spending  will  help  growth 


U.S.  ECONOMY 


During  the  first  quarter,  when  the  price  of  a  barrel 
of  oil  spiked  from  $43  to  $57,  a  spring  slowdown  in  consumer 
spending  seemed  a  good  bet.  And  indeed,  the  jump  in  the  cost  of  a 
gallon  of  gasoline,  from  an  average  of  $1.75  to  $2.15,  was  big  enough 
to  trigger  some  weakness  in  retail  sales  and  consumer  confidence. 


However,  it's  important  to  recognize  that  Corporate 
America  is  holding  up  quite  well  under  the  weight  of 
costlier  energy.  It's  a  fact  that  glum  investors,  depressed 
by  new  worries  over  the  economy,  seem  to  be 
overlooking.  But  this  development  is  important  because 
the  business  sector  is  in  good  enough  shape  to  carry  the 
economy  while  consumers  take  a  breather. 

Concern  for  the  oudook  centers  around  the  double 
whammy  of  oil  and  uncertainty  about  future  hikes  in 
interest  rates  to  be  taken  by  the  Federal  Reserve  (page 
34).  And  analysts  were  startled  by  the  Apr.  27  news  that 
durable-goods  orders  fell  2.8%  in  March,  including  a 
large  drop  in  capital-goods  orders.  But  those  data  are 
notoriously  volatile  from  month  to  month  and  run 
counter  to  almost  all  of  the  latest  survey  data. 

Other  readings  of  the  business  sector  show  more 
resilience.  Deep  into  April,  new  claims  for  unemployment 
insurance  remain  very  low,  implying  no  turn  for  the 
worse  in  the  job  markets.  And  regional  surveys  done  by 
several  Federal  Reserve  district  banks  reflect  a  generally 
upbeat  pace  of  activity  among  companies.  The  same  is 
true  for  a  national  survey  done  by  the  National 
Association  for  Business  Economics.  Plus,  outside  of 
autos,  business  inventories  look  lean  in  relation  to  sales, 
suggesting  no  unhealthy  backup  of  stockpiles  that  could 
scuttle  future  output. 

WHY  ARE  COMPANIES  holding  up  so  well?  First  of  all, 
given  the  general  improvement  in  pricing  power,  many 
businesses  are  deflecting  the  impact  of  costlier  energy  by 
passing  along  the  higher  costs.  That' s  especially  true  in 
many  business-to-business  transactions.  Through  March, 
producer  prices  for  semi-finished  goods,  excluding  energy 
and  food,  were  up  7.6%  from  a  year  ago.  This  time  last 
year,  they  were  rising  at  a  3%  yearly  rate. 

Second,  despite  past  Fed  tightening,  corporate  interest 
rates  are  still  attractive  enough  so  as  not  to  crimp 
borrowing.  Yields  on  medium-grade  10-year  corporate 
(bonds  are  lower  now  than  they  were  when  the  Fed  began 
to  lift  short-term  rates  last  June.  The  yearly  growth  rate 
Ifor  commercial  and  industrial  bank  loans  is  accelerating. 
(And,  of  course,  companies  have  a  river  of  cash  flowing  in. 

At  the  same  time,  Corporate  America  has  largely 


recovered  from  its  vast  array  of  jitters  of  recent  years. 
Business  optimism  is  up,  as  executives  have  come  to 
believe  that  the  expansion  is  self-sustaining,  and 
companies  know  from  last  year's  experience  that  $50  oil 
and  $2  gasoline  will  not  permanently  damage  prospects 
for  demand.  Also,  the  steep  slumps  in  capital  investment 
and  hiring  during  and  after  the  recession  have  created 

some  pent-up  demand  for 
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new  equipment  and 
workers  now  that  overall 
demand  has  picked  up. 
One  crucial  indicator 
to  watch  in  coming 
months  is  the  trend  in 
new  orders  for  capital 
goods  excluding  aircraft. 
This  trend  is  a  key  gauge 
of  business  confidence, 
since  it  represents  future 
financial  commitments  by 
companies.  Although 
these  core  orders  dropped  a  sharp  4.7%  in  March, 
including  a  sag  in  machinery  orders,  the  three-month 
average  remains  in  an  uptrend  (chart).  However,  should 
April  orders  post  another  sizable  slump,  more  weakness 
could  imply  that  firms  are  pulling  back  amid  energy- 
related  uncertainty. 

THE  LATEST  INDUSTRY  SURVEY  by  the  National 
Association  for  Business  Economics  offers  some  hope. 
The  sounding  from  103  respondents  through  Apr.  11 
shows  a  "robust"  outlook  for  capital  spending  and  a 
second  consecutive  quarterly  improvement  in  current 
employment  conditions.  The  hiring  outlook  for  the  next 
six  months  shows  further  improvement  as  well. 

The  April  reports  from  the  Philadelphia,  Richmond, 
and  New  York  Federal  Reserves  generally  corroborate  the 
optimism  about  the  future.  In  particular,  the  Philly  Fed's 
future  capital-spending  index  increased  for  the  third 
month  in  a  row  to  the  highest  reading  since  2000.  And  a 
heavy  percentage  of  companies  say  they  are  adding  to 
capacity,  not  just  replacing  worn-out  equipment. 

To  a  great  extent,  businesses  will  make  their  future 
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decisions  based  on  consumer  behavior.  But  even  here, 
where  the  oil  shock  hurts  the  most,  the  effects  will  most 
likely  be  temporary. 

That's  because,  compared  with  this  time  last  year,  the 
household  sector  is  being  supported  by  stronger  job 
markets  and  improving  income  growth.  A  key  finding  in 
the  NABE's  survey  was  that  wages  and  salaries  among  the 
companies  surveyed  rose  sharply  in  the  first  quarter.  The 
association's  wages  index,  which  measures  the  net 
percentage  of  respondents  reporting  rising  wages,  hit  its 
highest  level  in  five  years.  Moreover,  for  the  first  time  in 
four  years,  no  respondents  reported  falling  wages. 

Other  broader  measures  suggest  that  the  health  of  the 
labor  markets  continues  to  improve  even  with  the  runup 
in  oil  and  gas  prices.  Well  into  April,  new  claims  for 
unemployment  benefits  continue  to  run  at  levels  that 
historically  have  been  consistent  with  monthly  payroll 
gains  of  about  200,000.  The  Bureau  of  Labor  Statistics 
will  report  on  the  April  labor  markets  on  May  6. 

ALL  THIS  IS  NOT  TO  SAY  households  are  pleased  with 
having  to  cough  up  $50  to  fill  their  gas  tanks.  In  fact,  that 
appears  to  be  the  biggest  factor  in  the  recent  dip  in 
consumer  confidence.  The  Conference  Board's  index  fell 
for  the  third  consecutive  month  in  April,  to  97.7  That's 
down  from  the  recent  high  of  105.1  in  January,  but  above 
the  year-ago  level.  At  the  same  time,  though,  households' 
assessments  of  the  labor  markets  have  not  changed  very 
much  in  recent  months. 

Better  job  and  income  growth,  along  with  mortgage 


rates  back  below  6%  are  supporting  housing.  Despite  the 
sudden  drop  in  March  housing  starts,  which  appears  to 
be  more  related  to  bad  weather  than  a  bad  economy, 
March  sales  of  existing  single-family  homes  rose  1.2%  to 
a  6  million  annual  rate,  and  purchases  of  new  homes 
jumped  12.2%  to  a  record  1.4  million  rate  (chart). 

Given  the  recent,  less 
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ebullient  trends  in 
mortgage  applications 
and  the  latest  survey  of 
builders,  those  sales 
results  likely  exaggerate 
the  strength  in  housing. 
Nevertheless,  still-strong 
demand  to  buy  a  home- 
most  consumers'  biggest 
financial  commitment- 
suggests  that  households 
remain  confident  in  their 
financial  future. 
And  just  like  last  year,  oil  prices  seem  very  likely  to  fall 
later  in  2005  rather  than  rise.  That's  because  world 
growth  is  shaping  up  to  be  a  notch  slower  this  year 
compared  with  last,  and  because  oil  and  gasoline 
inventories  are  currently  at  adequate  levels. 

But  even  if  energy  prices  stay  high,  the  U.S.  economy 
will  most  likely  prove— for  the  second  year  in  a  row— that 
it  is  strong  enough  to  withstand  $50  oil.  And  even  if 
consumers  get  a  bit  winded  from  the  load,  Corporate 
America  most  likely  will  be  there  to  help  shoulder  it.  ■ 
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Skittish  Consumers,  Stalled  Policy 


BRITISH  CONSUMERS  are  taking  a 
breather,  and  that  has  put  monetary 
policy  in  a  holding  pattern  for  now. 

Britain's  economy  slowed  in  the 
first  quarter,  with  real  gross  domestic 
product  rising  at  a  0.6%  quarterly 
rate  from  the  fourth,  when  it 
increased  by  0.7%.  Industrial  output 
dipped  0.1%,  and  service  production 
grew  0.8%,  the  smallest  gain  in 
nearly  two  years. 

Consumer 
spending  lost  steam 
over  the  course  of  the 
quarter.  In  March, 
real  retail  sales 
unexpectedly  fell,  by 
0.1%.  Sales  were  up 
only  2.7%  from  year- 
ago  levels,  the 
weakest  showing  in 
1/2  years.  Slowing 
demand  is  hurting 
manufacturers.  Their 
April  orders  fell  to 
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their  lowest  reading  since  late  2003. 
Although  consumer  confidence  is 
still  high,  the  demand  slump  is 
worrying  Bank  of  England 
policymakers.  In  its  April  summary  of 
business  conditions,  the  bank  said 
some  retailers  attributed  their  weak 
sales  to  expectations  of  higher 
interest  rates,  as  well  as  uncertainty 
about  the  upcoming  budget  and  the 
May  5  general  election.  Plus,  higher 
energy  prices  held 
down  spending  on 
oth'^r  items. 

Prime  Minister 
Tony  Blair  and  his 
Labour  Party  are 
campaigning  on  the 
economy's  strength. 
But  the  latest  data 
suggest  the  British 
economy  is  unlikely  to 
hit  the  growth  target 
of  3%  to  3.5%  set  by 
the  government. 


For  the  BOE,  the  problem  is  that 
demand  may  be  slowing  too  much, 
even  as  inflation  is  advancing.  In 
March,  consumer  prices  were  up  1.9% 
from  year-ago  levels.  That's  close  to 
the  BOE's  2%  target,  and  policy- 
makers have  already  acknowledged 
inflation  will  probably  go  over  the 
target  within  the  next  two  years.  In 
addition  to  rising  energy  costs,  the 
BOE  has  cited  above-normal  capacity 
utilization  rates  and  a  shortage  of 
some  skilled  labor  as  exerting  upwarc 
inflationary  pressures.  Pay  gains  are 
also  rising,  but  some  of  those 
increases  are  being  offset  by 
improved  productivity. 

Uncertainty  about  future  consume 
spending  means  the  BOE  will  most 
likely  keep  interest  rates  unchanged 
at  its  May  9  meeting.  But  if  inflation 
continues  to  rise  and  consumers  do 
not  pull  back  sharply,  the  betting  is 
that  policymakers  will  feel  compelled 
to  hike  rates  again  in  the  summer.  I 
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ECONOMIC  POLICY 


THE  ECONOMY: 

WHY  IT'S  NOT 


Wall  Street  is  worried  about  '70s- 
style  stagflation— but  the  Fed  is 
counting  on  productivity  to  keep  the 
threat  at  bay  BY  RICH  MILLER 


UDDENLY  A  LOT  seems  to 
be  turning  sour  for  the 
economy.  Oil  prices  have 
soared:  Despite  a  $3-per- 
barrel  fall  on  Apr.  27, 
they've  climbed  nearly 
20%  in  the  past  four 
months  alone.  Due  to  sharply  higher 
prices  at  the  gas  pump,  consumer  confi- 
dence is  cratering,  falling  to  its  lowest  lev- 
el in  five  months  in  April.  Corporate  execs 
also  are  turning  more  cautious  as  signs  of 
weakness  in  the  economy  have  many 
companies  cutting  back  on  their  outlays. 
The  Commerce  Dept.  reported  on  Apr.  27 
that  capital-goods  orders,  excluding  air- 
craft and  defense  products,  fell  4.7%  in 
March,  the  biggest  decline  since  Septem- 
ber, 2002. 

At  the  same  time  that  the  economy  is 
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cooling,  inflation  looks  to  be  heating  up. 
Led  by  higher  energy  prices,  consumer 
prices  jumped  0.6%  in  April,  the  biggest 
increase  since  October.  Even  after  strip- 
ping out  volatile  energy  and  food  costs, 
core  consumer  prices  still  rose  0.4%,  their 
largest  single-month  gain  in  more  than 
2/2  years.  Companies  from  heavy-duty 
machinery  maker  Caterpillar  Inc.  to  hote- 
lier Marriott  International  Inc.  are  able  to 
jack  up  prices  after  years  of  being  forced 
to  hold  the  line. 

To  many  on  Wall  Street,  it  looks  a  lot 
like  a  return  to  the  stagflationary  days  of 
the  mid-to-late  1970s.  Those  were  hard 
times  indeed,  as  the  nation  suffered  a 
malady  that  economists  of  the  time 
thought  could  never  happen:  stagnant 
growth  coupled  with  roaring  inflation. 
Then,  as  now,  fast-rising  oil  prices  sent 


shock  waves  throughout  the  economy.  I 
was  a  bad  period  for  stocks,  too,  as  in 
vestors  endured  a  multiyear  bear  market 
No  wonder  Wall  Street  and  others  are  fu 
riously  working  the  worry  beads.  "This  i: 
a  treacherous  kind  of  situation,"  say: 
Allen  Sinai,  president  of  consultants  De 
cision  Economics  Inc. 

A  GRADUAL  RISE 

YET  THERE  ARE  some  key  differences  1 
tween  today's  economy  and  the  stagflation 
mess  of  the  1970s.  For  one,  oil  prices  havl 
risen  far  more  gradually  than  in  the  1970s| 
spreading  out  the  impact  over  time 
What's  more,  the  runup  is  a  result  of  soa 
ing  demand,  not  OPEC  cutbacks.  And  thl 
economy  is  a  lot  more  energy-efficient:  )l 
takes  55%  less  oil  and  gas  to  produce  thl 
same  amount  of  output  today  as  it  did  LI 


LSO  IN  THIS  SECTION: 

HP  retools  its 
1  printer  business  * 


i 


A  surprisingly  shiny 
first  quarter 


What  Genentech  can 
teach  Big  Pharma 


Games  for  cellular 
phones  are  taking  off 


$> 


SP 


O 


«■ 


v 


NeWS  Analysis  &  Commentar 


That  Was  Then,  This  Is  Now 

Back  in  the  mid-1970s,  the  U.S.  economy  suffered 
slow  growth  and  rising  inflation  simultaneously.  Some  fear^ 
similar  conditions  again  leave  the  economy  vulnerable  to 
such  stagflation,  but  today's  economy  is  far  healthier: 


1974 


OIL  PRICES 


2005       WHAT'S  DIFFERENT 


$11.50     $50 


up  420% 
1971-1974 


up  400% 
1998-2005 


ANNUAL  PRODUCTIVITY  GROWTH 


-1.5% 


CONSUMER  PRICE  INDEX 


12.3%     3.1%* 


GDP  GROWTH 


-0.5%    3.7%(E) 


Today's  oil  shock  has  come  far  more  gradually 
and  is  largely  the  result  of  strong  global  growth, 
not  OPEC  maneuvers.  The  economy  is  also  more 
efficient:  It  takes  55%  less  oil  and  gas  to  produce 
the  same  output  as  in  1973. 


Although  productivity  growth  is  slowing  from  recent 
highs,  it's  still  far  more  robust  than  in  the  1970s. 
That  means  corporate  profits  and  investment  will 
remain  healthy,  increasing  the  Fed's  ability  to  fight 
inflation  without  snuffing  out  growth. 


While  soaring  oil  prices,  slowing  productivity 
growth,  and  lax  monetary  policy  have  again  boosted 
inflation,  the  magnitude  is  far  lower. 


Higher  energy  prices  will  likely  slow  economic 
growth  slightly  from  last  year's  4.4%  rate.  That 
modest  drop  is  a  far  cry  from  the  stall  in  the  70s. 


eive  months  ended  m  March      Data:  r  .e  I- 3  Economic  Ind  . 

1973.  So  while  soaring  energy  prices  have 
pushed  up  inflation,  it  is  nowhere  near  the 
double-digit  levels  of  the  1970s. 

But  the  most  important  difference  be- 
tween then  and  now  is  productivity 
growth.  Today's  strong  productivity  helps 
protect  the  economy  from  the  ravages  of 
stagflation  because  it  allows  companies  to 
make  more  with  less.  That  boosts  corpo- 
rate profits,  which  gives  businesses  the 
power  to  spend  and  hire.  And  that,  in 
turn,  means  the  Federal  Reserve  can  fight 
inflation  by  raising  interest  rates  without 
snuffing  out  economic  growth. 

As  a  result,  U.S.  Federal  Reserve  Chair- 
man Alan  Greenspan  doesn't  face  the 
same  unpalatable  choice  that  his  prede- 
cessor. Paul  A  Volcker,  did  in  the  early 
1980s.  Volcker  used  double-digit  interest 
rates  to  break  the  back  of  inflation,  sending 
the  economy  into  its  worst  downturn  since 
the  Depression.  Instead,  Greenspan  must 
decide  between  accepting  somewhat  slow- 
er growth  or  inflation  that's  a  bit  faster. 

For  now  at  least,  Greenspan  and  other 
Fed  officials  seem  prepared  to  accept  a 
slightly  weaker  economy  rather  than  risk 
an  inflation  breakout.  They  don't  see  the 
U.S.  sinking  into  stagflation.  Instead, 
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they  believe  that  the  recent  slowdown  is 
little  more  than  a  temporary  soft  patch: 
Inflation,  in  the  end,  remains  the  more 
important  threat. 

Of  course,  all  bets  are  off  if  productivity 
growth  suddenly  collapses.  In  that  case, 
the  economic  outlook  would  turn  bleaker 
and  the  trade-offs  for  Greenspan  would 
get  tougher  as  he  counts  down  the  days 
until  his  retirement  early  next  year. 
Greenspan  knows  firsthand  how  hard  it  is 
to  fight  stagflation.  He  was  chief  White 


House  economist  when  President  Gerald 
R  Ford  tried  to  attack  inflationary  psy- 
chology in  1974  with  lapel  buttons 
sporting  the  acronym  WIN,  for 
Whip  Inflation  Now.  Ford  later 
abandoned  the  buttons  in  fa- 
vor of  a  big  tax  cut  as  the 
economy  crumbled. 

Back  then,  it  was  the 
accepted  wisdom  among 
economists  that  the  quad- 
rupling of  oil  prices  engi- 
neered by  the  Organization  of 
Petroleum  Exporting  Countries 
from  1971  to  1974  was  the  main  force  be- 
hind the  inflationary  surge  of  the  1970s. 
But  many  experts  now  argue  that  an  un- 
expected slowdown  in  productivity 
growth— and  the  Fed's  mishandling  of 
monetary  policy  in  response— were 
more  to  blame  for  the  economy's  pitiful 
performance  in  the  mid-to-late  1970s. 
Faced  with  plunging  productivity 
growth,  Fed  policymakers  chose  to  ig- 
nore the  inflationary  consequences  anc 
instead  kept  pumping  money  into  the 
economy.  "They  were  too  loose  for  too 
long,"  says  New  York  University  profes- 
sor Thomas  J.  Sargent. 

The  betting  is  that  the  same  thing  won  I 
happen  this  time.  Over  the  past  three  years 
productivity  has  galloped  ahead  at  a  4%- 
plus  annual  clip,  so  some  easing  of  thai 
impressive  momentum  is  to  be  expected 
In  fact,  economists  surveyed  by  Blue  Chip 
Economic  Indicators  forecast  productivity 
growth  will  slow  to  2.6%  this  year.  But  tha 
shouldn't  pose  a  significant  inflationan 
risk  to  the  economy,  says  economist  Mar 
tin  N.  Baily  of  the  Institute  for  Interna 
tional  Economics  think  tank.  With  wage; 
and  other  compensation  costs  current!} 
rising  at  a  roughly  4%  annual  rate,  pro 
ductivity  growth  of  2.6%  would  imply  tha 
unit  labor  costs  were  rising  at  about  1/2% 
per  year.  Thafs  hardly  a  recipe  for  surging 
inflation— and  it  remains  a  far  cry  from  th< 
double-digit  wage  increase 
and  skyrocketing  labo 
costs  of  the  1970s. 

Behind  the  optimisn 
about  productivity  growth  i 
a  belief  in  the  long-rui 
strength  of  capital  spending 
Although  economists  wer 
disappointed  by  the  lates 
capital-goods  orders  num 
bers,  they  remain  confiden 
that  capital  spending  wi] 
stay  strong  this  year.  Man 
business  leaders  seem  t 
agree.  "There  is  still  quite 
bit  of  room  here  for  the  cap 
ital-goods  side  of  the  econc 


my  to  grow,"  says  Alexander  M.  Cutler, 
CEO  of  Eaton  Corp.,  a  diversified  indus- 
trial manufacturer  based  in  Cleveland. 

What  accounts  for  that  confidence? 
Many  execs  realize  they  have  a  long  way 
to  go  before  they  fully  exhaust  the  bene- 
fits of  high  technology  in  increasing  ef- 
ficiency and  productivity.  A  December 
survey  of  corporate  purchasing  man- 
agers by  the  Institute  for  Supply  Man- 
agement found  that  47%  of  manufac- 
tturing     companies     and     39%     of 
i  nonmanufacturers  felt  they  had  reaped 
Hess  than  half  the  efficiency  gains  avail - 
;  able  from  the  use  of  high  tech. 

I  PRODUCTIVITY  PICTURE 

THANKS  TO  THE  VIRTUOUS  cycle  of 
[higher  productivity  leading  to  fatter 
(profits,  companies  certainly  have  the 
(wherewithal  to  spend  more  to  increase 
efficiency  even  further.  Corporate  prof- 
.  its  are  booming,  with  the  Standard  & 
(Poor's  500-stock  index  companies  on 
i  course  to  report  a  hefty  12.4%  increase 
in  first-quarter  operating  profits  (page 
i  40),  a  far  better  performance  than  Wall 
!  Street  had  been  expecting  just  a  few 
i  months  ago. 

What's  critical  to  the  economy  is 
I  long-term  productivity  growth.  If  pro- 
ductivity slows  in  response  to  the  nor- 
•  mal  ebbs  and  flows  of  the  economy,  the 
situation  is  probably  temporary.  But  if 
jproductivity  decelerates  for  more  fun- 
.  damental  reasons,  such  as  a  slowdown 
iin  technological  innovation,  it's  a  lot 
(more  worrisome.  The  trouble  is  that 
economists,  including  those  at  the  Fed, 
'  might  not  know  for  a  long  while  which 
I  situation  they're  dealing  with. 

There  are  already  signs  that  the  Fed  is 
|  having  trouble  getting  the  productivity 
picture  right.  Former  Fed  official  Edwin 
M.  Truman  notes  that  inflation  came  in 
faster  and  economic  growth  slower 
than  Fed  policymakers  expected  last 
year.  That  suggests  they  overestimated 
productivity  growth.  And  with  growth 
slowing  and  inflation  heating  up  again, 
central  bank  officials  may  be  making 
the  same  mistake  this  year. 

In  the  end,  the  Fed  can  best  help  the 
economy  by  preventing  inflation  from 
running  wild— perhaps  the  key  lesson 
to  be  learned  from  the  disastrous  expe- 
rience of  the  '70s.  It's  one  that 
Greenspan  will  undoubtedly  have  in 
mind  as  he  tries  to  manage  the  econo- 
my in  his  last  nine  months  as  Fed 
chairman.  ■ 

-By  Rich  Miller,  with  Catherine  Yang, 

in  Washington,  and  Michael  Arndt 

in  Chicago 


THE  HEARTLAND 


The  Midwest  Isn't  Feeling 
Motor  City's  Pain 

Many  factories  are  on  a  tear,  with 
business  they  haven't  seen  since  2000 


AT  FIRST  GLANCE,  AM- 
erica's  industrial  heart- 
land is  looking  rusty 
again.  General  Motors 
Corp.  and  its  Motown  ri- 
vals are  slashing  pro- 
duction, hurting  suppli- 
ers and  anyone  else  that  depends  on  the 
car  industry  to  pay  the  bills  (page  84). 
Parts-maker  Meridian  Automotive  Sys- 
tems Inc.  filed  for  bankruptcy  protection 
on  Apr.  26.  Tower  Automotive  Inc.,  which 
declared  Chapter  11  in  February,  will  shut 
three  plants  by  July,  shedding  800  work- 
ers. Michigan's  jobless  rate  is  now  the  sec- 
ond-highest in  the  land,  at  6.9%,  with 
Ohio  not  far  behind  at  6.3%. 

Fortunately,  there's  more  to  Midwest 
manufacturing  than  Detroit.  Just  a  four- 
hour  drive  south  on  1-75  is  General  Elec- 
tric Co.'s  booming  aircraft- engine  plant. 
GE's  factory  in  Evendale,  Ohio,  is  gear- 
ing up  to  build  800  engines  for  narrow- 
body  passenger  planes  for  Boeing  Co. 
and  Airbus  this  year— up  from  700  last 


year.  And  more  than  1,000  are  already  on 
order  for  2006.  With  demand  for  new 
aircraft  surging  in  Asia  and  Europe,  GE 
Chairman  and  Chief  Executive  Jeffrey  R. 
Immelt  says  the  division  has  now  called 
back  all  of  its  hourly  employees  laid  off 
after  September  11— and  has  hired  200 
more  engineers.  Most  striking,  for  the 
first  time  in  20  years  the  plant  is  recruit- 
ing entry-level  machinists.  Says  Immelt: 
"Our  factories  are  full." 

Indeed,  much  of  the  region's  factory 
sector  is  racing  along  at  its  best  clip  since 
the  economy's  previous  peak,  in  2000. 
The  Federal  Reserve  Bank  of  Chicago  re- 
ported on  Apr.  27  that  its  Midwest  manu- 
facturing index  rose  a  respectable  1.7%  in 
March  from  a  year  earlier,  led  by  a  5.8% 
jump  in  machinery  output.  "The  glass 
isn't  half  empty,"  says  William  A.  Strauss, 
senior  economist  at  the  Chicago  Fed.  "It's 
more  like  three- 
quarters  full."  TURBo mode  GE's 

Midwestern         jet-engine  division 
manufacturers         is  at  full  strength 


m 
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owe  much  of  their  fortune  to  a  spending 
spree  by  industrial,  farm,  freight,  and 
mining  customers  who  are  enjoying 
their  best  markets  in  years.  While  sales 
of  automobiles  and  light  trucks  have 
been  slipping,  orders  are  pouring  in  for 
bigger  vehicles— from  trucks  and  trac- 
tors to  trains  and  airplanes. 

BIG  RIGS 

AS  A  RESULT,  industrial  heavyweights 
are  hiking  their  2005  forecasts  for  sales 
and  profits,  increasing  capital  spending 
to  boost  capacity,  raising  prices,  and 
adding  to  their  job  rolls. 

Cummins  Inc.  is  a  shining  example  of 
that  other  Midwest.  The  Columbus 
(Ind.)  company  has  three  shifts  working 
around  the  clock  to  build  engines  for 
long-haul  trucks.  North  American  sales 
of  big  rigs  are  on  target  to  hit  285,000 
this  year— up  73%  from  a  recent  low  of 
166,000  in  '03— as  freight  companies  re- 
place old  trucks  and  add  to  their  fleets  to 
handle  the  growing  flow  of  goods  from 
the  nation's  ports  and  factories.  With 
more  growth  expected  in  2006,  Cum- 
mins is  investing  $7  million  on  new 
equipment  to  expand  engine  output  and 
is  hiring  more  workers.  "We  are  at  ca- 
pacity," says  CEO  Theodore  M.  Solso. 

Cummins  has  a  lot  of  company.  Cater- 
pillar Inc.  recently  bumped  up  its 
2005  outlook,  saying  that  profits  will 
climb  at  least  35%,  to  a  record  $2.6  bil- 
lion, thanks  to  increased  sales  of  heavy- 
duty  engines  and  earthmoving  ma- 
chines. Union  Pacific  Corp.  is  spending 
$700  million  for  315  locomotives  and 
4,000  railcars,  vs.  $526  million  in  2004. 
Electro-Motive  Diesel  Inc.  in  LaGrange, 
HI.,  which  is  assembling  115  of  those  en- 
gines, has  a  backlog  that  will  keep  its  fac- 
tory workers  busy  well  into  2006.  At 
Deere  &  Co.,  in  the  meantime,  employees 
in  its  Waterloo,  Iowa,  complex  are  log- 
ging overtime  hours  to  meet  the  demand 
for  tractors. 

Of  course,  the  heartland  would  be 
better  off  if  the  Big  Three  auto  makers 
were  expanding  production,  as  the 
Japanese  and  European  transplants  are 
doing  in  the  South.  Nationally,  the  auto- 
mobile sector  grew  3.2%  in  March  from 
a  year  earlier,  while  sinking  1.9%  in  the 
Midwest.  Still,  says  Alexander  M.  Cuder, 
CEO  of  industrial-goods  maker  Eaton 
Corp.  in  Cleveland:  "The  industrial  side 
of  the  economy  is  quite  robust." 
Singing  the  Rust  Belt  blues  may  be  ap- 
propriate for  Detroit.  But  all  around  the 
rest  of  the  Midwest,  the  tune  they're 
singing  is  far  more  upbeat.  ■ 

-By  Michael  Arndt  in  Chicago 
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STRATEGIES 


WHY  HP  IS  PRUNING 
THE  PRINTERS 

Growth  is  slowing.  Margins  are  falling. 
If  s  time  to  retool  the  money  machine 


< 


it 
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URING  THE  RECENT 
Sturm  und  Drang  at 
Hewlett-Packard  Co., 
there  has  been  httle 
soul-searching  in  the 
tech  giant's  gold  mine 
printer  business.  For  al- 
most two  decades,  this  $24-biUion-a-year 
division  has  sailed  along  on  a  river  of  ink- 
cartridge  profits,  dominating  rivals  with  a 
market  share  of  more  than  50%— and  re- 
maining blissfully  detached  from  the 
problems  at  HP's  computer  units. 

But  with  overall  growth  in  printer  de- 
mand slowing  and  margins  tightening  in 
the  face  of  an  assault  from  Dell  Inc.  and 
others,  HP  has  decided  there's  no  room  for 
complacency.  BusinessWeek  has  learned 
that  printer  chief  Vyomesh  Joshi  is  knee- 
deep  in  a  "transformation"  to  ensure  HP's 
dominance  in  printing  and  imaging. 

Originally  started  at  the  urging  of  oust- 
ed CEO  (  srleton  S.  Fiorina  but  supported 


by  new  boss  Mark  V.  Hurd,  the  effort  L 
"Operation  Lead  Dog,"  involves  cuttinj  L 
the  division's  head  count  by  10%  or  more  L 
while  pruning  HP's  cluttered  portfolio  o  I 
businesses,  say  four  HP  managers  and  ai 
outside  consultant.  While  Joshi  hasn't  de  E 
termined  the  exact  savings  goals,  his  air  C 
is  to  refocus  on  the  biggest  opportunitie  H 
while  lowering  costs  to  maintain  prof 
margins  amid  falling  printer  prices.  H  jfl 
declined  to  comment  on  the  restructui  L 
ing,  but  one  printer  division  manage  > 
speaking  on  condition  of  anonymity,  de  . 
scribed  it  as  a  "Jack  Welch  kind  of  thing.  ] 
you  can't  be  No.  1  or  2,  why  do  it?" 

Let's  be  clear:  HP's  printer  division  i  I 
still  a  heavyweight.  It  accounted  for  73S  , 
of  HP's  $4.2  billion  in  earnings  for  fisci 
2004,  despite  delivering  less  than 
third  of  its  $80  billion  in  sales.  But  toug 
times  loom.  Revenue  growth  is  expecte  f 
to  slow  to  5.7%  for  the  fiscal  year  endin 
in  October,  down  from  7.2%  in  fiscal  '0' 


'Operation 
Lead  Dog' 
aims  to  cut 
theunifs 
staffand 
product  line 


says  Goldman,  Sachs  &  Co.,  which  also 
predicts  that  operating  margins  will  slip 
to  15%  this  year,  down  from  15.9%. 

A  cross-current  of  pressures  is  to 
blame.  Now  that  most  PC  owners  have 
printers,  demand  is  expected  to  be  nearly 
flat  in  coming  years.  Yet  Dell  and  others 
are  competing  harder  for  HP's  customers. 
HP's  share  of  the  U.S.  printer  market, 
measured  in  unit  sales,  fell  six  points  in 
2004,  to  47%,  according  to  IDC.  HP  is  ex- 
pected to  grab  some  of  that  back  this  year 
by  cutting  prices,  but  that  could  hurt  prof- 
its. Meanwhile,  a  host  of  cartridge  refillers 
wants  to  horn  in  on  HP's  lucrative  sales  of 
ink.  "They're  getting  whacked  from  all 
sides,"  says  Marco  Boer,  a  consulting 
partner  at  IT  Strategies  consultancy. 

i  SEVERANCE  FRENZY 

[  ALL  THAT  EXPLAINS  the  urgency  to  get 
the  printer  division  firing  on  all  cylinders. 
The  cost-cutting  phase  of  the  restructur- 
ing is  well  under  way.  Many  staffers  have 
taken  a  voluntary  severance  program  that 
ended  on  Apr.  22,  according  to  several 
managers  in  the  printing  unit.  Once  the 
total  is  tallied,  these  people  say,  manage- 
ment will  turn  to  mandatory  layoffs  that 
could  run  higher  than  25%  for  some 
units.  Much  of  the  focus  is  on  slashing 
bureaucracy  and  revamping  basics  such 
ias  processing  orders,  developing  prod- 


ucts, and  the  like.  Says  one  staffer:  "I've 
never  seen  the  frenzy  that's  going  on  right 
now,  with  people  not  knowing  if  they 
have  a  job  or  not." 

Next  up,  Joshi  is  expected  to  start  mov- 
ing out  of  underperforming  niches.  The 
company  isn't  providing  details,  but  cur- 
rent and  former  printing  managers  say 
the  company  will  go  no  further  with  its 
18-month-old  foray  into  corporate 
copiers.  That  would  be  quite  a  climb- 
down.  In  November,  2003,  Joshi  predict- 
ed HP  would  take  10%  of  the  copier  mar- 
ket from  the  likes  of  Xerox,  Canon,  and 
Ricoh  by  reselling  a  product  built  around 
technology  from  Konica  Minolta. 

But,  says  IDC,  HP  had  just  0.1%  of  the 

copier  market  in  2004.  Its  gear  lacked 
cutting-edge  features,  says  a 
manager  and  his  HP 
business  partner,  and 
HP  failed  to  invest  in 
the  marketing,  sales, 
and  support  that  cor- 
porate customers  re- 
quire. "They  felt  their  brand 
would  carry  them,"  says  the  part- 
ner. "It  makes  all  the  sense  in  the  world 
for  them  to  refocus  where  they're  strong, 
rather  than  chase  rainbows."  Other  candi- 
dates for  the  ax,  say  two  high-ranking 
staffers,  include  a  document  management 
software  business  and  a  pen  that  lets 
users  digitally  record  their  scribbles. 

So  where  will  HP  place  its  big  printing 
bets?  For  starters,  it  will  ramp  up  its  fight 
for  the  office.  Besides  hawking  now-af- 
fordable color  laser  printers,  say  two 
high-ranking  HP  managers,  the  company 
hopes  to  roll  out  a  radical  new  inkjet  tech- 
nology called  "page  wide  arrays."  Rather 
than  a  single  cartridge  that  moves  across 
the  page,  the  printer  would  have  thou- 
sands of  nozzles  that  print  the  entire  page 
at  once.  Big  technical  challenges  remain, 
but  the  devices  could  be  cheaper  to  build 
than  laser  printers.  Better  still,  HP  would 
keep  all  the  profits,  rather  than  sharing 
them  with  the  likes  of  Canon  Inc.,  which 
supplies  the  complex  laser  engines  at  the 
heart  of  HP's  current  LaserJet  line. 

A  push  into  fast-growing  consumer 
segments  is  also  likely,  mainly  on  digital 
entertainment  and  photography.  While 
HP  is  an  also-ran  in  digital  cameras— it 
has  a  meager  5%  share— Boer  expects  the 
company  to  design  products  for  profes- 
sional shutterbugs  willing  to  pay  top  dol- 
lar. Change  is  afoot  in  HP's  strategy  for 
printing  photos,  too.  Until  now,  it  has  fo- 
cused on  selling  photo  printers,  since 
76%  of  digital  pics  are  printed  at  home. 
But  IDC  expects  that  number  to  fall  to 
45%  by  2008,  as  more  consumers  go  to 


retail  kiosks  or  order  prints  online.  To  re- 
spond, HP  in  March  bought  Snapfish,  a 
Web  site  that  stores  and  prints  photos. 
IDC  analyst  Christopher  Chute  expects 
HP  to  adapt  its  high-speed  Indigo  print- 
er—both for  Snapfish  and  to  sell  as  retail 
minilabs.  "They're  finally  taking  a  step 
forward  outside  the  home,"  says  Chute. 

HP  also  hopes  to  use  those  Indigo  print- 
ers to  crack  the  huge  commercial  printing 
market,  say  three  HP  managers.  The  aim  is 
to  persuade  the  industry  to  replace  older 
printing  presses  with  faster  digital  devices 
that  can  be  easily  programmed  to  do  mas- 
sive runs  or  crank  out  on-demand  docu- 
ments. HP  has  had  high  hopes  since  buy- 
ing Israel-based  Indigo  in  2001,  but  the 
effort  has  gotten  off  to  a  slow  start.  For  one 
thing,  HP  has  yet  to  fulfill  plans  to  create 
cheaper,  more  reliable  versions  of  these 
$350,000  "digital  presses,"   making  it 
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tough  to  entice  the  mom-and-pop  printers 
who  dominate  the  industry.  With  the 
$400  billion  industry  ripe  for  a  technolog- 
ical upgrade,  Boer  says  HP  should  "push 
the  hell"  out  of  Indigo. 

It's  far  from  crisis  time  for  HP's  printer 
business.  Yet  it's  also  clear  the  division  no 
longer  has  a  license  to  print  profits.  As  a  re- 
sult, Joshi  has  plenty  of  support  inside  the 
company  to  take  drastic— even  painful- 
measures.  "Everyone  realizes  that  some- 
one with  a  pair  of  scissors  could  do  a  lot  of 
snipping  around  here,"  says  one  staffer  at 
HP's  operation  in  Corvallis,  Ore.  "This 
transformation  is  necessary."  And,  if  exe- 
cuted well,  probably  not  too  late.  ■ 

-By  Peter  Burrows,  with  Ben  Elgin,  in 
San  Mateo,  Calif. 
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EARNINGS 


A  PRETTY  SHINY 
QUARTER  AFTER  ALL 

It  turns  out  that  many  companies  handled 
the  economy's  speed  bumps  quite  well 


IT  LOOKS  AS  IF  WALL  STREET  UN- 
derestimated  Corporate  America's 
ability  to  keep  the  profit  engine 
humming.  At  2005's  start,  analysts 
fretted  over  oil  prices,  interest 
rates,  and  slower  economic  growth. 
Analysts  surveyed  in  January  by 
Thomson  First  Call  projected  profit 
growth  of  just  7.6%  for  the  companies  in 
the  Standard  &  Poor's  500-stock  index. 

But  as  earnings  have  come  in  from  ear- 
ly filers,  the  first  quarter  looks  much  better 
than  expected.  Thomson  First  Call  now 
says  S&P  500  companies  are  on  track  to 
post  a  13.2%  hike  in  net  income  from  con- 
tinuing operations,  excluding  extraordi- 
nary and  special  items.  And  at  the  298 
companies  that  had  posted  by  the  morn- 
ing of  Apr.  27,  revenues  were  up  9.1%. 

What  gives?  For  starters,  sky-high  oil 
and  gas  prices  haven't  dragged  everyone 
down:  Profits  at  energy  companies  are 
soaring.  Thomson  First  Call  estimates  en- 
ergy companies  will  pull  in  more  than  a 
quarter  of  the  S&P's  overall  profit  growth. 
Elsewhere,  many  businesses  are  handling 
the  economy's  speed  bumps  well.  Contin- 
ued efforts  to  cut  costs  are  yielding  robust 
results,  and  pricing  power  is  helping 
everyone  from  consumer-goods  makers  to 
heavy  manufacturers  boost  profits,  too. 

Still,  with  the  economy  slowing  some- 
what, the  tide  is  no  longer  lifting  all  boats. 
The  numbers  also  make  clear  that  in 
many  areas  earnings  growth  is  increas- 
ingly being  driven  by  a  few  key  players. 
By  putting  a  laser  focus  on  what  their  cus- 
tomers want  and  responding  with  superi- 
or products  and  services,  leaders  are  con- 
solidating their  gains  over  weaker  rivals 
and  walking  away  with  an  ever-larger 
share  of  earnings  in  their  sectors. 

Take  tech  hardware,  where  innovation 
has  been  key  to  growth.  Apple  Computer 
Inc.  is  a  prime  example:  Its  ability  to  devise 
popular  additions  to  its  line  of  iPod  music 
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Leaders  of  the  Pack 

In  many  sectors,  strong  players  raked 
in  the  lion's  share  of  first-quarter 
profit  growth.  Some  examples: 
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players  has  left  rivals  struggling.  And  Ap- 
ple is  using  the  iPod's  halo  effect  to  draw 
PC  users  to  its  Macintosh  computers.  As  a 
result,  Apple  posted  $290  million  in  net  in- 
come from  continuing  operations  before 
extraordinary  items  in  the  first  quarter,  up 
530%  from  a  year  ago.  Motorola  Inc.,  too. 
drew  more  than  its  share  of  customers. 
Thanks  to  a  bevy  of  hot-selling  phones,  in- 
cluding the  stylish  Razr,  it  grabbed  a  big- 
ger chunk  of  the  market  and  saw  earnings 
grow  48%,  to  $692  million. 

Elsewhere  in  techdom,  a  similar  sorting 
out  is  occurring.  Intel  Corp.,  by  betting  on 
the  spread  of  wireless  devices  based  on  its 
chips,  had  a  blowout  quarter:  Profits 
jumped  25%,  to  $2.2  billion.  Advanced  Mi- 
cro Devices  Inc.,  meanwhile 
posted  a  $17  million  loss  because 
of  falling  flash-memory  prices 

Among    the    online    giants 
Google  Inc.  and  Yahoo!  Inc.  are 
beating  expectations  as  Web  ads 
capture  a  rising  portion  of  overall 
ad  budgets.  That's  boosting  the 
price  of  search  ads,  the  most  pop 
ular  on  the  Net.  But  good  news 
for  them  is  bad  news  elsewhere 
Amazon.com  Inc.,  eBay  Inc.,  and 
other  online  merchants  that  have 
to  pay  those  higher  ad  rates  art 
seeing   their  earnings   growth 
slow  or  stumble.  Thanks  in  pan 
to  a  32%  rise  in  its  quarterly  mar 
keting  expenses,  Amazon's  earn 
ings  fell  53%,  to  $52  million. 

The  benefits  of  focusing  on  th< 
right  part  of  the  market  aren' 
limited  to  tech.  Smart  manufac 
turers  have  used  a  similar  strate 
gy  to  run  circles  around  rivals 
One  is  heavy-truck  make 
PACCAR  Inc.  Sure,  the  upswing 
in  global  freight  traffic  helped  i 
post  record  quarterly  profits  o 
$274  million,  a  50%  jump  from 
year  ago.  But  because  PACCAI 
focuses  on  custom-built  trucks,  i 
can  charge  more  than  such  rivaL 
as  Navistar  International  Corp. 

Can  Corporate  America  keej 
this  up?  Analysts  expect  second 
quarter  earnings  growth 
7.2%.  Not  bad,  given  the  econo 
m/s  signs  of  slowdown.  But  i 
the  Street  again  underestimates 
no  one  will  be  disappointed. 

-By  James  Mehring  i) 
New  York,  with  bureau  report 
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COMMENTARY 


BY  CATHERINE  ARNST 


Genentech's  Lessons  for  Big  Pharma 

The  biotech  company  focuses  on  science-not  marketing,  acquisitions,  or  patents 


MARK  APRIL,  2005,  as  a  wa- 
tershed moment  in  cancer 
treatment.  After  decades  of 
trying,  researchers  proved 
that  two  members  of  a  new 
generation  of  targeted  cancer  drugs  could 
extend  the  lives  of  breast  cancer  patients— 
an  incredibly  tough  standard  to  meet.  And 
the  glory  goes  not  to  Big  Pharma  but  to  a 
far  smaller  biotech,  Genentech  Inc. 

For  cancer  patients,  the  payoff  could  be  big.  On  Apr.  25,  the 
National  Cancer  Institute  announced  that  Herceptin,  Genen- 
tech's  targeted  breast  cancer  drug  approved  in  1998,  cut  the  risk 
of  recurrence  in  half  when  given  after  surgery.  "These  are  tru- 
ly life-saving  results  in  a  major  disease,"  said  Dr.  JoAnne  Zu- 
jewski,  head  of  breast  cancer  trials  for  the  NCI.  Just  10  days  ear- 
lier, Genentech  had  reported  that  Avastin,  a  first-in-class  drug 
approved  for  colon  cancer  a  year  ago,  also  kept  early-stage 
breast  cancer  patients  alive  longer. 

Genentech  shareholders  are  already  reaping  the  benefits.  The 
stock  soared  over  18%  in  just  14  days,  closing  at  $71.89  on  Apr. 
27.  Genentech's  $75  billion  market  capitalization  now  exceeds 
those  of  Amgen,  the  world's  largest  biotech,  and  Merck,  the 
fifth-largest  pharmaceutical  com- 
pany. That's  despite  revenues  of 
just  $4.6  billion  in  2004,  a  frac- 
tion of  those  of  the  other  two. 
"Genentech  has  transcended 
the  biotech  world,"  says  John 
McCamant,  editor  of  Medical 
Technology  Stock  Letter.  "This  is 
basically  the  world's  largest  on- 
cology company." 

It's  no  accident  that  Genen- 
tech is  out  front  in  the  race  to    ^^^^^^^^ 
treat  cancer:  Unlike  many  of  its    ^^^^^^^^^ 
rivals,  it  has  focused  squarely  on 

the  science  of  drug  discovery  rather  than  on  marketing,  acqui- 
sitions, or  patent- extension  battles.  There's  a  lesson  here  for  the 
rest  of  the  industry:  Genentech  has  spent  the  past  15  years  com- 
ing up  with  novel  drugs  for  unmet  needs.  It  focused  primarily 
on  cancer,  one  of  the  hardest  diseases  to  treat.  Then  it  designed 
clinical  trials  to  test  whether  its  drugs  could  extend  life,  an  un- 
equivocable  proof  of  efficacy.  Most  other  drug  companies  mere- 
ly try  to  prove  that  their  drugs  will  shrink  tumors. 


It  has  two 
drugs  newly 
proven  to 
prolong  life  in 
breast  cancer 
patients 


PERSEVERANCE  Genentech's  willingness  to  plod  through 

Failed  trials  led  to  the  science  has  paid  off  with  Herceptin, 
improvements,  which  targets  a  specific  genetic  flaw,  Her- 
notabandonment  2/neu?  reSponsible  for  only  25%  to  30%  of 
breast  tumors.  It  would  have  failed  clinical 
trials  if  it  had  been  tested  on  all  breast  cancer  sufferers,  but 
Genentech  also  developed  a  test  for  Her-2/neu  so  it  could  try 
the  drug  only  on  those  with  a  chance  of  responding.  By  com- 
parison, AstraZeneca's  Iressa,  a  targeted  lung  cancer  drug, 
works  only  on  tumors  that  overexpress  a  growth  factor  called 
EGF— but  there's  no  simple  test  for  EGF.  Only  10%  of  lung  can- 
cer patients  respond  to  Iressa,  and  on  Apr.  19  a  trial  was  ended 
early  because  the  drug  didn't  improve  survival  rates. 

Genentech  is  also  known  for  sticking  with  a  program  even 
when  few  others  believe  in  it.  Avastin  is  a  case  in  point.  In  2002 
the  drug  failed  to  produce  meaningful  results  in  a  late-stage 
breast  cancer  trial,  and  the  company's  stock  sank.  "But  the  sci- 
ence was  telling  us  it  should  work,"  says  Dr.  Susan  D. 
Desmond-Hellman,  president  for  product  development.  Gen- 
entech redesigned  the  clinical  trial.  "We  learned  as  much  from 
our  failures  as  our  successes,"  she  says. 

Now,  Avastin  can  boast  a  life-extension  hat  trick— a  first  for 
a  targeted  cancer  therapy.  It  won  Food  &  Drug  Administration 
approval  in  2004  after  a  trial  showed  it  could  extend  survival  in 
colon  cancer.  And  last  month,  Genentech  announced  that 
Avastin  prolongs  the  lives  of  lung  cancer  patients  by  two 
months  over  standard  treatment.  Analysts  now  expect  Avastin 
to  be  the  biggest-selling  cancer  drug  ever. 

Success  could  tempt  Genentech  to  shift  focus.  "The  odds 
are  against  them  that... their  future  will  be  as  good... as  the  last 
two  to  three  months,"  says  Eric  Schmidt,  a  biotech  analyst  at 
SG  Cowen  &  Co.  That  may  be,  but  Genentech's  success  is  a  re- 
minder to  the  rest  of  the  industry,  and  to  investors,  that  a  slow, 
steady  focus  on  science  wins  the  race.  ■ 


May  9.  2005  I  BusinessWeek    41 


' 


News  Analysis  &  Commentar 


COMMENTARY 


BY  PETER  COY 


This  Big  Oil  Deal  Shouldn't  Hurt  a  Bit 

Valero's  bid  for  Premcor  looks  like  it  would  actually  be  consumer-friendly 


IF  ANYTHING  SMELLS  worse  than  an 
oil  refinery,  it's  a  big  merger  of  oil  re- 
finers at  a  time  when  gasoline  prices 
are  at  all-time  highs.  That5 s  why  crit- 
ics of  Big  Oil  cried  foul  on  Apr.  25 
when  Valero  Energy  Corp.  announced  an 
$8  billion  deal  for  Premcor  Inc.  that  would 
create  North  America's  biggest  refiner. 
Naysayers  raised  concerns  that  more  con- 
solidation  would   reduce   competition, 

letting  refiners  get  away  with  un- 
derinvesting  in  capacity— tighten- 
ing supplies  and  driving  up  prices 
and  profits.  Said  Senator  Ron 
Wyden  (D-Ore.),  who  sits  on  the 
Energy  &  Natural  Resources 
Committee:  "You  had  better  be- 
lieve I  will  be  reviewing  very  care- 
fully the  effects  of  this  transaction 
on  the  American  gas  consumer." 

Despite  the  fears,  though, 
Valero's  purchase  of  Premcor 
might  not  be  the  disaster  the  Cas- 
sandras  predict.  While  too  much 
consolidation  in  refining  is  a  gen- 
uine concern,  there's  intriguing 
evidence  that  this  particular  deal 
could  benefit  consumers  by  in- 
creasing the  supply  of  American- 
made  gasoline  and  other  re- 
fined products.  San  Antonio- 
based  Valero  has  a  history  of  up- 
grading the  refineries  it  buys  and 
boosting  their  output.  It  vows  to 
do  the  same  with  Old  Greenwich  (Conn.)-based  Premcor,  whose 
ability  to  expand  has  been  hampered  by  a  weak  credit  rating. 

Skeptics  argue  that  the  new  Valero  would  simply  be  too  big. 
Absent  divestitures,  the  merger  would  bring  the  U.S.  market 
share  of  the  four  biggest  refiners  to  46%,  up  from  31%  in  1990 
and  40%  in  2000,  according  to  Energy  Dept.  calculations.  The 
skeptics  point  to  a  May,  2004,  report  to  Congress  by  the  Gov- 
ernment Accountability  Office,  which  used  a  computer  model 
to  conclude  that  six  of  the  eight  late-'90s  oil  industry  mergers 
that  it  investigated  led  to  price  increases,  averaging  lit  to  2<t  per 
gallon  of  gasoline.  The  critics  also  argue  that  if  companies  such 


FILL  'ERUP  The  merger 
might  even  help  drivers 
save  at  the  pump 


Top-Heavy 

U.S.  refining  capacity  share  of  four  top  players 


2000 

40% 


•Estimate  assuming  approval  of  Valero-Premcor  merger  without  spin-offs 
HHMH^^^^^^^^^^H  Data:  Federal  Track  Commission.  Energy  Dept 


as  Valero  want  to  expand,  it  would  be  better  for  consumers 
they  built  new  refineries  rather  than  gobbling  up  existing  ones.l 
But  the  critiques  are  misplaced.  The  Energy  Dept  calculates| 
that  the  U.S.  market  share  of  a  combined  Valero-Premcor  woulc 
be  just  12.7%,  hardly  a  dominant  position.  Anyway,  what  matters! 
is  the  degree  of  dominance  in  particular  regions,  rather  than  the| 
U.S.  overall.  Valero  and  Premcor  do  own  refineries  25  miles  apa 
in  New  Jersey  and  Delaware.  But  even  in  the  mid-Atlantic, 
combined  market  share  would  be  a  distant  third  behind  Sunocc 
Inc.  and  ConocoPhillips.  Analysts  who  follow  Valero  predict  that 

the  Federal  Trade  Commission  i 
O.K.  the  deal  without  requiring 
to  sell  either  refinery. 

Sure,  consumers  would  be  bet-j 
ter  off  if  Valero  built  rather  ths 
bought  refineries.  But  that's  : 
ing  a  lot.  While  refineries  are 
highly  profitable  now,  their  check  I 
ered  past  of  thin  margins  make.'l 
investors  wary  of  new  plants! 
Would-be  builders  also  face  strici 
environmental  rules  and  not-in 
my-backyard  activists.  Valero  estij 
mates  that  building  the  equivak 
of  Premcor's    current    capacit 
from  the  ground  up  would  cosl 
40%  more  than  simply  acquiring 
the  company.  In  a  stab  at  solving 
the  problem,  President  George ' 
Bush  on  April  27  called  for 
pier  pollution  rules  and  permi] 
processes,    and    asked    federa 
agencies  to  work  with  states 
towns  to  encourage  building  ne 
refineries  on  closed  military : 

Meanwhile,  Valero  is  adding  cal 
parity  at  its  existing  refineries! 
Since  1996,  it  estimates  it  hz 
added  380,000  barrels  a  day  to  its  output— a  5%  hike.  1 
the  equivalent  of  two  big  new  refineries.  And  Valero,  like  Preml 
cor,  has  focused  on  processing  heavy,  sour  crude  oils,  which  ar | 
relatively  abundant  and  cheap.  Gasoline  would  be  even  pricie 
were  it  not  for  the  ability  to  process  those  less  attractive  crude? 
Add  it  up  and  the  Valero-Premcor  deal  is  "probably  good"  fol 
consumers,  says  Colm  T.  McDermott  of  energy  analyst  John  SI 
Herold  Inc.  It's  hard  to  love  a  refinery  merger,  but  this  one  jusl 
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might  pass  the  smell  test. 


-With  Wendy Zellner  in  Dallas  an\ 
Eamonjaversin  Washington 
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Your  potential.  Our  passion. 

Microsoft 
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Microsoft  offers  CRM  software 
tbaVs  as  a>sf~effec+i\/t  a*  iti* 
easy  to  use- 
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An  adaptable  CRM  software  solution  earns  its  keep  faster.  Now  get  a  free  business 
assessment  that  helps  show  you  how  powerful  sales,  customer  support,  marketing 
automation,  and  mobility  tools  can  yield  more  profitable  customer  relationships 
without  breaking  the  bank. 

To  qualify  for  your  free  business  assessment  from  a  Microsoft  Certified  Partner, 
visit  www.business-assessment.com/crm  or  call  1-800-498-1494. 

tion.  All  right 

n  the  United 


Microsoft 

Business 
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Financial  Management 

Customer  Relationship  Management 

Supply  Chain  Management 


An  expense  ratio  represents  the  annual  percentage  of  a  fund's  assets  paid  out  in  expenses.  The  comparison  is  ba; 
on  the  following  funds:  Fidelity  Spartan  500  Index  Fund  versus  Vanguard  500  Index  Fund  (both  of  which  track 
S&P  500);  Fidelity  Spartan  Total  Market  Index  Fund  (which  tracks  the  DJ  Wilshire  5000  Index)  versus  Vanguard  Tc 
Stock  Market  Index  Fund  (which  tracks  the  MSCI  US  Broad  Market  Index);  Fidelity  Spartan  Extended  Market  ln< 
Fund  versus  Vanguard  Extended  Market  Index  Fund  (both  of  which  track  the  DJ  Wilshire  4500  Index).  The  Fide 
and  Vanguard  funds  have  substantially  the  same  investment  objectives.  The  Fidelity  funds  use  the  float-adjus 
market  capitalization  version  of  the  DJ  Wilshire  4500  and  5000  Indexes  and  Vanguard  uses  the  full  mar 
capitalization  version,  and  their  performance  may  vary.  The  funds  may  have  different  minimum  investments  ; 
other  fees  and  features  that  you  should  consider  before  investing.  For  example,  the  Fidelity  funds  listed  above  c; 
redemption  fees  of  .50%-.75%  for  shares  held  less  than  90  days;  the  Vanguard  funds  do  not  carry  redemption  ft 
You  can  view  the  prospectuses  for  all  these  funds  on  Fidelity.com.  Vanguard  funds  are  represented  by  their  Inve; 
Shares,  which  Fidelity  considers  more  comparable  to  the  Fidelity  funds  than  Vanguard's  Admiral  Shares. 

!  industry  Average  ExDense  Ratio,  calculated  by  Fidelity,  represents  the  median  total  expense  ratio  of  no-load  or  front-end- 
are  in  the  same  Morningstar'  fund  categories  as  each  of  the  Fidelity  Spartan  Index  Funds  listed.  We  excluded  cei 


INDEX  FUNDS  NOW  FIXED  AT  10  BASIS  POINTS . . . 

At  Fidelity,  we  believe  in  adding  value  to  everything  we  do.  So  how  do  we  add  value  to 
indexing?  First,  by  offering  these  index  funds  with  incredibly  low  expenses.  10  basis  points. 
Every  day.  We  like  the  sound  of  10  basis  points  so  much  that  now  we've  made  it  fixed. 

So  investors  in  these  funds  can  rest  assured  that  the  only  way  their  10-basis-point  expenses 
will  increase  is  if  they  vote  to  raise  them.  Now  you  can  feel  confident  you're  getting 
the  best  value  out  there.  At  Fidelity,  if  something's  worth  doing,  it's  worth  doing  better. 


S&P  500*  Index2 
Total  Stock  Market  Indexes 


Extended 
Stock  Market  Inder 


FIDELITY 

VANGUARD 

INDUSTRY  AVG.1 

SSSJSSm     1 

INVESTOR  shares 

se  ratio  in  basis  points 

EXPENSE  RATIO 
IN  BASIS  PC 

10 

18 

45 

In  addition,  our  Spartan  International  Index  Fund3  is  currently  offered  for  10  basis  points  and 
fixed  at  20  basis  points. 


Fidelity 


Smart  move5: 


ver  100  locations  nationwide     I     1.800.FIDELITY     I     Fidelity.com/index 


from  this  calculation  if  they  had  a  back-end  sales  load,  expenses  exceeding  1.50%,  and/or  initial  minimum  investments  of  $250,000 
lore.  Although  Fidelity  has  reviewed  this  data  for  accuracy,  it  does  not  guarantee  that  the  information  is  accurate  or  complete.  Strategic 
jht  data  is  as  of  12/31/04. 

le  S&P  500  is  a  registered  trademark  of  The  McGraw-Hill  Companies,  Inc.,  licensed  for  use  by  Fidelity  Distiibutors  Corporation. 
$  an  unmanaged  market  capitalization-weighted  index  of  common  stocks. 

.  must  also  consider  that  the  Fidelity  Spartan  International  Index  Fund  currently  has  an  expense  ratio  of  10  bps  because  the 
's  investment  advisor  has  agreed,  voluntarily  and  indefinetly,  to  reimburse  the  fund  to  the  extent  that  annual  operating  expenses 
ied  10  bps.  This  arrangement  may  be  discontinued  at  any  time.  Absent  such  reimbursement,  fund  expenses  are  contractually 
led  to  20  bps.  All  things  being  equal,  a  fund  with  lower  expenses  may  offer  higher  returns  than  a  fund  with  higher  expenses. 

jse  carefully  consider  the  funds'  investment  objectives,  risks,  charges  and  expenses  before  investing.  For  this 
other  information,  call  or  write  to  Fidelity  or  visit  Fidelity.com  for  a  free  prospectus.  Read  it  carefully  before 
bring  or  sending  money. 

Bty  Distributors  Corporation.  400513 
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WIRELESS 


TAKING  VIDEO  GAMES 
TO  THE  NEXT  LEVEL 

Cell-phone  game  sales  are  hot— sparking 
deals  and  the  interest  of  big  game  makers 


HAIDA  BERG  DOESN'T 
usually  talk  about  her 
passion  for  Tetris,  the 
electronic  game  in  which 
interlocking  blocks  are 
stacked  one  upon  the  oth- 
er. "It  has  a  stigma  at- 
tached to  it,"  says  Berg,  "like  it's  some- 
thing a  14-year-old  boy  would  do."  Yet 
Berg,  like  lots  of  folks  with  time  on  their 
hands  at  airports  or  on  their  daily  com- 
mute, can't  seem  to  help  herself.  While 
she  and  her  husband  drive  across  Neva- 
da's wide-open  spaces,  making  the 
rounds  for  their  satellite  installation  busi- 
ness, Berg  loses  herself  in  Tetris.  For  just  a 
$5  one-time  download  fee  to  her  cell 
phone,  "it  really  makes  the  time  go  by 
fast,"  says  Berg. 

Tetris,  you  may  recall,  was  the  popular 
video  game  that  helped  make  Nintendo 


GAMES  TO  GO 
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MILLIONS  OF  DOLLARS 

U.S.  MOBILE  GAMING 
REVENUES 


Co.'s  Game  Boy  a  hit  in  the  late  1980s. 
But  now  the  thriving  cell-phone  game  in- 
dustry is  betting  lots  of  money  that  there 
will  soon  be  millions  more  like  Berg  out 
there.  The  latest  deal:  On  Apr.  20,  Los  An- 
geles-based JAMDAT  Mobile  Inc.  paid 
$137  million  to  buy  privately  held  rival 
Blue  Lava  Wireless,  based  in  Honolulu, 
with  its  15-year  worldwide  wireless  rights 
to  Tetris.  The  Blue  Lava 
deal  is  one  of  a  flurry  of 
deals  among  little- 
known  private  cell- 
phone game  companies 
with  funky  names  like 
Mforma,  In-Fusio,  and 
Digital  Chocolate. 

It  doesn't  take  a 
Tetris  whiz  to  put  all  the 
pieces  of  this  puzzle  to- 
gether: Cell-phone 
games  are  hot,  and 
everyone  in  the  biz 
thinks  they're  going  to  get  a  lot  hotter. 
The  global  market  for  such  games  is  on 
track  to  reach  $2.6  billion  by  yearend,  up 
from  $587  million  in  2003,  according  to 
Informa  Telecoms  &  Media,  a  London- 
based  consultancy. 

Demand  for  mobile  games  is  growing 

so  fast  it  could  overtake  mobile  content's 

current  big  moneymaker,  the  $3.5  billion 

ringtone     market, 

according  to  Mark 

Nagel,   director   of 


03  '04 

(tote:  In-Stat/MDR 


premium  and  enter- 
tainment services  at 
Atlanta-based  Cin- 
gular  Wireless  LLC. 

POWER  UP  Color 

screens,  scads  of 
memory,  and 
inexpensive  games 
all  are  spurring 
demand 


In  the  U.S.,  where  cell-phone  games  hav< 
caught  on  later  than  in  Europe  and  Asia 
the  market  is  small  but  also  growing  rap 
idly.  With  subscribers  downloading  Pac 
Man,  MLB  Baseball,  World  Poker  Ton, 
Texas  Hold  'Em,  and  scads  of  othe 
games,  industry  revenues  more  thai 
doubled  to  $203  million  in  2004,  anc 
should  hit  about  $380  million  this  year. 

JUICY  MARGINS 

SIMPLE  GAMES  still  rule,  but  new  game 
are  getting  splashier.  Digital  Chocolat 
Inc.,  based  in  San  Mateo,  Calif.,  is  devel 
oping  a  game  called  FotoQuest  Fishing,  u 
which  players  can  find  and  "photograph 
various  fish.  They  can  send  the  snapshot 
to  friends  via  their  cell  phones.  Mean 
while,  Pathway  to  Glory,  released  b; 
Nokia  Corp.  late  last  year,  allows  player 
to  talk  to  each  other  while  firing  round 
on  a  tiny  battlefield  in  real  time. 

Now,  the  big  guys  in  the  $20  billio: 
global  market  for  video  game  softwar 
want  in  on  the  action.  Console  game  pub 
lishers  like  Redwood  City  (Calif.)-base 
Electronic  Arts  Inc.  and  Santa  Monica 
based  Activision  In< 
have  until  now  focuse 
their  energies  on  deve] 
oping  games  for  th 
likes  of  Sony  Corp. 
PlayStation  2  and  Mi 
crosoft  Corp.'s  Xbo: 
But  with  their  cole 
screens  and  computin 
power  that  rivals  desl 
top  PCs  of  the  earl 
'90s,  cell  phones  ai 
morphing  into  min 
consoles.  Activisio 
says  it  has  doubled  its  cell-phone  gamin 
staff  in  the  past  year  to  develop  3D  an 
multiplayer  games.  And  John  Batter,  ger 
eral  manager  of  Electronic  Arts'  mobL 
unit,  insists:  "We  can  do  more  creath 
things  with  the  games." 

The  console  game  makers  also  see  juic 
margins  in  cell-phone  games.  Becam 
they  require  far  less  programming 
use  simpler  graphics,  they  cost  only  a  fra 
tion  of  what  it  takes  to  develop  a  conso 
game.  What's  more,  most  cell-phor 
games  have  no  expensive  packaging  sin< 
they  are  downloaded.  They're  also  an  id 
al  marketing  tool:  The  wireless  version 
Shrek  2  that  Activision  introduced  la 
year  tells  players  how  to  skip  a  level  in  tl 
console-based  version— a  big  deal  for  1 
year-olds.  And  now  it  looks  like  it  will  i 
creasingly  be  a  big  deal  for  all  tho 
grown-ups  out  there,  like  Haida  Ber 
with  a  Utile  downtime  on  their  hands.  I 
-By  Olga  Kharifin  Portland,  O 
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CONTINUOUS 
MONITORING 


I.D.  THEFT 
ASSISTANCE 


A  MULTI-LAYERED  APPROACH  TO  PAYMENT  CARD  SECURITY. 

Visa  has  many  ways  of  protecting  your  card.  For  instance,  if  your  card  is  fraudulently 
used  to  make  purchases,  you  will  not  be  held  responsible.  Visa  also  constantly 
monitors  your  account  to  detect  suspicious  or  unusual  activity.  In  addition,  we 
provide  access  to  identity  theft  assistance.  Visa  can  even  confirm  your  identity 
when  you're  shopping  online.  It  all  adds  up  to  protection.  Layer  upon  layer  of  it. 

VISA.COM/SECURITY 


Covers  U.S.  issued  cards  only.  Visa's  Zero  Liability  Policy  does  not  apply  to  commercial  card  or  ATM  transactions,  or  to  PIN 
transactions  not  processed  by  Visa.  Notify  your  financial  institution  immediately  of  any  fraudulent  use.  Verified  by  Visa  is  not 
available  with  all  cards  and  requires  online  activation  and  use  at  a  participating  online  merchant.  For  additional  restrictions, 
limitations,  and  information  relating  to  Visa  security  features,  see  your  cardholder  agreement  and  go  to  visa.com/security. 


VISA  SECURITY  PROGRAM 


VERIFIED 
by  VISA 
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NeWS  In  Biz  This  Week 


EDITED  BY  MONICA  GAGNIER 


TAKEOFF 
AT  LAST 

Four  months  ago,  Alan 
Mulally,  CEO  of  Boeing's 
commercial  airplane  unit, 
faced  stinging  criticism  over 
slow  airplane  sales.  He 
definitely  got  the  message. 
Since  then,  sales  have 
soared.  On  Apr.  26,  Air 
Canada  and  Air-India  ordered 
a  total  of  80  of  Boeing's  twin- 
engine,  long-range  777s  and 
its  new  fuel-sipping  787 
Dreamliner.  Airlines  are 
flocking  to  the  composite  jet, 
which  uses  20%  less  fuel 
than  other  planes  its  size.  The 
Dreamliner  has  racked  up 
244  orders  and  commitments 
in  just  15  months. 

What's  more,  Boeing's 
gross  order  book  is  filling  up 
much  faster  than  last  year- 
348,  vs.  277  at  this  time  in 
2004.  Shares  are  gaining 
altitude,  too:  They're  up  18% 
during  the  past  three 
months.  The  good  news 
persuaded  investors  to  shrug 
off  a  14%  drop  in  first-quarter 
profits,  which  were  hurt  by 
higher  pension  and 
compensation  costs.  Boeing 
shares     '  ed  ahead  1%,  to 
$59.66,        pr.  27.  For 
Mulally,  v      covets  the 
vacant  top    >ot  at  Boeing, 
the  brass  rii  g  is  within  reach. 
-Stanley  Holmes 


SQUARING  OFF 
WITH  THE  SEC 

See  you  in  court.  That's  what 
the  Financial  Planning  Assn.  is 

preparing  to  tell  the 
Securities  &  Exchange 
Commission.  The  group  is 
expected  to  file  suit  to  try 
and  overturn  an  agency  rule 
that  exempts  most 
stockbrokers  who  give 
financial  advice  from  the 
stringent  investor  protection 
standards  required  for 
registered  investment 
advisers.  Advisers  must 
always  put  a  client's  financial 
interests  first;  brokers  only 
need  to  determine  whether 
securities  are  suitable  for  a 
client  based  on  her 
sophistication  and  appetite 
for  risk.  Most  FPA  members 
are  advisers,  so  the  group 
wants  its  broker  rivals  held 
to  the  same  standard. 


A  WINNING 
HAND  IN  CARDS 


Many  more  cardholders  are 
charging  up  a  storm  on 
American  Express  cards, 
thanks  to  new  partners  and 
aggressive  investments  in 
marketing  and  rewards 
programs.  A  new  allegiance 
with  MBNA— which  began 
issuing  AmEx  cards  late  last 
year  after  the  Supreme  Court 
struck  down  rules  by  Visa  and 
MasterCard  that  prohibited 
U.S.  banks  from  issuing  rival 
cards— appears  to  be  paying 
off:  For  the  fifth  consecutive 


quarter,  |he  New  York-based 
card  and  travel  outfit  reported 
record  earnings.  Profits  rose 
19%,  to  $946  million.  AmEx 
cardholders  spent  9.5%  more 
than  in  2004,  no  doubt 
because  the  cards  are 
accepted  at  more  venues. 


OPERATION 
MENDOCINO 

More  than  a  year  after 
walking  away  from  merger 
talks,  Microsoft  and  SAP  have 
agreed  to  jointly  develop  a 
product  for  the  first  time.  The 
application,  code-named 
Mendocino,  will  create  more 
direct  links  between  SAP's 
business  planning  software 
and  Microsoft's  widely  used 
Office  suite.  The  goal:  to 
make  it  simpler  for  users  to 
jump  between  applications 
from  both  software  giants. 
That  could  give  SAP  a  leg  up 
in  its  competition  with  Oracle. 
Microsoft  first  considered 
buying  SAP  two  years  ago 
after  Oracle  announced  plans 
to  acquire  PeopleSoft,  and  the 
two  talked  for  several  months 
before  deciding  against  a 
deal.  While  short  of  a  merger, 
the  Mendocino  pact 
represents  a  formidable 
alliance. 


MORE AGONY 
ATAIG 

The  bad  news  keeps  coming 
at  American  International 
Group.  Regulators  are  now 
looking  into  whether  the 
insurance  giant  improperly 
bo  jked  workers' 
compensation  premiums 
through  1997,  thus 
potentially  reducing  millions 
in  contributions  to  state 
funds.  Meanwhile,  AIG's 
internal  probe  is  likely  to 
uncover  more  accounting 
errors,  on  top  of  the  $1.7 
billion  reduction  in  net  worth 
that  the  company  projected 
after  its  initial  investigation 


in  late  March.  A  company 
spokesman  declined  to 
comment  on  the  state  of  the 
probes,  saying  that 
AIG  will  "disclose  further 
developments  when 
appropriate."  Investors  will 
soon  get  a  clearer  picture  of 
AIG's  finances  when  the 
company  files  its  annual 
report,  due  on  Apr.  30. 


ETCETERA... 

»  United  Airlines  is  willing  to 
grant  federal  pension 
insurers  up  to  $1.5  billion  to 
settle  bankruptcy  claims. 
»  Best  Buy  will  open  its  first 
store  in  China  and  buy  back 
$1.5  billion  of  its  shares. 
>  >  The  U.S.  fell  to  No.  16 
from  13  in  a  global  ranking  of 
home  broadband  use. 


CLOSING  BELL 


Investors  punished 
auto  parts  maker 
Visteon  after  it 
reported  a  first- 
quarter  loss  three 
times  larger  than 
expected.  Shares 
skidded  15%,  to 
$3.76,  on  Apr.  27 
Visteon  has  been 
hurt  by  declining 
auto  sales  at  Ford 
Motor,  its  former 
parent  and  biggest 
customer. 


DOLLARS 


VISTEON 


STOCK  PRICE 


Data:  Bloomberg  Financial ' 
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The  BlackBerry  7100t~from  T-Mobile.  It's  the  first  phone  that  comes  with  the  power  of  BlackBerry® 
e-mail,  so  you  can  get  out  of  the  office  and  still  stay  connected.  Get  the  most  WHENEVER  Minutes* 
plus  unlimited  BlackBerry  e-mail,  instant  messaging  and  Web  browsing  from  just  $59.99  per  month. 
To  find  out  more,  visit  www.t-mobile.com  or  call  1-800-TMOBILE. 
You  really  should  get  out  more. 

m::  BlackBerry 


■frictions  apply.  See  retail  brochure  for  details.  The  BlackBerry  and  RIM  families  of  related  marks,  images  and  symbols  are  the  exclusive  properties  of  and  trademarks  or  registered  trademarks  of  Research  In  Motion  Limited  -  used 
permission.  T-Mobile  is  a  registered  trademark  of  Deutsche  Telekom  AG.  ©  2005 


PAUL'S  NEW  MONTEGO  PROVED  to  be  a  distraction  for  the  Neighborhood 

Watch  group.  Meanwhile,  the  Elm  Street 
lawn  ornament  abduction  would  slip  under 
their  radar. 


Introducing  Mercury  Montego 

It  was  Montego's  expressive  lines 
that  first  caught  their  attention. 

On  closer  inspection,  the  5-passenger  sedan  revealed  its  distinctive  details— a 
cavernous  interior,  elevated  Command  Seating™  for  maximum  visibility,  and 
an  abundance  of  rich  leather  trim.*  "Anything  wrong,  officers?"  Paul  asked. 
"On  the  contrary,"  they  replied. 


* 


'Available  features  shown. 


MERCURY      NEW  DOORS  OPENED 


mercuryvehicles.com 
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Damn  the  Deficit, 
And  Pile  On  the  Pork 


LIKE  ANY  WOULD-BE  DEFENSE  CONTRACTOR,  FastShip  Inc.  naturally 
makes  nice  to  its  hometown  lawmakers.  Last  year  execs  of  the 
Philadelphia-based  company  doled  out  $8,500  to  help  reelect 
Republican  Senator  Arlen  Specter.  Now,  FastShip  maybe  on  the 
receiving  end.  In  April,  Specter  tucked  a  sentence  into  a  312-page 

emergency  spending  bill  ordering  the  Pen-  said:  'No,  we  do  not  want  this  money.' " 
tagon  to  disperse  $40  million  "solely  for         FastShip  isn't  the  only  potential  winner. 


the  purpose  of  construction"  of  a  new  port 
and  of  "high-speed,  advanced-design  ves- 
sels," to  be  built  "by  a  Philadelphia-based 
company."  In  other  words,  FastShip. 

Welcome  to  a  spring  ritual  in  Washing- 
ton. Each  year  giddy  lawmakers  rush  to 
squeeze  dozens  of  pet  projects  into  a  must- 
pass  emergency  spending  bill.  This  year's 
$81.3  billion  measure— ostensibly  to  sup- 
port troops  in  Iraq  and  help  Asian  tsunami 
victims— is  no  different.  Lawmakers  are 
larding  up  the  bill  with  hundreds  of  mil- 
lions of  dollars  directed  to  specific  projects, 
a  process  known  as  earmarking. 

All  this  maneuvering 
might  be  business  as  usual  in 
Congress,  but  the  stakes  are 
higher  this  time.  Senators 
are  especially  eager  to  deliver 
pork  to  voters  because  the 
Senate's  balance  of  power 
could  shift  with  a  single  elec- 
tion. Yet  with  the  regular 
budget  subject  to  more 
scrutiny  as  deficits  soar,  law- 
makers are  scrambling  to 
justify  pet  projects  as  emer- 
gency spending.  "There  is  a 
spending  frenzy  going  on  in 
Washington,  and  people 
need  to  hold  their  senators  ^^^^ 
and  congressmen  account- 
able," freshman  Senator  Tom  Coburn  (R- 
Okla.)  said  on  CNBC  on  Apr.  26. 

Specter  insists  he's  not  diverting  any 
money  from  troops  or  tsunami  victims  be- 
cause the  $40  million  for  high-speed  cargo 
ships  was  approved  in  2004.  He's  simply 
making  sure  that  the  money  will  be  spent  in 
Philly.  "There  is  no  other  port  facility  that 
can  take  these  ships,"  Specter  says.  It s  still 
pork,  counters  Senator  John  McCain  (R- 
Ariz.),  because  "the  Secretary  of  the  Navy 


ENOUGH  ALREADY 

Senator  Coburn 
sees  a "spending 
frenzy" 


Vaccine  manufacturer  Sanofi  Pasteur  is 
hoping  for  $10  million  in  federal  funds  for 
a  wastewater  facility  near  its  Swiftwater 
(Pa.)  plant.  And  Senator  Rick  Santorum  (R- 
Pa.)  is  pushing  a  federal  loan  guarantee  for 
WMPI  in  Gilberton,  Pa.,  which  wants  to 
build  a  plant  to  convert  coal  waste  into 
clean  fuel.  Santorum  spokeswoman 
Christine  Short  says  energy  independence 
is  "manifestly  urgent."  Keith  Ashdown  of 
budget  watchdog  group  Taxpayers  for 
Common  Sense  isn't  buying  that  line. 
"This  is  an  emergency  only  to  Santo  rum's 
[2006]  reelection,"  says  Ashdown. 

Spin  City 

THE  BUSH  White  House 
isn't  known  for  its  budget 
restraint,  but  earmarks  can 
wipe  out  even  its  modest 
spending  cuts.  Senator  Sax- 
by      Chambliss      (R-Ga.), 
wants  to  block  the  Adminis- 
tration     from      canceling 
Lockheed  Martin's  contract 
for  C-130J  cargo  jets  built  in 
his  home  state.  Chambliss 
aide  Clyde  Taylor  says  the  senator  is 
saving   taxpayers   money   because 
canceling  the  contract  will  cost  $1.6 
billion.  But  even  with  that  expense, 
killing  the  plane  would  save  nearly 
$5  billion  over  the  next  five  years. 

As  senators  gather  behind  closed  doors 
with  their  House  counterparts  to  hammer 
out  the  final  bill,  some  projects  will  fall 
out,  and  others  could  be  added.  But  the 
measure  is  almost  certain  to  clear 
Congress  and  get  George  W.  Bush's  signa- 
ture this  spring.  The  only  "emergency" 
left  unaddressed  will  be  the  ballooning 
federal  deficit.  ■ 

-By  Jennifer  Drew 


CAPITAL 
WRAPUP 

AMAKE-OR-BREAK 
MOMENT  FOR  FRIST 

the  CLOCK  IS  ticking  on  Senate 
Majority  Leader  Bill  Frist.  He  says 
he  won't  serve  past  2006,  which 
means  he  has  20  months  before 
he  goes  up— to  seek  the 
Republican  Presidential 
nomination— or  out,  to 
retirement.  But  if  the  first  four 
months  of  2005  were  signposts, 
they  would  be  pointing  toward 
Iowa  and  New  Hampshire. 

As  he  woos  Christian 
conservatives  for  a  possible  2008 
bid,  the  heart  surgeon-turned- 
pol  has  seized 

Polls  have 

Frist 

trailing 

far 

behind 

for  2008 


on  issues  dear 
to  the 
Religious 
Right  but  un- 
popular with 
many  other 
Americans- 
such  as 
changing 
Senate  rules 
on  filibusters     ^^^^ 
and  stepping 
into  the  Terri 

Schiavo  case.  An  Apr.  21-24  ABC 
News/  Washington  Post  poll 
found  that  66%  of  Americans 
consider  barring  filibusters  on 
judicial  nominations  a  bad  idea, 
and  a  Mar.  23  CBS  poll  found 
that  82%  disapprove  of 
Congress'  intervention  in  the 
Schiavo  matter.  Senator  Barack 
Obama  (D-lll.)  smells  politics: 
"With  his  Presidential  run,  he's 
more  concerned  right  now  with 
his  base." 

Meanwhile,  Frist  is  having 
trouble  on  the  President5 s  Social 
Security  agenda  and  the  fate  of 
Bush's  nominee  for  U.N. 
ambassador,  John  Bolton.  Early 
2008  polls  show  Frist  lagging 
far  behind  possible  rivals  such 
as  Senator  John  McCain  (R-Ariz.) 
and  former  New  York  Mayor 
Rudy  Giuliani.  Still,  there's  one 
bright  spot  for  Frist:  As  a 
doctor,  he  has  another  career  to 
fall  back  on. 

-By  Eamonjavers 
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CHINA 


WANTED:  A  BIG  BROOM 
FOR  THE  BANKS 

Beijing  is  trying  to  sweep  away  corruption  and  bad  loans  at  its 
huge  state  lenders  before  taking  them  public 


CHINA'S  BANKING  SYSTEM 
seems  to  be  suffering  from 
kleptomania.  Zhang  En- 
zhao,  chairman  of  state- 
owned  China  Construc- 
tion Bank  Corp.,  resigned 
in  March  after  bribery  alle- 
gations showed  up  in  U.S.  court  docu- 
ments. In  the  past  ftve  months  two  other 
big  state  lenders— Bank  of  China  and  In- 
dustrial &  Commercial  Bank  of  China 
(ICBC)— have  been  tarred  by  loan  fraud 
and  embezzlement  scandals.  On  Apr.  25, 
China  Banking  Regulatory  Commission 
Chairman  Liu  Mingkang  openly  called 
for  more  audits  and  better  regulatory 
scrutiny  to  "win  the  uphill  battle" 
against  corruption. 

Liu  and  other  top  officials  are  pulling 
out  all  the  stops  to  repair  the  image  and 
mend  the  balance  sheets 
of  China's  scandal-prone 
banks.  The  cost  of  this 
rescue  is  mounting.  Chi- 
nese financial  authorities 
were  forced  to  shell  out 
$45  billion  to  prop  up 
Bank  of  China  and  China 
Construction  in  late  2003. 
And  on  Apr.  26  the  gov- 
ernment agreed  to  pump 
$30  billion  into  ICBC.  Chi- 
na's central  bank,  the  Peo- 
ple's Bank  of  China,  will 
divert  $15  billion  from  its 
$600  billion-plus  foreign 
exchange  stockpile  to 
ICBC,  while  the  Finance 
Ministry  will  kick  in  an 
equal  amount  in  subordi- 
nated loans.  At  the  same 
time,  the  PBOC  has  subsi- 
dized the  purchase  and 
transfer  of  problem  loans 


from  China's  four  state-owned  banks. 
It  all  adds  up  to  a  massive— and  cru- 
cial—salvage job  for  Chinese  President 
Hu  Jintao's  government.  Hu  has  set  a 
lofty  goal  for  the  state  bank  sector:  to 
meet  global  standards  of  transparency 
and  lending  and  qualify  for  public  offer- 
ings of  their  shares  in  the  world's  major 
bourses.  That  is  all  supposed  to  happen 
by  2007,  when  foreign  players  will  be  al- 
lowed unfettered  access  into  China's 
banking  industry.  While  the  bailout  mon- 
ey helps,  it  won't  stop  Chinese  banks  from 
shoveling  funds  into  other  state- owned 
businesses  with  little  regard  for  risk  or  re- 
turn. "Putting  money  in  is  the  short-term 
solution,"  says  Song  Guoqing,  an  eco- 
nomics professor  at  Beijing  University. 
"But  having  real  competition  between  the 
banks  is  much  more  difficult." 


China's  Big  Four 


Here's  how 
China  is 
working  to 
tidy  up  the 
balance 
sheets  of 
its  state- 
owned 
bank 

behemoths 
before 
possible 
IPOs. 


INDUSTRIAL  &  COMMERCIAL  BANK  OF  CHINA  Weighed 
down  by  some  $85  billion  in  dud  loans,  equal  to  20% 
of  its  loan  book  last  year.  Government  signed  off 
on  a  $30  billion  bailout  to  help  write  off  bad  loans 
in  April. 

CHINA  CONSTRUCTION  BANK  Received  $22.5  billion 
government  capital  injection  in  2003.  Likely  equity 
tieup  with  Morgan  Stanley  and  $5  billion  IPO  expected 
in  2005. 

BANK  OF  CHINA  Top  foreign  exchange  lender  received  a 
$22.5  billion  government  bailout  in  2003.  In  talks  with 
Royal  Bank  of  Scotland,  Deutsche  Bank,  and  UBS  about 
possible  equity  deals  and  future  tieups. 

AGRICULTURAL  BANK  OF  CHINA 

Some  30%  of  its  loan  book  is  underwater,  but  the  bank 
is  under  enormous  government  pressure  to  support 
farm  sector  with  more  loans.  Analysts  expect  a 
government  bail  out  to  salvage  its  business. 


To  push  Hu's  ambitious  agenda,  tht 
CBRC  and  the  PBOC  are  bearing  dowr 
hard  on  China's  banks  to  flush  out  scan 
dalous  behavior,  fire  renegade  bank  exec 
utives,  and  finish  the  cleanup  of  dodgy 
loan  books.  "Nobody  should  be  sur 
prised  by  the  gremlins  now  coming  out  o 
the  woodwork,"  says  a  Western  invest 
ment  banking  source  in  Hong  Kong. 

NOW'S  THE  TIME 

WHILE  THE  CHINESE  have  their  worl 

cut  out  for  them,  the  timing  is  right  for ; 

financial  sector  face-lift.  The  economy  i 

rip-roaringly  strong,  fewer  borrowers  ar 

defaulting  than  in  years  past,  and  invest 

ment  banks  such  as  Morgan  Stanley 

HSBC  Holdings,  UBS,  and  Deutsche  Ban] 

are  actively  courting  mainland  banks  a; 

partners.  What's  more,  state  financia 

^^^^^^^_    support,  plus  serious  in 

vestment  in  back-offic< 

technology  and  more  rig 

orous  loan  classificatior 

have  improved  the  out 

look.    At    the    end    o 

2003,  Standard  &  Poor* 

pegged    nonperformini 

loans  within  the  entir 

Chinese  banking  sector  a 

40%  of  all  banking  assets 

Now,  it  says,  the  total  i 

closer  to  31%,  or  som 

$700  billion.  "The  bank 

are  improving  their  intei 

nal    operations,"    note 

S&P  credit  analyst  Conni 

Wong  in  Hong  Kong. 

That  said,  at  best  onl 
two  of  China's  Big  Foi 
banks— the  quartet  a< 
count  for  60%  of  all  ban 
assets— are  anywhei 
near  ready  for  prime  tur 


Data:  --■-andard&Poor  s 


CLEANUP  AT  ICBC 

China  will  pump 
in  $30  billion 


1 


as  listed  companies.  Yet  with  liberaliza- 
tion due  in  two  years,  at  least  three  of  the 
four  majors  are  expected  to  be  listed  in 
some  way  by  the  end  of  2006.  The  betting 
among  bank-industry  officials  is  that 
China  Construction  will  be  the  first  to  list, 
as  soon  as  this  fall.  It  hopes  to  raise  $5  bil- 
lion in  its  initial  public  offering  and  sell 
10%  of  the  listing  to  Morgan  Stanley,  al- 
ready an  adviser  to  China  Construction 
and  at  least  one  other  Western  bank,  pos- 
sibly HSBC.  Thanks  in  part  to  the  govern- 
ment cash  infusion  and  tighter  lending 
controls,  only  3%  of  China  Construction's 
loans  are  nonperforming.  That's  down 
from  9%  at  the  end  of  2003.  Next  up  is 
Bank  of  China,  the  nation's  top  foreign- 
exchange  lender.  If  s  in  talks  with  Royal 
Bank  of  Scotland,  Deutsche  Bank,  and 
UBS  about  selling  equity  stakes. 

These  initial  IPOs  will  be  all-important 
test  cases  for  China's  whole  financial  sec- 
tor. Yet  changing  the  credit  culture  at  big 
Chinese  banks  is  a  tall  task.  Some  senior 
bankers  seek  future  political  appoint- 
ments and  are  reluctant  to  turn  down 
loans  to  power  brokers.  Weijian  Shan,  a 
managing  partner  of  U.S.  private  equity 
fund  Newbridge  Capital,  which  owns  an 
18%  stake  in  Shenzhen  Development 
Bank  Ltd.,  notes  that  many  Chinese 
branch  managers  are  used  to  reporting 
directly  to  bank  presidents.  That  practice 
means  no  effective  central  control  of  loan 


growth  or  risk.  "Branches  operate  as  fief- 
doms,"  points  out  Shan.  Shenzhen  Bank, 
which  is  listed  on  the  Shenzhen  stock  ex- 
change, has  assigned  two  senior  execu- 
tives to  oversee  its  225  branches. 

Thaf  s  a  wise  practice  if  you  consider 
the  recent  case  of  Beijing-based  China 
Minsheng  Bank,  a  mainland  lender  listed 
in  Shenzhen  that  hopes  to  raise  $900  mil- 
lion in  a  secondary  offering  in  Hong 
Kong  in  May.  On  Apr.  21 
the  bank  disclosed  that  a 
former  senior  employee  at 
its  Guangzhou  branch  in 
southern  China  allegedly 
doctored  financial  records 
to  approve  a  $36  million 
loan.  Some  $100  million 
has  gone  missing  so  far 
this  year  thanks  to  similar 
fraud  cases  at  other  banks. 

Another  unresolved  is- 
sue is  just  how  au- 
tonomous publicly  traded 
banks  will  be  from  med- 
dling. After  all,  the  govern-  h^^^^hh 
ment  will  still  hold  majority  stakes  in  the 
post- IPO  China  Construction  and  Bank  of 
China.  That  means  it  will  be  hard  to  cut 
off  loans  to  state-owned  companies.  At 
the  same  time,  Beijing  is  unlikely  to  let 
any  of  the  big  four  banks  go  under.  "It  is 
a  combination  of  political  meddling,  but 
also  a  level  of  comfort,"   says  Robert 


THE  STAT 


$75 

Billion 

Amount  China  has 
spent  on  four  large 
banks  since 
December,  2003 

Data:  People's  Bank  of  China.  Business  Week 


Broadfoot,  managing  director  of  Hong 
Kong-based  Political  &  Economic  Risk 
Consultancy  Ltd. 

The  larger  problem  is  that  banks  still 
account  for  some  80%  of  all  credit  alloca- 
tion in  China;  the  rest  comes  from  the 
country's  two  small  domestic  exchanges 
and  its  minuscule  corporate  bond  market. 
Loans  to  the  Chinese  private  sector  and 
nonfinancial  government  enterprises  are 
now  clocking  nearly  160% 
of  gross  domestic  product, 
vs.  about  120%  in  2000. 
Such  zeal  to  lend  could 
eventually  become  a  major 
headache  if  the  economy 
slows  down  and  more 
loans  sour,  as  was  the  case 
in  the  mid-1990s. 

Last  decade's  boom- 
bust  cycles  bedeviled  Chi- 
na precisely  because  it 
lacked  the  kind  of  banking 
culture  that  could  calibrate 
loan  growth  to  changing 
■  economic   circumstances. 

The  recent  news  of  scandals  in  the  banks 
is  scary,  but  at  least  something  is  being 
done  about  them.  Better  to  have  financial 
skeletons  coming  out  of  the  closets  now 
than  in  five  years— once  the  banks  have 
already  gone  public.  ■ 

-By  Brian  Bremner,  with  Dexter 
Roberts  in  Beijing 
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PAKISTAN 


BETTER LATE THAN 
NEVER  IN  OUTSOURCING 

Pakistan  is  trying  to  copy  India's  success  in 
luring  IT  work,  but  if  s  slow  going 


HINK  SOFTWARE  AND 
services  outsourcing,  and 
places  like  Bangalore, 
Manila,  and  perhaps  Bu- 
dapest spring  to  mind. 
But  Lahore  or  Karachi? 
The  Pakistani  cities  might 
not  be  on  the  outsourcing  map  yet,  but 
the  country's  software  shops  are  out  to 
change  that.  "As  a  natural  course,  Amer- 
ican companies  would  not  look  at  Pak- 
istan," acknowledges  Jehan  Ara,  presi- 
dent of  the  250-member  Pakistan 
Software  Houses  Assn.  "So  we  have  to  get 
them  to  look  at  us,  and  once  they  do  busi- 
ness with  us  and  credibility  is  established, 
they  come  back  for  more." 

It  makes  sense  for  Pakistan  to  follow  in 
India's  footsteps  and  try  to  boost  its  out- 
sourcing business.  The  country,  after  all, 
shares  India's  British  colonial  history  and 
has  some  17  million  English  speakers.  It 
has  a  huge  community  of  emigres  with 
experience  in  technology.  Wages,  mean- 
while, stand  at  roughly  the  same  level  as 
in  India,  with  call- center  workers  earning 
about  $12  per  day  and  starting  software 
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engineers  pulling  in  $5,000  or  so  a  year. 
And  software  exports  will  help  the  coun- 
try move  away  from  its  reliance  on  tex- 
tiles, which  make  up  65%  of  total  exports. 

Still,  Pakistan  remains  far  behind  In- 
dia. Last  year  the  country's  software  and 
IT  services  business  hit  just  $300  million, 
and  exports  made  up  only  about  11%  of 
that.  India,  by  contrast,  booked  $12.8  bil- 
lion in  software  and  services  exports  in 
2004.  But  the  Pakistan  Software  Export 
Board,  set  up  to  promote  outsourcing, 
forecasts  that  the 
business  will  grow  by 
at  least  45%  annually 
in  coming  years. 
"Pakistan  started  late 
but  now  is  catching  up 
very  fast  in  software 
development,"  says 
Prime  Minister  Shau- 
kat  Aziz. 

Pakistan  faces  ma- 
jor hurdles.  First, 
there's  the  question  of 
security:  Few  Western 
execs  are  willing  to 


HASHMI  (LEFT)  He'll 

open  offices  in 
Texas  and  Ontario 
to  snare  tech  work 
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Pakistan's  outsourcing  biz 
is  small  but  growing  fast 

MILLIONS  OF  DOLLARS 


150 


100 


50 


PAKISTAN  SOFTWARE  EXPORTS 

FISCAL  YEAR  ENDING  JUNE  30 


.III 

'03      '04      '05*    '06*    '07 
Data:  Pakistan  Software  Export  Board 


entrust  sensitive 
data  to  such  a 
troubled  country. 
And  Pakistan  may 
face  a  shortage  of 
IT  workers.  About  75,000  people  work  in 
the  sector  today,  and  the  government  be- 
lieves a  further  7,000  will  be  needed  each 
year.  But  the  country's  tech  schools  pro- 
duce just  1,000  well-qualified  graduates  a 
year,  the  Software  Export  Board  says. 

The  country  is  working  to  fix  thost 
problems.  A  new  government  commis- 
sion aims  to  beef  up  education  standards 
Since  2001,  Parliament  has  scrapped  cor- 
porate taxes  on  software  exports  and  sim 
plified  the  investment  process.  In  the  next 
three  years,  the  government  also  plans  tc 
open  IT  parks  in  Islamabad,  Karachi,  anc 
Lahore.  And  the  Pakistan  Software  Hous- 
es Assn.  last  year  sent  two  delegations  to 
India,  then  in  February  invited  a  group 
from  Bangalore  in  an  effort  to  learn  from 
the  Indian  experience. 

Outsourcing  companies  have  devel- 
oped their  own  strategies  for  beefing  uj 
their  business.  One  is  to  look  for  cus- 
tomers in  places  other  than  the  U.S. 
where  Pakistan's  image  problems  are 
most  acute.  Lahore's  NetSol  Technolo 
gies  Inc.,  for  instance,  sold  $10  millior 
worth  of  software  services  in  Asia  las 
year,  and  now  plans  to  expand  into  Eu 
rope.  And  Karachi  IT  services  firm  Sys 
tern  Innovations  has  focused  on  selling 
its  services  at  home,  and  this  year  expect: 
revenues  of  $10  million  from  50  cus 
tomers  including  Citibank's  Pakistan  op 
erations,  and  Habib  Bank  Ltd.— th< 
country's  second-largest.  Now,  founde 
Amer  Hashmi,  a  six-year  veteran  o 
IBM's  Global  Services  division  in  Toron 
to,  aims  to  triple  the  company's  size  ii 
the  next  12  months  by  boosting  sales  tc  « 
U.S.  corporations.  He  plans  to  open  of 
fices  in  Texas  and  Ontario  this  summei 
And  Techlogix  Pakistan,  one  of  the  coun 
try's  first  software  exporters,  brings  ii 
sales  via  a  four-member  team  in  Boston 
which  funnels  wor 
to  90  software  devel 
opers  in  Pakistan  am 
a  further  35  in  Bei 
jing.  It  may  be  a  whil 
before  Karachi  or  La 
hore  has  the  reso 
nance  of  Bangalore  o 
even  Budapest.  Bu 
plenty  of  ambitiou 
Pakistanis  are  work 
ing  to  make  it  happe 
some  day.  ■ 

-By  Naween  / 
Mangi  in  Karad 
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ARGENTINA 


REVERSAL 
OF  FORTUNE 

A  surge  of  service  jobs  has  begun 
to  restore  the  nation's  middle  class 


KARINA  RENIU  CAN 
hardly  believe  her  good 
fortune.  The  28-year-old 
Argentine  resides  in  a 
leafy  Buenos  Aires 
neighborhood  in  a  beau- 
tiful apartment  outfitted 
with  a  DVD  player,  a  state-of-the-art 
stereo  system,  and  a  kitchen  full  of  gadg- 
ets. Her  career  as  a  telemarketing  manag- 
er is  on  a  roll,  and  she's  planning  a  trip  to 
New  York  in  September.  "I  love  my  work. 
I  go  to  a  great  gym.  I've  got  everything  I 
need,"  says  Reniu. 

Not  bad  for  someone  who  just  four 
years  ago  was  preparing  to  join  the  thou- 
sands of  young  people  departing  for  Italy 
or  Spain  in  search  of  a  better  life— a  rever- 
sal of  the  great  European  migration  to  Ar- 
gentina in  the  early  20  th  century.  Fresh 
out  of  university  and  stuck  in  a  dead-end 
job,  Reniu  was  set  to  move  to  Rome  when 
a  breakup  with  her  boyfriend  short-cir- 
cuited her  plans.  "I  was  devastated,"  she 
says,  speaking  of  the  traumatic  months  of 
late  2001. 

So  was  the  country,  having  slid  into  a 
dire  debt  default  and  devaluation.  Looking 
back,  Reniu  now  believes  that  staying  in 
Argentina  saved  her  career.  Since  return- 
ing to  her  job  at  Clienting  Group,  a  call- 
center  operation,  she  has  landed  a  string 
of  promotions,  working 
with  clients  such  as  Oracle, 
and  Hewlett-Packard. 

Reniu  belongs  to  a 
species  once  thought  to  be 
on  the  verge  of  extinction: 
the  Argentine  middle  class. 
Judging  from  Buenos  Aires' 
packed  steak  houses  and 
sold-out  rock  concerts,  this 
hardy  breed  is  making  an- 
other comeback.  Booming 
exports  of  farm  products 
and  other  commodities  are 
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56% 

Increase  in  sale  of 
household  goods,  first 
quarter  2005 


Oats  National  Institute  of  Statistics  & 
Census 


expected  to  power  growth  of  6.5%  this 
year,  on  the  heels  of  last  year's  9%  expan- 
sion. A  key  impetus  for  that  economic 
growth  is  a  competitive  currency— the 
peso  is  70%  cheaper  against  the  dollar 
than  it  was  back  in  the  1990s. 

With  the  economy 
booming  and  unemploy- 
ment falling,  Argentines 
are  splurging  on  every- 
thing from  new  homes  to 
cars  to  refrigerators.  Auto 
sales  doubled  last  year,  to 
nearly  312,000  vehicles, 
and  are  set  to  increase  al- 
most 40%  this  year,  accord- 
ing to  estimates  by  the  in- 
dustry. Sales  of  home 
appliances  and  other 
household  goods  rocketed 


up  56%  in  the  first  quarter.  Some  of  the 
new  spending  reveals  a  "live  for  today" 
mentality  forged  by  historic  bouts  of  hy- 
perinflation. "If  they  have  money,  Argen- 
tines spend  it,  because  who  knows  what 
the  future  will  bring?"  says  Claudio 
Lozano,  an  economist  at  the  General  Con- 
federation of  Argentine  Workers,  the 
country's  largest  union  body. 

ADVANTAGE  ARGENTINA 

NONETHELESS,  THE  current  boom  is 
built  on  firmer  foundations  than  those 
that  preceded  it.  One  plus  is  a  well-edu- 
cated labor  force.  World  Bank  figures 
show  that  48%  of  Argentina's  high-school 
graduates  complete  university— the  high- 
est proportion  of  any  country 
in  Latin  America. 

These  cheap  knowledge 
workers  have  started  to  attract 
the  interest  of  information 
technology  companies.  Cisco 
Systems,  IBM,  America  On- 
line, and  palmOne  have  all 
centralized  regional  back-of- 
fice operations  in  Buenos 
Aires  or  relocated  sales  and 
customer-service  opera 
tions  to  the  city.  "Economies 
in  crisis  have  one  advantage 
You  can  start  a  new  company 
with  a  smaller  investment  and 
find  highly  skilled  people  ven 
easily,"  says  Carlos  G.  Pallotri 
managing  director  for  Latii 
America  at  Datastream  Sys 
terns  Inc.,  an  information 
technology  services  compam 
in  Greenville,  S.C. 

With  local  wages  now  com 
petitive  with  countries  such  at 
Mexico  and  Puerto  Rico,  Ar 
gentina  is  attracting  mort 
Spanish-language  call-center  business 
Revenues  at  Clienting  Group,  Reniu's  em 
ployer,  grew  by  250%  in  2004.  "Histori 
calfy,  Argentina  was  far  too  expensive  tc 
enter  this  market,"  says  Clienting  Vice 
President  Juan  Pablo  Tricarico.  "Argenti 
na  now  has  an  international  advantage  i 
can  leverage." 

Many  Argentines  are  already  wonder 
ing  how  long  the  current  bonanza  wil 
last.  Economy  Minister  Roberto  Lavagn 
has  warned  that  inflation  could  top  11% 
And  while  the  middle  class  is  recovering 
its  ranks  have  been  winnowed.  In  the  '70 
more  than  two -thirds  of  all  household 
identified  themselves  as  middle  class.  Fa 
fewer  are  middle  class  now.  No  wonde 
the  newly  prosperous,  such  as  Reniu,  ar 
counting  their  blessings.  ■ 

-By  Colin  Barraclough  in  Buenos  Airt 
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...the  intelligent,  integrated  way  to  manage  all  your  money. 

■Jfr  Complete  view  of  all  your  accounts  -  all  in  one  place. 
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Secured  by  UBinl 
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SOMEONE  IN  H.R.   HAS   A 

DRUG    PROBLEM. 


It  vou  work  in  human  resources, 
you  know  char  if  an  employee  has  a 
problem,  it's  your  company's  problem, 
too.  Millions  of  parents  have  trouble 
talking  to  their  child  about  illegal 
dru^s  —  or  what  to  do  about 
an  existing  problem.  Struggling 
with  this  can  make  it  hard  for 
employees  to  focus  on  meetings 
or  deadlines  at  work  —  or  even 
make  it  to  work.  Which  can  end  up 
seriously  affecting  your  company's 
bottom  line. 

But  you  can  help  them  —  and  keep 
your  company  running  smoothly.  How? 
By  pro\iding  your  employees  with  the 
right  tools  to  help  them  keep  their 
kids   drug-free.   The    Parents@Work 


MANAGEMENT 


program  is  a  free,  easy-to-implement 
resource  that  focuses  on  an  employees 
family  by  providing  preyention  tips, 
warning  signs,  strategies,  and 
information  on  where  to  find  help. 

A  broad  range  of  small  and 
large  organizations  —  from  private 
businesses  to  government  agencies 
to  nonprofits  —  have  implemented 
the  Parents@Work  program 
and  have  seen  what  it  can  do. 

The  one  thing  thev  all  have  in 
common?  The  shared  knowledge  that 
helping  to  keep  an  employee's  family 
safe  is  —  without  a  doubt  —  one  of  the 
most  valuable  benefits  their  company 
can  ever  offer. 


To  learn  more,  visit  TheAtUiDrug.com/ParentsAtWork. 


PARENTS     WORK      PARENTS. 
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There's  No  Holding  Back 
China's  Textile  Tide 


ON  BOTH  SIDES  OF  THE  ATLANTIC,  the  rhetoric  about  trade  with  Chi- 
na is  intensifying.  In  Washington,  U.S.  Trade  Representative 
nominee  Rob  Portman  promised  Congress  on  Apr.  21  he  will  take 
"a  tougher  approach"  with  Beijing  than  his  predecessors.  Euro- 
pean Union  Trade  Commissioner  Peter  Mandelson  declared 

on  Apr.  24  that  Europe  is  facing  "a  ruinous      port  business,  that  doesn't  mean  work  will 


surge"  of  Chinese  imports.  French  Presi- 
dent Jacques  Chirac  called  on  Apr.  26  for 
more  regulation  of  trade  with  China. 

The  immediate  issue:  Booming  Chinese 
sales  of  items  such  as  underwear,  trousers, 
blouses,  and  shirts  in  both  markets.  Since 
quotas  on  clothing  and  textiles  were  re- 
moved worldwide  on  Jan.  1  after  a  10-year 
phase-out,  Chinese  textile  and  apparel  ex- 
ports to  the  U.S.  increased  62.5%  overall  in 
the  first  quarter  of  2005,  vs.  the  first  quarter 
of  2004,  and  in  some  some  categories  by 
1,500%  in  a  single  month.  China  now  con- 
trols 17%  of  the  U.S.  clothing  market,  up 
from  12%  in  December.  The  EU  says  imports 
of  Chinese  textiles  in  the  first 
quarter  rose  anywhere  from 
51%  to  534%,  depending  on 
the  item.  The  result  is  an  out- 
cry from  U.S.  and  European 
manufacturers  and  a  rush  to 
reimpose  quotas  on  Chinese 
textiles  and  clothing  within 
months.  France  has  asked  for 
emergency  curbs  sooner. 

The  irony  is  that  even  if 
new  quotas  are  imposed, 
they  are  unlikely  to  provide 
relief  for  the  U.S.  and  Euro- 
pean industries.  According 
to  rules  that  China  agreed  to 
when  it  joined  the  World 
Trade  Organization  in  2001, 
such  "safeguard"  measures  ^^^™ 
can  last  only  until  the  begin- 
ning of  2008.  China  would  still  be  allowed 
to  increase  its  textile  exports  to  the  U.S.  and 
Europe  during  that  period  by  7.5%  a  year. 
Moreover,  says  Kenneth  Chan,  spokesman 
for  the  Federation  of  Hong  Kong  Garment 
Manufacturers,  mainland  makers  could  re- 
vert to  their  practice  of  skirting  quotas  by 
having  third  countries  ship  Chinese  goods. 

Even  if  China  loses  some  of  its  new  ex- 


CHEAP LABOR 

Chinese  exports 
are  soaring 


flow  back  to  Europe  and  the  U.S.  That's  be- 
cause China's  low-wage  competitors  are 
gearing  up  to  grab  orders  if  buyers  shift 
from  China.  Textile  production  "will  still 
leave  the  U.S.  and  go  to  India  and  Pak- 
istan," says  Cao  Xinyu,  vice-chairman  of 
the  China  Chamber  of  Commerce  for  Im- 
port &  Export  of  Textiles.  Pakistan  import- 
ed $2.2  billion  in  machinery  over  the  last 
five  years  to  modernize  its  textile  industry. 

Waiting  in  the  Wings 

AZIZ  MEMON,  chairman  of  Karachi-based 
King's  Group,  a  big  knitware  exporter,  ex- 
pects Pakistan's  post-quota  textile  exports 
to  grow  by  $1  billion— or 
12%— a  year.  "India  and 
Pakistan  will  be  the  [main] 
gainers  from  China's  losses," 
he  says.  In  India,  Rajesh 
Mandawewala,  CEO  of  Wel- 
spun  India  Ltd.,  the  nation's 
No.  3  textile  maker,  says  new 
factories  coming  on  line 
should  boost  Indian  textile 
exports  from  $15  billion  last 
year  to  $50  billion  in  2010. 

Wal-Mart  Stores  Inc.,  which 
buys  an  estimated  $350  mil- 
lion in  clothing  from  India 
every  year,  is  expected  to  double  its 
purchases  in  two  years,  Indian  experts 
say.  "Slapping  quotas  on  China  won't 
make  the  U.S.  [clothing]  industry 
more  competitive,"  says  Erik  O.  Autor, 
a  trade  lawyer  with  the  National  Retail  Fed- 
eration in  Washington.  No  matter.  The  out- 
cry over  job  losses  in  the  U.S.  and  Europe 
makes  action  against  China  inevitable,  how- 
ever futile  a  gesture  it  proves.  ■ 

-By  Paul  Magnusson  in  Washington, 

with  Manjeet  Kripalani  in  Bombay,  Naween 

A.  Mangi  in  Karachi,  Dexter  Roberts  in 

Beijing,  and  bureau  reports 


GLOBAL 
WRAPUP 

A  FURTHER  SHAKE-UP 
AT SONY CORP 

FIRST  CAME  the  March 
appointment  of  British-born 
Howard  Stringer— head  of  Sony 
Corp.'s  U.S.  music  and  film 
division— to  be  the  first  foreign 
boss  of  the  troubled  Japanese 
giant.  Then,  on  Apr.  27,  the 
company  announced  an 
imminent  board  shake-up  that 
will  give  a  more  prominent  role 
to  outsiders.  Sony  says  it  will 
slash  the  size  of  its  board  from 
16  to  12  and  ensure  that  eight 
are  independent  directors, 
pending  shareholder  approval 
at  the  June  annual  meeting. 

As  part  of  a  cull  of  top 
management,  half  the  current 
board  will  step  down,  including 
outgoing  CEO  Nobuyuki  Idei. 
Among  outsiders  to  be  recruited 
are  Peter  Bonfield,  board 
member  of  Sweden's  Ericsson 
and  former  chief  of  British  telco 
BT  Group.  Sony  is  still 
struggling  to  cut  costs.  On  Apr. 
27  it  revealed  a  loss  of  $532 
million  for  the  fourth  quarter  of 
the  fiscal  year  ending  Mar.  31. 

FOREIGN  CARMAKERS 
STILL  EYE  RUSSIA 

JUST  AS  President  Vladimir  V. 
Putin  has  been  trying  to  dispel 
doubts  about  Russia's 
investment  climate,  Toyota  Motor 
Europe  has  provided  a  boost.  On 
Apr.  26  the  company  signed  a 
letter  of  intent  to  build  a  $150 
million  plant  to  manufacture 
Toyota  Camry  cars  near  St. 
Petersburg.  The  plan  is  to 
produce  50,000  autos  annually 
within  three  years,  with  possible 
expansion  to  200,000.  The 
move  comes  as  Russia  prepares 
to  slash  tariffs  on  imported 
components,  which  carmakers 
have  long  requested.  Toyota 
joins  Ford,  General  Motors,  and 
Renault,  which  have  plants  in 
Russia.  Volkswagen  and 
DaimlerChrysler  are  also 
mulling  investments. 
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Economics  Retail 


How  the  Net  Is 
Remaking  the  Mall 

To  lure  Web-sawy  shoppers,  retailers 
are  turning  to  "lifestyle  centers55 


THE  LANDSCAPE  OF 
America  is  the  store.  Drive 
anywhere,  and  you  will 
see  mile  after  mile  of 
mammoth  malls,  big-box 
retailers,  and  local  super- 
markets. There  are  more 
than  1.1  million  retail  establishments 
across  the  country,  an  average  of  one 
every  three  square  miles. 

Now  this  sprawling  tapestry  of  retail 
space  is  being  rapidly  rewoven.  In  2004 
developers  poured  $18  billion  into  new 
and  renovated  enclosed  malls,  open-air 
shopping  centers,  and  warehouse  stores, 
up  17%  from  the  previous  year.  So  far, 
2005  is  ahead  of  that  pace,  in  part  as  a 
response  to  the  continued  strength  of 
consumer  demand. 

But  there's  something  new  going  on  as 
well:  Bricks-and-mortar  retailing  is  furi- 
ously recasting  itself  to  compete  in  the 
world  of  the  Internet.  The  Net  now  ac- 
counts for  just  over  3%  of  retail  sales— not 
including  car  dealers  and  gas  stations— 
but  that  number  underestimates  its  im- 
pact on  the  way  Americans  shop.  Going 
shopping  used  to  mean  visiting  many 
stores  to  comb  through  merchandise  to 
see  what  was  available.  That  gave  rise  to 
enclosed  malls  where  consumers  could 
devote  a  day  wandering  among  stores  in 
comfort.  These  days,  Americans  are 
spending  a  growing  part  of  their  shop- 
ping time  at  the  computer,  comparing 
prices  and  looking  for  ideas.  Even  if  the 
purchase  is  eventually  made  in  person, 
the  time  spent  online  is  cutting  the  time 
available  for  driving,  parking  and  walk- 
ing through  the  mall. 

This  development  is  propelling  one  of 
the  biggest  changes  in  the  retail  land- 
scape in  decades— the  shift  from  malls  to 
so-called  lifestyle  centers.  Springing  up 
all  over  the  country,  these  small,  conven- 
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ient,  open-air  retailing  complexes  are  laid 
out  to  evoke  the  small-town  shopping  dis- 
tricts of  a  previous  generation.  They  cost 
less  to  build  and  maintain  than  enclosed 
malls,  which  require  huge  expenditures 
on  air  conditioning  and  heating.  Notes 
Purdue  University  retail  management 
professor  Richard  A.  Feinberg:  "It  is  par- 
ticularly tough  these  days  for  smaller  re- 
tailers to  justify  the  mall  overhead  costs 
without  being  forced  to  raise  prices  to 
prohibitive  levels." 

Lifestyle  centers  are  also  more  in  tune 
with  the  rise  of  Net  shopping.  Because 
most  have  walkways  and  parking  next  to 
each  store,  they  offer  shoppers  the  ability 
to  get  in  and  out  quickly— a  must  when 
shoppers  have  already  identified  what 
they  want  through  online  browsing.  Un- 
like enclosed  malls,  which  are  typically 
anchored  by  large  department  stores, 
lifestyle  centers  give  more  prominence  to 
high- end  restaurants,  movie  theaters, 
and  other  alternatives  to  shopping,  such 
as  strolling  around  landscaped  paths.  The 
aim:  to  keep  busy  consumers  at  the  cen- 
ters longer.  "All  this  has  to  do  with  people 
wanting  more  experiences  when  they  do 


FRESH  BRICKS  AND  MORTAR 


Retail  construction 
is  booming... 

BILLIONS  OF  DOLLARS 


have  snippets  of  time,''  says  Morgan 
Dene  Oliver,  CEO  of  OliverMcMillan,  a 
San  Diego  developer  that  built  and  owns 
Glen  Town  Center,  a  $250  million  retail 
development  in  Glenview,  111. 

The  International  Council  of  Shop- 
ping Centers  (ICSC)  counts  more  than 
120  lifestyle  centers,  with  many  more  on 
the  drawing  boards.  According  to  the 
Census  Bureau,  construction  spending 
on  uncovered  shopping  centers,  includ- 
ing lifestyle  malls,  is  running  at  a  $10 
billion  annual  pace,  up  45%  since  2000. 
Meanwhile,  the  number  of  old-style 
malls  is  expected  to  shrink  from  1,200 
today  to  perhaps  900  in  the  next  few 
years,  say  ICSC  officials.  Others  are  even 
more  pessimistic.  "Malls  are  dying,T 
says  Roger  D.  Blackwell,  a  marketing 
professor  at  Ohio  State  University. 

The  influence  of  the  Net  on  retail  real  es- 
tate goes  beyond  lifestyle  centers.  Smart 
retailers  are  exploiting  their  Web  savvy  to 
bolster  their  bricks-and-mortar  opera- 
tions. Coldwater  Creek  Inc.,  a  women's  ap- 
parel retailer  based  in  Sandpoint,  Idaho, 
uses  data  from  its  online  sales  to  decide 
where  to  build  new  stores,  for  instance. 

TOUCHY-FEELY 

NONE  OF  THE  CHANGES  means  the  end 
of  physical  retailing,  in  the  way  some  Net 
enthusiasts  predicted  in  the  1990s.  People 
still  like  to  touch  the  fabric  and  try  on 
clothes.  And  shopping  is  a  social  experi- 
ence, "[filling]  a  need  we  have  for  com- 
munity and  for  interaction,  for  physical 
contact,"  say  David  Rockwell,  head  of 
Rockwell  Architecture,  Planning  &  De- 
sign, a  New  York  firm  whose  work  in- 
cludes designing  the  planned  Xanadu  re- 
tail-entertainment complex  in  northern 
New  Jersey.  And  top-end  malls,  such  as 
New  Jersey's  Mall  at  Short  Hills  and  Min- 
nesota's Mall  of  America,  seem  to  have 
the  glitz  to  keep  pulling  in  shoppers. 
What's  hurting  many  malls,  though,  is 


.but  the  rise  of  online 
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GLEN  TOWN  CENTER 
IN  ILLINOIS  The  new 

centers  are  more 
like  small-town 
shopping 


the  new  economic  calculus  of  shopping. 
Suppose  it  takes  a  total  of  an  hour  to  drive 
to  an  old-style  mall,  park,  find  your  way  to 
your  intended  store,  and  drive  home.  The 
value  of  that  hour,  as  economists  reckon 
it,  is  about  equal  to  your  average  hourly 
pay— about  $30  per  hour  for  managers 
and  professionals.  Since  that  $30  would 
probably  cover  shipping  charges  for  a 
large  online  order,  it  becomes  harder  to 
justify  the  shopping  trip."  Going  to  a  reg- 
ular mall  is  something  I  have  to  do,  not 
something  I  want  to  do,"  says  Curtissa 
Coleman,  a  30-year-old  General  Services 
Administration  civil  engineer  in 
Riverdale,  Ga.  Instead,  she  spends  more 
time  at  The  Avenue  Peachtree  City,  a 
lifestyle  shopping  center. 


...is  changing  what's 
being  built 

AUCTION  SPENDING,  BILLIONS  OF  DOLLARS 

i"  IFESTYLE  AND  OTHER  OPEN-AIR 
HOPPING  CENTERS 


PERCENT    ACQ/ 
CHANGE:    4070 


Kristen  Kratus,  a  29-year-old  market- 
ing director  at  a  housewares  manufactur- 
er, from  Danville,  Calif,  typifies  the  trend. 
She  avoids  the  hassles  of  mall  parking  by 
making  half  her  purchases  online.  Most 
of  the  rest  is  done  at  Broadway  Plaza,  a 
lifestyle  center  about  10  miles  away  in 
Walnut  Creek  with  easy  access  to  parking. 
"It's  more  convenient,"  says  Kratus,  who 
has  a  10-month-old  son,  Charlie.  "I  can 
buy  things,  take  them  back  to  the  car,  and 
then  shop  again."  She  says  the  center  has 
a  better  selection  of  restaurants  and  at- 
tractive outdoor  pedestrian  walkways, 
making  shopping  more  enjoyable:  "I  can 
walk  around  with  Charlie,  drink  a  coffee 
outside,  window  shop,  and  see  what's  out 
there.  It's  like  being  at  a  park." 

To  attract  the  harried  consumer,  some 
retail  developers  are  thinking  out  of  the 
box.  At  the  Glen  Town  Center,  built  on  the 
site  of  a  former  naval  air-traffic  base,  de- 
veloper Oliver  preserved  an  air-traffic 
control  tower  to  lend  a  historical  feel  to 
the  place.  In  the  Las  Vegas  suburb  of 
Henderson,  Nev.,  the  District  at  Green 
Valley  Ranch  boasts  a  casino  at  one  end. 

Some  retailers  seem  to  understand 
how  to  navigate  the  changing  physical 
landscape  of  retailing.  Coldwater  Creek, 
once  solely  a  catalog  retailer,  has  been 
opening  up  new  stores  at  a  rapid  pace,  of- 
ten in  upscale  lifestyle  centers.  The 
women's  apparel  retailer  also  offers 
shoppers  the  ability  to  use  Internet  kiosks 


in  its  stores  to  order  goods  with  free  ship- 
ping. That  enables  the  stores  to  carry  only 
35%  to  40%  of  the  merchandise  offered  in 
its  catalogs,  saving  on  inventory  and  re- 
ducing the  physical  space  needed. 

Other  retailers,  such  as  Recreational 
Equipment  Inc.,  the  seller  of  outdoor 
gear,  have  also  become  increasingly  so- 
phisticated in  terms  of  making  physical 
and  virtual  space  work  together.  At  many 
of  REl's  78  stores,  staffers  find  that  shop- 
pers have  been  on  the  REI.com  site  to  ed- 
ucate themselves  about,  say,  buying  tents 
before  coming  by  to  see  the  goods  up 
close.  Many  buy  goods  on  the  site  and 
arrange  to  have  them  shipped  to  a  nearby 
store,  saving  a  shipping  charge.  And 
when  they  arrive,  they  often  pick  up  a  few 
other  items.  "It's  great  for  our  store  traf- 
fic," says  Sally  Jewell,  chief  executive  offi- 
cer of  the  $900  milhon-a-year  national 
retail  cooperative. 

The  era  of  the  enclosed  mall  lasted 
roughly  half  a  century,  an  eternity  when  it 
comes  to  this  fashion-driven  industry.  To- 
day, the  pace  of  change  is  much  faster,  as 
broadband  access  spreads  and  as  Ameri- 
cans get  more  comfortable  with  shopping 
online.  Physical  shopping  centers  of 
some  type  will  always  have  their  place. 
But  as  the  virtual  world  of  retailing 
evolves,  so  will  the  physical— and  that 
process  has  just  begun.  ■ 

-By  Joseph  Weber,  with  Ann  Therese 
Palmer,  in  Chicago 
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When  you  do  business  in  more  than  60  countries,  you  learn  the  value  of  diversity. 

Each  day  Cargill  does  business  in  food,  nutrition,  agriculture  and  supply  chain  management.  With  more 
than  100,000  employees  in  60  countries  around  the  world,  our  work  in  such  diverse  communities  has 
made  us  very  aware  of  the  importance  of  diversity.  We've  learned  that  no  one  has  a  monopoly  on  good 
ideas  and  that  they  can  come  from  anyone,  anywhere.  We're  committed  to  employee  and  supplier 
diversity  because  we  know  it  adds  value  to  what  we  do  for  our  customers ...  as  well  as  promoting 
prosperity  in  communities  everywhere.  For  more  information,  visit  Cargill.com 
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CORPORATE  CITIZENSHIP 
ON  THE  RISE 


Good  corporate  citizenship  used  to  be 
simple  —  and  optional.  Now  it's  compli- 
cated —  and  mandatory.  That's  because 
the  emergence  of  global  markets,  light- 
ning-quick access  to  information,  and 
heightened  consumer  expectations 
are  compelling  organizations  of  all  sizes 
to  establish  an  integrated  corporate 
citizenship  strategy  as  part  of  their 
overall  business  plan. 

Companies  that  don't  have  a  strong 
citizenship  strategy  in  place  find  them- 
selves at  a  competitive  disadvantage. 
Corporate  citizenship  is  now  a  fundamen- 
tal piece  of  any  successful  company's 
business  plan,  affecting  its  bottom  line, 
share  price,  and  long-term  viability. 

In  the  past,  corporate  citizenship 
mostly  comprised  giving  to  local  charities 
and  volunteering  in  the  local  community. 
But  now  savvy  consumers  and  business 
partners  look  more  closely  at  a  companys 
business  practices,  philanthropy,  diversity, 
volunteerism,  and  environmental  impact. 
And  their  expectations  continue  to  rise. 

"It's  abundantly  clear  that  expectations 
of  businesses  have  grown  enormously 
over  the  past  several  years,"  says  Steve 
Rochlin,  director,  research  and  policy 
development,  The  Center  for  Corporate 
Citizenship  at  Boston  College.  "Busi- 
nesses are  expected  to  contribute 
positively  to  society.  They're  expected 
to  leave  behind  a  more  sustainable 
environment  than  they  found.  They're 
expected  to  take  leadership  in  encourag- 
ing sectors  of  society  to  partner  to  solve 
major  problems  facing  the  world  today." 

One  reason  expectations  have  risen 


is  that  businesses 
around  the  world 
are  reaping  the  ben- 
efits of  greater  mar- 
ket liberalization. 
Businesses  must 
make  good  on  the 
benefits  they  have 
received  by  looking 
for  opportunities  to 
benefit  all  of  society. 

Another  factor 
is  transparency 
and  disclosure. 
There's  real 
pressure  on  com- 
panies to  report 
on  their  social, 
economic,  and 
ethical  impact. 
This  has  influenced 
many  companies  to  begin  integrating 
such  reports  into  their  annual  reports. 
Shareholders  and  customers  alike  are 
monitoring  companies'  activities  to  ensure 
they  are  positive  agents  of  change. 

And  monitoring  a  business  is  easier 
than  ever.  "The  Internet  has  helped  to 
create  tremendous  risks  and  vulnerabili- 
ties to  corporate  reputations,"  Rochlin 
says.  "It  has  become  much  easier  for 
negative  campaigns  against  companies 
to  spread.  The  Internet  also  opens  up 
the  risks  from  a  company's  global  opera- 
tions and  global  supply  chain." 

VALUES  AT  THE  CORE 

To  offset  those  risks,  successful  compa- 
nies aren't  just  tacking  on  good  citizenship 


tenets  to  the  end  of  their  strategic  plan. 
Rather,  their  commitment  to  the  greater 
good  is  an  integral  part  of  their  core 
values  and  ingrained  into  their  corporate 
culture.  Increasingly,  companies  are 
merging  their  business  practices  and 
corporate  citizenship  throughout  all 
aspects  of  their  operations  —  from  how 
they  manage  their  own  people  to  how 
they  treat  their  customers  and  suppliers. 
In  many  cases  these  companies  are 
building  on  pre-existing  commitments 
and  histories  of  giving  back.  Cleveland- 
based  KeyBank,  for  example,  has  a  long 
tradition  of  involvement  in  the  communi- 
ties it  serves.  "Corporate  citizenship  is 
so  ingrained  in  our  culture  that  I  don't 
think  we  know  how  to  operate  any  other 
way,"  says  Margot  Copeland,  executive 
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vice  president-director,  civic  affairs  and 
corporate  diversity,  for  KeyCorp. 

GMAC  Financial  Services  doesn't 
know  any  other  way  either,  due  to  the 
long  history  of  corporate  involvement 
of  its  parent  company,  GM.  "GMAC 
takes  its  role  as  both  a  responsible  and 
responsive  corporate  citizen  seriously," 
says  Janelle  McCammon,  manager  of 
community  affairs  at  GMAC.  "We  want 
to  give  back  to  the  communities  in 
which  we  do  business." 

That's  a  sentiment  echoed  at  financial 
services  and  insurance  giant  Prudential 
Financial  Inc.,  where  donating  monies 
and  volunteer  hours  are  underpinnings 


of  its  success.  "The  nature  of  our 
business  is  that  our  people  tend  to  be 
integrated  as  much  as  possible  in  their 
communities,"  explains  Scott  Peterson, 
executive  director  of  the  Prudential 
Spirit  of  Community  Initiative.  "It's 
always  been  natural  for  Prudential  to 
support  community  involvement." 

Staying  in  touch  with  its  core  values 
is  also  key  at  Cargill,  a  leading  company 


in  the  agrifood  industry.  "Cargill  has 
defined  its  purpose  to  be  a  global 
leader  in  nourishing  people,  and  our 
corporate  citizenship  is  really  about 
nourishing  people  and  potential  in  the 
communities  where  we  do  business," 
says  Mark  Murphy,  manager  for  corpo- 
rate citizenship  and  executive  director 
of  Cargill  Foundation. 

THE  ABCS  OF  GIVING  BACK 

One  way  for  companies  to  stay  in  touch 
with  their  core  values  is  by  aligning 
charitable  giving  and  employee  volunteer 
programs  with  the  company  mission. 
And  while  the  trend  is  toward  developing 
a  strategic  plan  for  corporate  citizenship, 
making  contributions  of  money  and  time 
continue  to  be  the  building  blocks  of  any 
successful  campaign. 

"Bold  community  programs  and 
large-scale  donations  of  products  and 
services  —  for  example,  the  tremendous 
generosity  in  the  wake  of  the  tsunami 
—  are  a  part  of  corporate  citizenship  that 
should  not  go  away,"  Rochlin  says. 

With  no  dearth  of  worthy  causes,  the 
hard  part  isn't  deciding  whether  to  give, 
it's  deciding  where  to  give.  Most  compa- 
nies develop  a  strategic  giving  program 
that  focuses  their  contributions  to  help 
define  their  company. 

That's  why  Cargill  has  chosen  to  focus 
in  on  three  areas  that  directly  correlate 
to  their  business  mission:  promoting 
a  safe  food  supply,  being  stewards 
of  the  environment,  and  supporting 
innovation  in  education.  And  that's  why 
Prudential  chooses  community  collab- 
oratives  that  focus  on  making  a  tangible 
difference  in  the  lives  of  those  who 
share  their  communities. 

Aligning  citizenship  programs  with 
its  mission  also  explains  why  KeyBank 
aligns  its  financial  support  with  partners 
in  the  community  that  help  residents 
achieve  economic  self-sufficiency.  And 
that  also  explains  why  Detroit-based 
GMAC  Financial  Services  focuses  on 


WHAT'S  IN  IT  FOR  THEM? 

Today's  companies  are  expected  to 
give  in  the  new  corporate  citizenship 
paradigm.  But  these  companies  are 
also  reaping  rewards  for  choosing 
the  greater-good  course.  Research 
indicates  that  these  companies 
consistently  experience: 

>  Increased  market  share 

>  Better  customer  acquisition 
and  retention 

>  Greater  workforce  productivity 

>  Improved  employee  morale 

>  Increased  ability  to  attract  and 
retain  top  employees 

>  Enhanced  image  and  reputation 

Plus,  having  the  reputation  as 
a  good  corporate  citizen  simply 
makes  it  easier  for  companies  to  do 
business.  These  companies  aren't 
weighted  down  with  the  problems 
that  a  bad  reputation  can  cause, 
and  their  employees  are  more 
engaged  and  developing  more 
diversified  skill  sets. 

And  the  good  news  is  that 
the  biggest  benefits  of  corporate 
citizenship  may  be  coming  down 
the  road.  "There's  evidence  that 
suggests  that  good  corporate 
citizens  are  more  innovative  and 
take  advantage  of  what  they  learn 
through  their  engagements  in 
society  to  stay  ahead  of  the  innova- 
tive curve,"  says  Steve  Rochlin, 
director,  research  &  policy  devel- 
opment, The  Center  for  Corporate 
Citizenship  at  Boston  College. 

financial  education  and  building  houses. 

Along  with  a  focused  corporate 
philanthropy  program,  company-wide 
volunteer  programs  are  an  essential 
part  of  corporate  citizenship.  Volunteer 
programs  are  a  great  way  for  companies 
to  get  in  touch  with  their  local  communities, 
invigorate  and  energize  their  workforce, 
and  create  new  partnerships  that  benefit 


We  set  out  to  recognize  a  few 

amazing  kids.  So  far 
weVe  honored  over  60^000. 

The  Prudential  Spirit  of  Community  Awards 
celebrates  its  tenth  anniversary. 

We  started  the  Prudential  Spirit  of  Community  Awards  ten  years  ago  to 
honor  two  students  in  each  state  for  outstanding  volunteer  work  in  their 
communities.  We  worked  with  the  National  Association  of  Secondary 
School  Principals  and  other  national  organizations  to  help  us  find  the 
honorees.  Then  the  floodgates  opened!  Thousands  and  thousands  of 
amazing  stories  about  young  students  aiding  the  sick,  reaching  out  to 
the  aged,  protecting  the  environment  and  finding  ingenious  ways  to 
make  this  a  better  world.  And  so  far,  we've  honored  over  60.000 
young  people  on  the  local,  state  and  national  level.  This  year  alone,  we 
reviewed  over  20.000  acts  of  community  service  before  we  chose  the 
outstanding  104  student  volunteers.  Each  earned  a  $1,000  prize,  a 
medal,  and  a  trip  to  the  nation  s  capital.  The  Prudential  Spirit  of 
Community  Awards  is  about  great  kids  doing  great  things.  You  11  find 
some  of  their  inspiring  stories  at  www.prudential.com/spirit. 

\Y  e  hope  you  go  there.  It  will  make  you  feel  very-  good  about  Americas  future. 

Prudential  (M  Financial 


^asecondarsysoschaoo°ln  s.       To  learn  more  about  the  Prudential  Spirit  of  Community  Awards  and  find  out  how 
PRINCIPALS      to  participate,  visit  us  online  at  prudential.com/spirit,  or  call  1-888-450-9961, 
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community  and  company  alike. 

It's  also  a  given  that  businesses 
must  protect  the  environment  through 
recycling  and  waste  management, 
natural  resources  conservation,  and 
proactive  environmental  stewardship. 
Leading  companies  are  building  eco- 
friendly  reputations  that  build  consumer 
confidence  and  help  gain  market 


YOUNG  POINTS  OF  LIGHT 

A  case  in  point  is  Prudential.  InMhe 
mid-'90s,  America's  civic  participation 
was  declining,  and  entertainment 
and  technology  options  were  making 
people  less  apt  to  become  integrated 
into  their  communities. 

That's  when  Prudential  decided  to 
focus  some  of  its  corporate  citizen- 


share,  while  ensuring  the  continuation 
of  the  earth's  environment  for  genera- 
tions to  come. 

In  addition  to  these  building  blocks, 
many  companies  have  come  to  under- 
stand the  many  benefits  of  establishing 
marquee  programs  that  set  them 
apart  from  their  competitors.  While  the 
specific  focus  of  the  programs  may 
differ,  their  goal  is  to  support  commu- 
nities or  causes  that  need  assistance 
while  creating  or  reinforcing  a  corpo- 
rate reputation  that  can  positively 
affect  the  bottom  line. 


ship  efforts  on  young  people.  There's 
research  that  shows  that  if  people 
volunteer  when  they're  young,  they 
tend  to  continue  throughout  their  lives," 
explains  Peterson.  "In  terms  of  a  long- 
term  sea  change  in  attitudes,  it  made 
sense  to  make  an  impression  when 
they're  most  impressionable." 

In  1995,  Prudential  started  its  Spirit 
of  Community  Awards,  which  honor 
middle-  and  high-school  students  for 
outstanding  volunteer  service  to  their 
communities.  Today,  nearly  200,000 
students  have  participated,  and  more 


than  60,000  young  volunteers  have 
been  honored  at  the  local,  state,  and 
national  level.  Each  state  picks  two 
winners  who  receive  a  monetary  award 
and  a  trip  to  Washington,  D.C.,  where 
10  national  honorees  are  chosen. 

Each  May,  when  the  1 04  state  winners 
gather  at  the  nation's  capital,  Prudential 
sees  the  impact.  'They  have  a  chance 
to  share  ideas  with  each  other,  which 
turns  out  to  be  the  biggest  benefit  to 
them,"  Peterson  says.  "It's  really  power- 
ful to  see  these  young  people  when  they 
get  together  and  how  they  feed  off  each 
other  and  inspire  each  other." 

DEVELOPING  ECONOMIC 
SELF-SUFFICIENCY 

From  its  corporate  headquarters  in  an 
economically  challenged  area  and  its 
branches  in  communities  from  Maine 
to  Alaska,  KeyBank  sees  workforce 
development  and  financial  education 
opportunities  all  around. 

"Our  philanthropic  strategy  revolves 
around  economic  self-sufficiency," 
Copeland  says.  "Our  strategy  is 
targeted  at  communities  that  are 
emerging  or  are  trying  to  engage  or 
reengage  in  developing  and  creating 
economic  viability." 

As  a  financial  institution,  Key  has 
the  fiscal  expertise  to  help  individuals 
and  communities  prosper.  That's  why 
Key  helps  organizations  that  train  peo- 
ple how  to  manage  their  finances.  It 
also  helps  develop  small-business  lead- 
ers and  entrepreneurs  who  can  help 
bolster  their  communities. 

One  Key  initiative  in  Cleveland  was  a 
$1  million  grant  to  Cuyahoga  Community 
College  to  support  the  development  and 
operation  of  Key  Career  Place  centers 
in  several  campus  locations  throughout 
the  county.  Any  citizen  can  visit  these 
one-stop  career  centers  and  get  help 
with  their  resume,  interviewing  tech- 
niques, and  other  career  support. 

The  centers  are  so  successful  that 


ECONOMIC  SELF-SUFFICIENCY 


PHILANTHROPIC  INVESTMENT 


COMMUNITY  DEVELOPMENT 


VOLUNTEERISM 


KeyBank  is  dedicated  to  enhancing  the  quality  of  life  in  the 
communities  we  serve.  An  important  part  of  our  commitment 
is  fostering  workforce  development  and  financial  education  to 
enhance  and  enable  economic  self-sufficiency.  Through  our 
philanthropic  investment  and  activities,  Key  helps  communities 
and  individuals  across  the  nation  prosper  -  and  that's 
something  any  good  corporate  neighbor  would  do. 


Achieve  anything. 

To  learn  more,  please  visit  www.Key.com/community 


KeyBank 
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the  college  received  a  second  million- 
dollar  Key  Foundation  grant  to  develop 
Key  Entrepreneur  Development  Center. 
In  an  academic  setting,  any  citizen  who 
has  a  business  idea  can  test  it,  develop 
business  plans  and  acquire  the  neces- 
sary skills  to  operate  an  enterprise. 

BEING  GLOBALLY  AND 
LOCALLY  RELEVANT 

The  mantra  of  giving  locally  is  still  heard 
from  the  mailroom  to  the  boardroom.  But 
how  do  you  give  knowledgeably  at  the 
local  level  when  your  company  operates 
in  different  states,  countries,  and  conti- 
nents? That's  a  key  challenge  for  Cargill, 
which  has  more  than  1,000  locations  in 
59  countries.  To  meet  that  challenge, 
Cargill  supplements  its  corporate-level 
initiatives  with  relevant  local  programs. 

That's  the  mindset  behind  more  than 
200  employee-led  Cargill  Cares  Coun- 
cils. "We  encourage  employee  volunteer 
councils  in  locations  around  the  world, 
rather  than  having  a  manager  sit  in  one 
location  to  make  decisions,"  Murphy 
says.  "Our  local  employees  are  the  ones 
who  have  the  knowledge  of  the  commu- 
nities and  are  the  ones  who  try  to  figure 
out  what  are  the  local  community  needs." 

A  good  example  is  Cargill's  long- 
standing partnership  with  Habitat  for 
Humanity.  For  more  than  1 2  years,  Car- 
gill has  provided  funds  at  the  corporate 
level,  while  its  employees  do  the  leg- 
work  in  local  communities.  During  that 
time,  the  company  has  donated  $2  mil- 
lion, and  its  employees  have  built  more 
than  120  homes  in  15  countries. 
| 
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Cargill  http://www.cargill.com 
KeyBank  http://www.keybank.com 

Prudential  Financial  Inc. 

http://www.prudential.com 


BUILDING  HOMES  AND 
OPPORTUNITIES 

Another  company  that  has  embraced 
Habitat  for  Humanity  as  a  volunteer 
outlet  is  GMAC  Financial  Services.  This 
partnership  perfectly  connects  GMAC's 
role  as  a  mortgage  company  with  an 
organization  that  provides  homes.  This 
year,  Habitat's  Jimmy  Carter  Work 
Project  is  coming  to  Detroit,  and  GMAC 
is  playing  a  large  role.  GMAC  also  plays 
a  large  role  in  helping  consumers  make 
informed  decisions  through  its  financial 
education  programs,  such  as  SmartEdge, 
which  focuses  on  how  to  establish  good 
credit,  manage  a  budget,  and  choose  a 
vehicle-financing  option. 

Another  significant  area  for  GMAC  is 
diversity-related  educational  outreach. 
One  of  its  many  partnerships  is  through 
Detroit  Dance  Residency  programs.  For 
more  than  a  decade,  GMAC  has  spon- 
sored leading  dance  groups  to  perform 
at  local  schools  and  also  at  Detroit's 
Music  Hall  Center  for  the  Performing 
Arts  and  The  Opera  House. 

More  than  20,000  students  have 
benefited  from  this  program,  which 
aims  to  expand  the  scope  of  experience 
for  young  people  who  live  in  economi- 
cally and  culturally  deprived  areas.  The 
goal  is  to  not  only  expose  students  but 
also  inspire  them.  "We  want  students 
to  be  introduced  to  the  diversity  of  the 
arts  and  also  the  importance  of  what 
these  dancers  of  diverse  backgrounds 
represent:  You  set  a  goal,  you  make  a 
commitment,  you  have  dedication,  and 
you  spend  hours  working  so  you  can 
achieve  your  goal,"  says  McCammon. 

GMAC  http://www.gmacfs.com 

The  Center  for  Corporate 
Citizenship  at  Boston  College 

http://www.bcccc.net 

Habitat  for  Humanity  International 

http://www.habitat.org 
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"We're  reinforcing  positive  values." 

The  challenges  and  expectations  will 
mount  as  companies  move  into  the  next 
phase  of  corporate  citizenship.  It's  a  con- 
tinual improvement  process  —  one  that 
takes  time,  energy,  resources,  and  fore- 
sight. Just  like  in  business,  what  worked 
yesterday  might  not  work  tomorrow. 
The  next  corporate  citizenship 
frontier  may  bring  businesses  to  the 
forefront  in  solving  some  of  the  world's 
most  daunting  public-policy  initiatives 
—  from  the  global  healthcare  crisis  to 
environmental  sustainabiiity  to  world 
peace.  Whatever  the  future  holds, 
smart  companies  will  continue  to 
achieve  competitive  advantage  by 
benefiting  the  greater  good. 

This  section  was  written  by  Jill  Colford,  a 
freelance  writer  specializing  in  business,  non- 
profits and  sports,  based  in  Lower  Gwynedd, 
Pa.  Contact  her  at  jillcolford@aol.com. 

For  information  on  BusinessWeek 
Special  Advertising  Sections  contact 
Stacy  Sass-McAnulty  at  212-512-6296  or 
stacy_sass-mcanulty@businessweek.com. 
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Bush's  Reluctant 
Business  Allies 

Corporate  lobbyists  are  being  told  to  back 
the  Social  Security  crusade— or  else 


LAST  JAN.  31,  JUST  DAYS  BE- 
fore  George  W.  Bush's  State 
of  the  Union  address,  60  top 
corporate  lobbyists  trudged 
through  Washington's  frozen 
streets  to  the  headquarters  of 
the  Business  Roundtable  for 
an  Administration  briefing  on  second-term 
priorities.  At  the  head  of  a  long  conference 
table  sat  Special  Assistant  to  the  President 
Mike  Meece,  flanked  by  officials  from  the 
departments  of  State,  Treasury,  Labor, 
Health  &  Human  Services,  and  Com- 
merce, as  well  as  from  the  U.S.  Trade  Rep- 
resentative's Office. 

But  instead  of  a  friendly  give-and-take 
about  legislation  of  mutual  interest,  the 
capital's  lobbying  elite  got  a  one-topic  lec- 
ture on  the  White  House's  overarching 
priority:  Social  Security  reform.  "What 
about  the  energy  bill?  Is  it  going  to  pass?" 
one  impatient  oil  industry  rep  interjected, 
according  to  a  source  who  was  there. 


"Depends  on  whether  the  energy  bill 
helps  get  Social  Security,"  came  a  wise- 
crack from  the  back  of  the  room. 

By  the  time  the  pep  rally  was  over,  par- 
ticipants say  one  point  had  been  ham- 
mered home  to  Washington's  business 
lobby:  Get  in  step  with  the  drive  to  reform 
Social  Security.  The  impli- 
cation was  that  if  the  over- 
haul fails  to  pass  Congress, 
a  lame-duck  Bush  would 
be  too  weakened  to  help 
with  the  passage  of  pro- 
grams Big  Business  cares 
most  about— such  as 
sweeping  tort  reform,  re- 
peal of  the  estate  tax,  and  a 
pro-production  energy 
bill.  "A  loss  means  his 
clout  is  diminished  on 
anything  but  foreign  policy 
and  national  security  is- 
sues, and  every  domestic 


THE  STAT 


$20 

million 

The  amount 
business  groups 
plan  on  spending 
to  promote  Social 
Security  reform 


initiative  will  evaporate,"  warns 
one  top  Republican  strategist. 

Weeks  later  an  additional 
must-get  was  added  to  the  lob- 
byists' assignment:  congres- 
sional passage  of  the  Central 
America  Free  Trade  Agreement 
(CAFTA),  another  in  a  string  of 
tiny  trade  pacts  that  the  Admin- 
istration has  used  largely  to  re- 
ward friendly  allies  in  the  war 
on  terrorism.  "We've  been  told 
by  the  White  House  that  we 
have  to  put  up  a  full-court  press 
on  CAFTA  or  else  they  won't  do 
anything  for  us,"  says  the  head 
of  one  large  trade  association. 
"This  is  one  of  the  more  coer- 
cive and  controlling  Adminis- 
trations ever." 

Like  Social  Security,  public 
support  for  CAFTA  remains 
tepid  at  best  in  Congress.  While 
the  White  House  has  been 
vague  about  a  deadline  for  a  So- 
cial Security  vote,  the  Administration  in- 
sists on  chalking  up  a  CAFTA  victory  be- 
fore Memorial  Day  even  though,  by  most 
estimates,  the  deal  is  40  votes  short  in  the 
House  and  is  facing  skepticism  in  the 
Senate.  "You  can't  have  a  conversation 
with  anyone  in  the  Administration  with- 
out first  saying  that  Social  Security  is  your 
top  priority  and  that  you  intend  to  work 
for  CAFTA.  Then  you  can  talk  about  your 
own  issue,"  says  one  lobbyist  for  a  com- 
puter software  and  services  company. 

A  bigger  problem,  business  lobbyists 
say,  is  that  the  Social  Security  debate 
could  tie  up  the  Senate  for  weeks  during 
the  critical  summer  and  fall  periods  when 
most  legislation  actually  gets  passed. 
Business  groups  point  to  declining  public 
support  for  President  Bush's  proposals  on 
Social  Security,  even  as  he  wraps  up  a  60- 
stop  campaign  to  sell  his  ideas. 

On  Feb.  24  business  lobbyists  were 
called  to  the  White  House  and  given 
their  final  marching  or- 
ders by  White  House 
Deputy  Chief  of  Staff  Karl 
Rove.  A  business  umbrella 
organization  made  up  of 
trade  associations,  the 
Coalition  for  the  Modern- 
ization &  Protection  of 
America's  Social  Security 
(CoMPASS),  would  raise 
$20  million  for  a  cam- 
paign on  behalf  of  person- 
al Social  Security  ac- 
counts. A  second  group 
originally  founded  in 
2002,  Alliance  for  Worker 
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Retirement  Security  (AWRS),  which 
counts  companies  such  as  Pfizer, 
Hewlett-Packard,  and  UBS  PaineWeb- 
ber  among  its  46  members,  would  lob- 
by Congress  directly. 

Social  Security  reform  has  been  a 
tough  slog  for  Washington's  business 
lobby,  normally  more  at  home  dis- 
cussing golf  outings  than  actuarial  ta- 
bles. Two  securities  firms,  Waddell  & 
Reed  Financial  Inc.  and  Edward  Jones, 
withdrew  from  AWRS  and  the  campaign 
after  union  pension-fund  trustees 
threatened  to  take  their  business  else- 
where. To  forestall  further  defections, 
AWRS  pulled  its  membership  list  from 
its  Web  site. 

Exactly  how  many  businesses  are  be- 
hind the  corporate  campaign  for  Social 
Security  reform  isn't  clear.  CoMPASS,  for 
example,  lists  the  Camden-King  Bay 
(Ga.)  Area  Chamber  of  Commerce  as 
one  of  its  160  members,  but  its  chair- 
man, Hal  Weathers,  insists  that  his 
group  didn't  join  the  coalition.  "We've 
never  endorsed  any  part  of  Social  Secu- 
rity reform.  I  have  no  idea  how  we  came 
to  be  listed,"  he  told  BusinessWeek. 

The  two  umbrella  groups  have  close 
ties  to  the  White  House  and  the  Repub- 
lican National  Committee,  which  hosts 
a  weekly  meeting  of  business  lobbyists 
working  on  Social  Security  at  its  head- 
quarters on  Capitol  Hill.  Charles  P.  Bla- 
hous  III,  the  White  House's  Social  Se- 
curity coordinator,  is  a  former 
executive  director  of  AWRS.  His  succes- 
sor, Derrick  A.  Max,  also  acts  as  execu- 
tive director  of  CoMPASS. 

Max  says  most  of  the  business  dona- 
tions behind  the  Social  Security  push 
come  from  manufacturers.  He  plays 
down  the  interest  or  involvement  of 
Wall  Street,  saying  the  amount  of  mon- 
ey involved  in  personal  accounts  isn't 
large  enough  to  get  securities  firms  ex- 
cited. According  to  Max,  AWRS  will 
spend  $500,000  on  ads  directed  at 
Congress  this  year,  while  CoMPASS  will 
mount  an  $18  million  grassroots  or- 
ganizing effort.  He  predicts  an  August 
victory  for  private  accounts. 

One  lobbyist  representing  a  high-tech 
company  says  he  has  studiously  avoided 
being  drawn  into  the  Social  Security 
battle.  "At  the  end  of  the  year,"  he  says, 
"my  boss  is  not  going  to  judge  my  per- 
formance based  on  whether  the  Social 
Security  bill  passes."  Maybe  so,  but  as 
the  White  House  has  made  clear,  busi- 
ness will  be  judged  on  how  well  it  deliv- 
ers the  vote.  And  Rove  &  Co.  are  defi- 
nitely taking  names.  ■ 

-By  Paul  Magnusson  in  Washington 
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Can  Caremark's 
Health  Hold  Up? 

Its  drug-benefit  business  is  soaring,  but 
it  faces  a  growing  set  of  legal  challenges 


HORTLY  AFTER  EDWIN 
M.  "Mac"  Crawford 
joined  Caremark  Rx 
Inc.  as  CEO  in  1998,  the 
I  self-proclaimed  "chron- 
ic worrier"  wondered 
about  the  mess  he  had 
gotten  himself  into.  The  Nashville  com- 
pany, then  called  MedPartners  Inc.,  was 
hemorrhaging  $1  billion  a  year  as  it  tried 
in  vain  to  consolidate  physi- 
cian practices  and  manage 
them  better  than  the  physi- 
cians could.  The  model  never 
caught  on,  and  the  company 
failed  to  complete  a  merger, 
sending  its  shares  plummet- 
ing and  touching  off  a  rash  of 
investor  lawsuits.  "The  com- 
pany basically  was  worthless,"  says 
Crawford,  a  turnaround  specialist  who 
was  recruited  by  the  board.  So  he 
sloughed  off  the  practice-management 
business  and  began  fostering  a  tiny  unit 
of  the  company  that  sold  pharmacy  ben- 
efit-management plans  to  employers. 


I*. 

The  Best  Performers 


Today,  Caremark  is  the  phoenix  of  i 
flourishing  industry.  Pharmacy  beneft 
managers  (PBMs)  have  emerged  as  ke\ 
allies  for  corporate  human  resource: 
managers,  health  plans,  and  governmen 
employers  that  provide  drug  coveragt 
for  employees.  PBMs  design  prescriptior 
plans  and  process  pharmacy  claims  fo 
their  customers.  In  recent  years,  PBM 
have  boosted  their  appeal  by  offering 
such  services  as  mail-orde 
pharmacies,  which  refil 
drugs  at  cut-rate  prices.  To 
day  PBMs  manage  abou 
75%  of  the  $235  billion  spen 
on  prescription  drugs  ever 
year,  with  the  bulk  of  th' 
business  going  to  CaremarJ 
and  its  two  biggest  competi 
tors,  Medco  Health  Solutions  Inc.  anc 
Express  Scripts  Inc. 

Caremark  has  racked  up  an  enviabl 
track  record,  which  has  propelled  it  to  th 
No.  22  spot  on  the  2005  BusinessWeek  51 
list  of  top  corporate  performers.  And  wit 
a  March  acquisition  of  rival  AdvancePC 
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/^Performance:  The  finest  minds  working 
together  to  create  the  next  success. 


You  have  a  plan.  You  believe  in  it.  And  in  the  spirit  of  true  teamwork  - 
a  meeting  of  minds  with  a  partner  who  really  understands  your  needs. 

At  Deutsche  Bank  we  share  your  passion  for  working  in  synch,  for 
creating  superior  solutions,  for  driving  new  successes. 

As  one  of  the  world's  leading  financial  institutions,  we  provide  both 
the  brain  and  the  brawn  to  get  things  done  -  from  idea  generation  to 
deal  completion.  Whether  giving  strategic  advice,  leveraging  business 
insights  to  drive  creative  solutions,  or  delivering  superior  execution. 
We  coordinate  our  mutual  strengths  to  take  your  business  even  further. 

Expect  the  better  solution. 


www.db.com 


a  Passion  to  Perform.       Deutsche  Bank 


Deutsche  B.mk  Securities  Inc  .  .1  subsidiary  of  Deutsche  Bonk  AG,  conducts  investment  banking  and  securities  activities  in  the  United  States.  Deutsche  Bonk  Securities  Inc    is  ;i  member 
ol  NYSE.  NASD  and  SIPC 
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Inc.,  it  now  processes  684  million  drug 
claims  per  year.  Including  AdvancePCS, 
Caremarks  profits  soared  38%  in  2004,  to 
$650.7  million,  on  sales  of  $30.4  billion, 
up  8%  from  the  previous  year.  Much  of  the 
bottom-line  boost  is  coming  from  Care- 
mark's  mail-order  pharmacy,  which  grew 
73%  thanks  to  AdvancePCS.  Crawford  says 
mail-order  scrips  are  doubly  profitable. 
Skipping  the  retail  middleman  helps. 
Caremark  should  earn  $2.23  per  drug 
claim  this  year— 14%  more  than  Medco 
and  nearly  twice  Express  Scripts's  haul,  es- 
timates SG  Cowen  &  Co. 

All  is  not  rosy,  however:  A  mounting 
set  of  legal  challenges  looms.  First,  alle- 
gations of  improper  Medicaid  billing 
have  prompted  state  investigations.  Care- 
mark is  cooperating  and  says  it  welcomes 
guidance  on  proper  practices.  The  Justice 
Dept.  is  looking  into  the  disputes,  and 
Texas'  attorney  general  hopes  to  unseal  a 
whistleblower  suit  against  the  ^^^^^ 
company.  At  the  same  time, 
several  federal  and  state  legis- 
lators are  pushing  for  new 
laws  to  reign  in  PBMs.  "There 
are  many  questions  about 
whether  [they]  are  operating 
in  consumers'  best  interests," 
says  Representative  Anthony 
D.  Weiner  (D-N.Y.),  who  in- 
troduced a  bill  on  Apr.  14  that 
would  put  the  brakes  on 
many  common  PBM  business 
practices,  such  as  switching 
patients  from  one  drug  to  an- 
other without  their  consent. 

Nonetheless,  demand  for 
PBM  services  continues  to 
skyrocket,  and  a  postmerger 
Caremark  is  particularly 
poised  to  take  advantage  of  it. 
Analysts  expect  a  new 
Medicare  drug  benefit  to  add  as  much  as 
$15  billion  to  the  nation's  annual  drug 
spending.  Many  participants  could  enroll 
through  Medicare  Advantage  plans  of- 
fered by  health  insurers.  Thanks  to  the 
merger,  Caremark  has  access  to  1.2  mil- 
lion Medicare  Advantage  patients,  says 
SG  Cowen  analyst  Kemp  Dolliver.  That's 
far  more  than  the  400,000  apiece  avail- 
able to  Express  Scripts  and  Medco. 

MORE  TRANSPARENCY,  PLEASE 

STILL,  EVERY  TIME  a  contract  comes  up 
for  renewal,  Caremark  has  to  fight  tooth 
and  nail  against  its  two  major  rivals  to 
hold  onto  the  business.  That's  because 
customers  are  prone  to  play  the  field.  And 
no  wonder:  According  to  a  survey  by  hu- 
man resources  consulting  firm  Hewitt  As- 
sociates Inc.,  47%  of  employers  suspect 
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Caremark  squeezes  more  profit 
out  of  its  customers  than  rivals  do... 
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...but  investors  are  uneasy  amid  legal 
uncertainties 
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their  PBM  isn't  helping  them  save  on 
their  overall  prescription  costs— or 
worse,  that  it's  hiking  their  outlays.  More 
customers  are  demanding  details  from 
their  PBM,  such  as  what  incentives  the 
company  is  paid  by  pharmaceutical  mak- 
ers to  sell  certain  drugs. 

Inevitably,  Caremark  doesn't  always 
win  the  bargaining  tug-of-war.  In  Febru- 
ary, the  state  of  Illinois  ditched  Caremark 
and  signed  on  with  Medco,  in  part  be- 
cause Caremark  opposed  the  state's  wish 
to  release  the  details  of  its  PBM  contract 
to  the  public.  "We're  winning  business  on 
our  elevated  level  of  transparency,"  says 
Medco  Chief  Executive  David  B.  Snow  Jr. 

Several  proposed  bills,  including  Rep- 
resentative Werner's,  seek  to  make  such 
transparency  mandatory.  So  far  no  such 
initiative  has  gained  much  traction.  And 


the  loss  of  the  Illinois  contract  hasn't  af- 
fected Caremarks  earnings  expectations. 
Still,  Crawford  fears  that  if  Caremark 
eventually  is  forced  to  release  financial  de- 
tails about  its  contracts— either  by  law  or 
by  competitive  forces— it  might  hurt  the 
company's  bottom  line.  For  example,  it 
would  be  more  difficult  to  negotiate,  say. 
low  drug  prices  from  manufacturers, 
who  might  balk  at  giving  Caremark  a  bet- 
ter deal  than  another  drugmaker  provides 
for  a  similar  product. 

THE  FEDS  MAY  STEP  IN 

THE  MEDICAID  INVESTIGATION  could 
be  an  even  bigger  threat  According  to  a 
2001  report  by  the  Office  of  the  Inspector 
General,  32  states  failed  to  recover  $360 
million  worth  of  pharmacy  claims  for  pa 
tients  covered  by  both  Medicaid  and  third 
party  payers.  The  states  allege  that  Medic 
aid  should  not  have  had  to  pay  the  bills. 

And  several  federal  lawmakers 

have  been  grousing  about  the 
need  for  a  broad  industry 
crackdown.  On  Mar.  29,  a  U.S 
district  court  in  Tennessee, 
one  of  the  states  involved  in  a 
Medicaid  dispute  with  Care- 
mark, warned  that  the  feds 
could  intervene  at  any  time.  "I 
don't  think  there's  any  way 
you're  going  to  keep  the  Unit- 
ed States  out,"  said  U.S.  mag 
istrate  judge  Joe  B.  Brown. 

Analysts  expect  Caremark 
to  try  to  settle  the  case  expe 
ditiously.  At  worst,  the  com 
pany  may  have  to  change  its 
billing  practices.  It's  unclear 
how  that  would  affect  Care 
mark's  bottom  line.  That  un- 
certainty may  explain  wh> 
the    company's    stock    has 
dropped  1.3%  this  year,  while  those  of  iu 
two  major  competitors  have  soared 
Crawford  explains  that  Caremark  itseli 
filed  the  complaint  in  Tennessee,  hoping 
to  end  a  six-year  dispute  over  how  Med 
icaid  should  be  reimbursed.  "We're  glad 
to  do  it,  but  we'd  like  some  clarification,' 
says  Crawford. 

The  CEO  remains  upbeat  about  the  fu 
ture.  Caremark's  $1  billion  cash  pik 
could  be  used  to  grow  through  more  ac- 
quisitions. As  for  the  legal  challenges 
"regulation  is  a  part  of  health  care,"  he 
says.  "I'm  always  concerned." 

At  least  one  worry  is  off  his  shoulders 
though:  The  mess  of  a  company  h< 
walked  into  seven  years  ago  is  now  mucl 
more  than  just  a  survivor.  ■ 

-ByArlene  Weintraub  in  New  York 
with  Amy  Barrett  in  Willingboro,  Nj 
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East  Meets 
West,  Big-Time 

Lenovo's  deal  for  IBM's  PC  unit  led  to  a 
merger  of  talent— and  a  threat  to  Dell 


THE  DATE  WAS  APR.  20, 
2004.  The  setting:  the  of- 
fices of  Legend  Holdings 
Ltd.  in  Beijing.  And  the 
event  was  something  akin 
to  a  courtroom  trial,  in 
which  the  proposed  pur- 
chase of  IBM's  PC  division  by  Legend 
subsidiary  Lenovo  Group  Ltd.  hung  in  the 
balance.  The  judge  and  jury— Legend's 
directors,  including  co-founder  Liu 
Chuanzhi— had  gathered  in  a  windowless 
conference  room  on  the  10  th  floor  of 
company  headquarters  to  grill  Lenovo's 
execs  and  others  about  potential  pitfalls. 
The  deal's  advocates  faced  a  barrage  of 
questions.  In  addition  to  Mary  Ma,  Leno- 
vo's chief  financial  officer,  the  lineup  in- 
cluded people  from  consultant  McKinsey 
and  investment  bank  Goldman  Sachs. 
The  directors'  chief  concern:  Were  Leno- 
vo's execs  really  capable  of  running  a 
complex  global  business?  The  break- 
through came  after  three  days.  The  direc- 
tors concluded  that  if  Lenovo  could  re- 
cruit IBM's  top  execs  to  help  manage  the 
company,  this  merger  could  succeed. 
"The  board  felt  there  were  positive  solu- 
tions," says  Liu. 

Watch  out  Michael  Dell.  What  began  in 
Beijing  a  year  ago  is  expected  to  culmi- 


^ 


nate  with  the  closing  of  Leno- 
vo's acquisition  of  the  IBM  PC 
division  in  early  May.  There 
are  huge  challenges  ahead  for 
Lenovo,  and  Dell  Inc.'s  domi- 
nance in  the  U.S.  market  isn't  in 
danger.  But  the  new  Lenovo,  with 
$13  billion  in  sales  and  8%  of  the  world- 
wide PC  market,  will  boast  a  rare  combi- 
nation of  management  savvy,  technical 
expertise,  low  costs,  and  proven  track 
record  in  the  developing  world.  As  mar- 
kets like  China,  India,  and  Russia  become 
more  important,  Lenovo  could  end  up 
presenting  Dell  with  its  most  serious 
competition  in  years— by  boxing  it  off 
where  demand  is  growing  fastest.  "As  the 
battle  shifts  from  the  U.S.  to  the  rest  of  the 
world,  Lenovo  has  the  advantage,"  says 
analyst  Martin  Reynolds  of  researcher 
Gartner  Inc. 

THE  ICON  AND  THE  UPSTART 

LENOVO'S  STRENGTH  is  its  unusual  na- 
ture. Rather  than  sell  its  PC  business  out- 
right, IBM  ultimately  decided  to  keep  a 
13.4%  stake  in  the  combined  company 
and  as  Liu  had  hoped,  contribute  top  IBM 
execs  to  help  run  it.  In  essence,  IBM  out- 
sourced its  PC  business  to  Lenovo,  and 
Lenovo  outsourced  much  of  its  manage- 


A  Long  Time  Coming 

IBM  first  approached  China's  Lenovo 
about  selling  its  PC  division  in  early  2002, 
but  the  talks  went  nowhere  because  the 
IBM  unit  was  suffering  deep  losses.  Only 
18  months  later,  with  the  PC  division 
recovering,  did  negotiations  begin  in 
earnest.  A  look  at  the  lengthy  courtship: 


NOVEMBER,  2003:  Lenovo 

CF0  Mary  Ma  travels  to 
New  York  to  investigate 
the  possibility  of  Lenovo 
buying  IBM's  PC  unit, 
but  Ma  has  been  warned 
by  her  bosses  that 
chances  of  a  deal  are 
remote.  Nevertheless, 
she  returns  home 
convinced  it's  a  smart 


move.  She  persuades  the 
company  to  open  talks 
two  months  later. 

FEBRUARY,  2004:  IBM 

CEO  Sam  Palmisano 
visits  with  Lenovo 
Chairman  Liu  Chuanzhi  in 
Beijing.  IBM  brings  in 
private  equity  firm  Texas 
Pacific  Group  as  a 
potential  alternative 


bidder,  giving  It  levi  t 

in  the  negotiations 

APRIL,  2004:  Leno 
board  of  directors} 
the  company's  exe 
about  the  deal.  Arr  I 
other  things,  they'r 
concerned  that  Ler 
execs,  such  as  CEC 
Yuanqing,  don't  ha 
experience  to  run  i 


ment  and  sales  to  IBM.  As  a  result,  the 
first  major  merger  between  an  American 
company  and  a  Chinese  one  is  creating  a 
true  blend  of  East  and  West,  of  tech  icon 
and  industry  upstart.  The 
chief  executive  will  be 
Stephen  M.  Ward  Jr.,  the 
former  head  of  IBM's  PC  op- 
eration. Yang  Yuanqing,  the 
former  Lenovo  CEO,  will  be 
the  chairman.  The  30- 
member  executive  staff  is 
split  down  the  middle. 
Headquarters  will  be  near 
IBM's  in  New  York. 

The  two  companies  com- 
plement each  other  neady. 
Lenovo  specializes  in  con- 
sumer PCs  and  low-cost  manufacturing. 
It  dominates  the  PC  market  in  China, 
with  a  26%  share  last  year.  IBM 
ranges  worldwide  and  focuses  on 
businesses.   Its   30,000-person 
sales  force  and  global  network 
of  9,000  business  partners  will 
help  sell  Lenovo  PCs.  "They 
create    a    formidable    force 
against  the  direct  guys  like  Dell," 
says  Kevin  M.  Murai,  president  of 
Ingram  Micro  Inc.,  the  No.  1  tech-prod- 
ucts distributor. 

Of  course,  the  tech  industry  is  littered 
with  companies  that  thought  they  had  an 
edge  on  Dell,  only  to  be  driven  into  obliv- 
ion by  its  relendess  efficiency.  The  Round 
Rock  (Tex.)  company  has  garnered  18.5% 
of  the  PC  market  and  demonstrated  that 
it's  without  peer  in  PCs.  Hewlett-Packard 
Co.,  the  second-largest  player,  has  lost 
share  in  recent  years,  to  15.4%,  and  is  only 
marginally  profitable.  Even  IBM's  PC  di- 
vision lost  ground  in  the  first  quarter,  with 
unit  sales  up  just  2%,  compared  with 
13%  for  Dell,  according  to  researcher  IDC. 
The  new  Lenovo  "will  be  good  for  us," 
says  Kevin  B.  Rollins,  Dell's  CEO.  "We 
think  a  lot  of  IBM 
customers  will  want 
to  come  to  us." 

But  Lenovo  isn't 
planning  to  out-Dell 


Instead  of  a 
straight  sale, 
IBM  kept  a 
stake  to  gain 
a  foothold 
in  China 


PARTNERED  CEO 

Steve  Ward  and 
incoming  chair 
Yang  Yuanqing 


Dell.  What  makes  Dell  so  successful  is  the 
efficiency  of  its  purely  direct-sales  ap- 
proach and  build-to-order  manufactur- 
ing. Lenovo  has  a  very  different  philoso- 
phy. It  will  sell  through 
retailers,  corporate  resellers, 
the  IBM  sales  force,  and 
Dell's  route  as  well.  That 
presents  a  sizable  opportu- 
nity, particularly  in  emerg- 
ing markets.  Worldwide, 
more  than  80%  of  PCs  are 
sold  through  retailers  and 
other  resellers.  That  figure  is 
even  higher  in  China  and 
other  developing  countries, 
where  consumers  like  to  get 
their  hands  on  products 
and  frequendy  don't  have  credit  cards. 

Not  that  Lenovo  can't  pinch  pennies. 
Its  labor  costs  are  a  rock-bottom  $3  per 
desktop  PC,  among  the  lowest  anywhere. 
That  has  helped  drive  its  operating  ex- 
penses to  less  than  9%  of  revenues,  half 
the  average  for  the  computer  hardware 
business  and  about  the  same  as  Dell's. 
Lenovo's  expenses  will  rise  as  it  combines 
with  the  higher-cost  IBM  division,  but  it 
doesn't  have  to  overtake  the  big  dogs  to 
be  a  winner.  It  just  needs  to  take  market 
share,  gain  economies  of  scale,  and  grow 
profitably.  Lenovo's  track  record  is  per- 
suasive. In  spite  of  tough  competition 
from  local  rivals  Tongfang  and  Founder, 
it  upped  its  market  share  in  China  by  four 
percentage  points,  to  28%,  between  the 
first  and  fourth  quarters  last  year. 

ADDED  MUSCLE 

THE  NEW  LENOVO  has  to  work  the  same 
magic  as  it  combines  the  two  operations. 
Morgan  Stanley  projects  a  net  profit  of 
$221  million,  on  sales  of  $14  billion,  in  fis- 
cal 2006.  That's  paltry  compared  with 
Dell's  expected  $4  billion  in  profits,  on 
$57  billion  in  sales,  for  fiscal  2006.  But 
Lenovo  may  be  able  to  squeeze  out  even 
more  costs.  The  company  says  publicly  it 
expects  to  save  more  than  $200  million  a 
year  in  supply-chain  efficiencies.  Sources 
close  to  the  deal  say  Lenovo  could  save 


iany.  After  three  days 
|stioning,  the  board 
its  approval  to  make 

2004:  IBM  and 

o  decide  that  rather 
In  outright  sale,  IBM 
eep  a  stake  in  the 

ined  PC  company 

sell  Lenovo's  PCs  to 

porate  clients. 


NOVEMBER,  2004: 

Lenovo  and  Texas  Pacific 
make  final  bids  in  late 
November.  IBM  chooses 
Lenovo  because  its  $1.25 
billion  offer  is  slightly 
higher  and  because 
closer  ties  between  the 
two  companies  could  help 
IBM  in  the  fast-growing 
China  market.  The 


Chinese  opt  to  hire  Steve 
Ward,  head  of  IBM's  PC 
business,  as  CEO  of  the 
new  company. 

DEC.  7, 2004:  The  deal  is 
unveiled.  Although  Yang 
had  initially  proposed 
dual  headquarters  in 
Beijing  and  New  York, 
Ward  persuades  him 
customers  will  react  best 


if  the  entity  is  based 
solely  in  the  U.S. 

MAR.  9, 2005:  A  US 

government  review  is 
drawn  out  by  national 
security  concerns.  The 
investigation  includes  field 
trips  to  IBM's  offices  in 
Raleigh,  N.C.,  to  confirm 
that  Lenovo  and  IBM's 
non-PC  facilities  will  be 


kept  separate.  Ultimately, 
the  government  approves 
the  deal. 

EARLY  MAY:  The  deal  is 
expected  to  close, 
creating  a  $13  billion 
global  PC  company 
with  8%  market  share, 
third  in  the  world 
behind  Dell  and  Hewlett- 
Packard. 


l 


N/fay  9,  2005  I  BusinessWeek  I  75 


■ 


Information  Technology  Computers 


several  hundred  million 
yearly  on  top  of  that  because 
the  company  will  no  longer 
have  to  pay  IBM  corporate 
expenses  and  may  be  able  to 
get  high-volume  discounts 
from  suppliers  Microsoft 
Corp.  and  Intel  Corp.  "Po- 
tentially, there's  a  lot  of 
money  on  the  table,"  says  a 
financier  close  to  the  deal. 

With  its  added  muscle, 
Lenovo  fully  intends  to 
change  the  dynamics  of  the 
PC  business.  Rather  than 
simply  compete  on  price, 
the  company  plans  to  distin- 
guish itself  through  innova- 
tion. The  new  company 
starts  from  a  good  spot. 
IBM's  ThinkPad  laptops 
have  consistently  beaten 
Dell  to  market  with  features 
such  as  a  built-in  fingerprint 
reader.  Lenovo  is  no  slouch 
either.  One  of  its  new  PCs 
with  easy-to-use  Internet 
telephone  service  has  won 
raves  from  reviewers.  De- 
clares Yang:  "We  will  be  the 
PC  company  with  the  best  balance  be- 
tween innovation  and  efficiency.'' 

The  big  test  comes  when  the  two  or- 
ganizations actually  operate  together. 
The  culture  gap  is  huge.  For  instance,  the 
Chinese  don't  tolerate  being  tardy  for 
meetings,  while  IBMers  are  often  late.  It's 
hard  to  predict  when  glitches  will  pop  up. 
Last  Dec.  20,  when  Yang, 
Ma,  and  eight  other  Lenovo 
execs  landed  at  John  F. 
Kennedy  International  Air- 
port in  New  York  for  their 
first  planning  meetings,  no- 
body met  them.  Not  good: 
In  China,  visitors  are  greet- 
ed and  taken  to  their  hotels 
in  limos.  "We  blew  it,"  says 
Brad  Hall,  an  IBM  consult- 
ant working  on  the  transi- 
tion. "Yuanqing  brought  it 
up  at  a  meeting,  and  Steve 
said,  We'll  fix  that.'" 

Over  the  five  months 
since  the  deal  was  an- 
nounced, execs  from  both 
sides  have  been  working 
feverishly  to  get  off  to  a  fast 
start.  Initially,  to  avoid  disruptions,  they 
will  operate  three  separate  business 
units— China  PCs,  China  cell  phones, 
and  international  operations,  which  were 
formerly  IBM's.  But  they  plan  to  quickly 
integrate  supply-chain  operations.  Ward 
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Ward  plans 
a  marketing 
blitz  that 
includes  two 
Olympic 
sponsorships 


plans  to  expand  consumer  sales    HUMBLE  ROOTS 

into  four  countries  beyond  China    Chairman  Liu, 
this  year— though  he  won't  name    next  to  Lenovo's 
them  yet.  He  plans  a  marketing    birthplace 
blitz  to  turn  Lenovo  into  a  global    ■" ™ 
brand  culminating  with  sponsorships  of 
the  2006  and  2008  Olympics.  And  he's 
partnering  with  Intel,  Microsoft,  and 
others   on   PC   innovation 
centers    in    Beijing    and 
Raleigh,  N.C.  "The  PC  is 
ubiquitous,  but  purely  being 
a    commodity    isn't    good 
enough,"  says  Ward,  50. 

This  long,  strange  saga 
started  with  an  act  of  quiet 
desperation.  In  the  summer 
of  2002,  IBM's  then-chief  fi- 
nancial   officer,    John    R. 
Joyce,  hit  China  in  hopes  of 
selling  the  company's  strug- 
gling PC  business  to  Leg- 
end, which  Inter  changed  its 
name  to  Lenovo.  But  IBM's 
once-proud  PC  unit  had  lost 
nearly   $400    million   the 
previous  year.  Legend  execs 
turned  up  their  noses. 
Eighteen  months  later,  it  was  a  differ- 
ent story.  Joyce  returned  to  China  and 
Lenovo  was  hungry  to  become  a  global 
player  in  the  PC  business.  Then  CFO  Ma 
took  her  first  trip  to  New  York  to  talk 
things  over  with  IBM  negotiator  Peter 


Lynt.  Liu  had  cautioned  her 
not  to  fall  in  love  with  the 
deal,  but  Ma  saw  that  IBM 
had  radically  restructured 
the  PC  unit.  Costs  had  been 
slashed.  Manufacturing  for 
everything  but  the  laptop 
line  had  been  outsourced. 
"We  were  astonished  to  see 
the  better  numbers,"  says 
Ma.  She  returned  to  China 
an  advocate  for  the  deal. 

BREAKTHROUGHS 

STILL,  IBM  wasn't  taking 
any  chances.  It  sought  out 
private  equity  giant  Texas 
Pacific  Group  as  an  alterna- 
tive bidder  and  the  rival  to 
put  pressure  on  Lenovo. 
"Peter  would  use  the  other 
bidder  against  us,"  recalls 
Ma.  "He  said,  'If  you  don't 
do  that  price,  you're  out.'" 

But  Lenovo  was  in.  Ma's 
enthusiasm    helped    win 
over  her  board.  A  second 
breakthrough    came    last 
summer  during  a  week  of 
top-secret  talks  at  the  luxu- 
rious Siena  Hotel  in  Chapel 
Hill,  N.C.  After  a  series  of 
meetings,  Yang  and  IBM 
CEO  Samuel  J.  "Sam"  Pal- 
misano  agreed  this  would 
be  more  than  just  a  simple  sale  of  assets. 
Instead,  the  two  companies  would  form 
a  strategic  alliance. 

While  the  general  idea  had  been  float- 
ing around  for  months,  the  two  compa- 
nies nailed  down  the  details  to  make  a 
long-term  partnership  compelling  for 
both  sides.  IBM  would  sell  Lenovo  PCs 
through  its  sales  force  and  distribution 
network.  IBM  also  would  provide  services 
and  financing  for  Lenovo  PCs— and  allow 
Lenovo  to  use  the  vaunted  IBM  brand 
name  for  five  years.  In  turn,  Lenovo, 
which  is  still  partly  owned  by  the  govern- 
ment's Chinese  Academy  of  Sciences, 
would  help  IBM  gain  entree  into  the 
promising  China  market. 

IBM  ended  up  with  two  options  for  its 
PC  division.  At  a  board  meeting  on  Oct 
26,  Ward  and  IBM  CFO  Mark  Loughridge 
laid  out  the  offers  from  both  Lenovo  and 
Texas  Pacific.  They  were  attractive 
enough  that  directors  O.RVd  a  deal  with 
either  one.  Ultimately,  on  the  first  week- 
end in  December,  Palmisano  accepted 
Lenovo's  bid.  The  offer  was  higher,  at 
$1.25  billion,  and  the  help  in  China  was  a 
substantial  sweetener.  Even  Texas  Pacific 
saw  the  logic  behind  Palmisano's  deci 
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sion.  The  company,  along  with  private 
equity  players  General  Atlantic  and 
Newbridge  Capital,  later  invested  $350 
million  in  Lenovo. 

Since  the  deal  was  announced,  both 
Lenovo  and  IBM  have  been  working 
hard  to  make  sure  it  will  be  a  success. 
They've  tried  to  be  open  to  each  other's 
cultures.  Yang  declared  English  Leno- 
vo's  official  language.  Liu  tapped  Ward 
as  Lenovo's  CEO,  a  position  Ward  con- 
siders a  big  honor.  He  recalls  listening 
to  news  of  Nixon's  historic  visit  to  China 
on  the  radio  when  he  was  a  17-year-old 
pumping  gas  at  his  father's  Exxon  sta- 
tion in  Santa  Maria,  Calif.  "If  you  had 
told  me  then  that  I  would  lead  the  first- 
ever  merger  of  a  Chinese  company  and 
an  American  company,  I  would  have 
been  stunned,"  Ward  says. 

Making  history  is  messy,  however. 
When  Ward  and  Yang  met  for  lunch  at 
IBM's  Madison  Avenue  offices  for  a  get- 
to-know-you  session,  Yang  said  that  he 
favored  dual  headquarters,  in  the  U.S. 
and  China.  It  was  a  point  of  national 
pride.  Ward  disagreed,  saying  there 
should  be  a  single  one,  in  New  York. 
They  couldn't  resolve  the  issue  over 
lunch.  But  a  couple  of  days  later,  Yang 
came  around.  "Steve  made  a  lot  of 
sense,"  he  says.  "Putting  the  headquar- 
ters in  New  York  tells  our  global  cus- 
tomers that  we're  a  global  company." 

Now,  Lenovo  execs  are  busy  moving 
into  the  fourth  floor  of  a  small  office 
building  five  miles  from  IBM  headquar- 
ters. Seventy  people  will  work  there,  in- 
cluding Ward,  Yang,  and  Ma. 

Meanwhile,  back  in  Beijing,  Liu  is 
preparing  to  give  up  command  of  the 
company  he  has  led  for  21  years.  It's  a 
big  change  for  someone  who  started  the 
company  with  $24,000  in  a  two-room 
co.tage  near  "Swindler's  Alley,"  Bei- 
jing's electronics  black  market,  and 
built  it  into  one  of  China's  most  respect- 
ed businesses.  "I  am  quite  satisfied  with 
what  I  have  accomplished  so  far,"  he 
says.  "So  now  I'm  stepping  back  and 
letting  a  younger  generation  lead." 

As  Liu  bows  out,  a  new  era  dawns  for 
Lenovo.  And  really,  for  the  whole  busi- 
ness world.  If  China  is  to  make  the  leap 
from  low-cost  producer  to  global  eco- 
nomic giant,  it  will  be  nervy  outfits  like 
Lenovo  that  lead  the  charge.  Goodbye 
Swindler's  Alley,  hello  world.  ■ 

-  With  Dexter  Roberts  in  Beijing  and 
Louise  Lee  in  Austin,  Tex. 


BusinessWeek 


For  more  on  how 
Lenovo  and  IBM  people  are  working 
together,  see  www.businessweek.com/extras 
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Finance  Brokerages 


A  Poor  Fit 
For  Investors? 

Regulators  are  looking  into  how  firms 
steer  clients  into  fee-based  accounts 


ATTORNEY  LAWRENCE 
L.  Klayman  makes  his 
living  representing  in- 
vestors in  arbitrations 
against  their  brokers. 
Over  the  past  couple  of 
years,  he  has  won  settle- 
ments in  more  than  400  cases  in  which 
brokers  put  their  customers  into  ac- 
counts that  carry  an  annual  fee  based  on 
a  percentage  of  assets  instead  of  trading 
commissions.    Many   were    Microsoft 


Pushing  for 

Brokers  are  urging  customers  to  use 
lucrative  fee-based  accounts... 


ASSETS  IN  FEE 
ACCOUNTS*  (BILLIONS) 

SHARE  OF  ALL  ASSETS 

2004 

2001 

Merrill  Lynch 

$89 

6.5% 

5.9% 

Morgan  Stanley 

33 

5.3 

3.3 

UBS 

24 

4.5 

2.7 

Wachovia 

24 

3.7 

NA 

•At  end  2004 


...But  investors  can  come  up  short 

UNSUITABIUTY  Customers  who  don't  trade  much 
can  end  up  paying  a  lot  more  than  they  would  with  a 
traditional  commission  account 

CONFUSION  Broker  ads  can  mislead  investors  into 
thinking  these  accounts  include  investment 
management  or  financial  planning,  but  those  cost  extra 

DOUBLE  DIPPING  Some  brokers  have  customers  buy 
mutual  funds  or  other  investments  that  earn  them 
commissions,  but  still  charge  a  flat  fee  for  managing 
their  account 


Corp.  employees  who  were  urged  to  ex 
ercise  options  and  hold  their  stock  in 
such  accounts.  Most  didn't  make  mam 
trades  and  paid  far  more  than  the\ 
would  have  in  a  traditional  account 
"These  fee-based  accounts  have  been  £ 
gold  mine  for  the  plaintiffs'  bar,"  says  the 
Boca  Raton  (Fla.)-based  Klayman. 

They've  been  a  gold  mine  for  broker 
ages,  too.  Since  1999,  firms  from  Merril 
Lynch  &  Co.  and  UBS  to  Raymonc 
James  &  Associates  Inc.  have  promotec 
the  accounts,  which  offe) 
free  stock  trading  bu 
charge  usually  between  \°/< 
and  1.5%  of  assets.  Plent} 
of  customers  have 
switched.  At  the  end  of  las 
year  investors  had  almos 
$270  billion  in  fee-basec 
brokerage  accounts,  up 
61%  from  the  end  of  2002 
according  to  Boston  re 
search  firm  Cerulli  Associ 
ates  Inc.  That  makes  it  om 
of  the  fastest  growing  seg 
ments  of  the  $6  trillion  full 
service  brokerage  industry 
Industry  spokesmen  sa} 
the  spate  of  arbitration  is ; 
reflection  of  a  three-yea 
bear  market  and  that  somi 
settlements  are  reachec 
simply  to  avoid  costly  lega 
battles.  Fee-based  account 
save  money  for  investor 
who  make  an  average 
number  of  trades,  or  more 
Morgan  Stanley  says  it 
customers  have  saved  $: 
billion  in  commission 
over  the  past  five  years  wit 
the  accounts.  Many  firm 
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have  implemented  strict  review  proce- 
dures to  ensure  only  appropriate  clients 
are  switched,  says  Michael  Udoff,  associ- 
ate general  counsel  for  trade  group  Secu- 
rities Industry  Assn. 

All  the  same,  the  industry's  self-regula- 
tory bodies,  NASD  and  the  New  York  Stock 
Exchange,  are  starting  to  take  an  interest. 
On  Apr.  27,  NASD  brought  its  first  discipli- 
nary action  over  fee-based  accounts.  Ray- 
mond James  agreed  to  pay  almost  $1  mil- 
lion to  settle  allegations,  which  it  did  not 
admit  nor  deny,  that  it  failed  to  determine 
that  the  accounts  were  inappropriate  for 
many  clients.  NASD  contends  the  firm 
switched  more  than  2,900  customers  who 
hadn't  made  a  single  trade  the  previous 
year.  Lack  of  adequate  monitoring  allowed 
17%  of  customers  in  the  firm's  fee-based 
accounts  to  make  no  trades  in  2003,  up 
from  14%  in  2002,  NASD  says.  Raymond 
James  says  it  was  "satisfied  to  have  re- 
solved this  matter."  In  the  settlement,  it 
agreed  to  discontinue  offering  fee-based 
brokerage  accounts. 

NASD  has  "a  number"  of  further  en- 
forcement actions  coming,  say  Robert  R. 
Glauber,  NASD  chairman  and  chief  execu- 
tive. The  Big  Board  may  act,  too,  says  Don- 


ald van  Weezel,  vice-president 
of  the  NYSE's  regulatory 
branch.  The  Securities  &  Ex- 
change Commission  has  also 
conducted  a  review  looking 
into  fee-based  accounts.  So  far, 
its  probe  has  resulted  in  confi- 
dential warnings  about  possi- 
ble compliance  failures  to  an 
unspecified  number  of  firms. 

Regulators  have  also  found 
cases  of  double-dipping,  in 
which  brokers  sell  mutual 
funds  that  carry  steep  commission-like 
sales  charges  to  clients  with  fee-based  ac- 
counts. Also,  some  customers  are  misled 
by  marketing  materials  into  believing  that 
they'll  get  investment  management  or  fi- 
nancial planning  with  these  accounts, 
though  those  services  cost  extra.  Says  the 
NASD's  Glauber:  "It's  absolutely  impor- 
tant that  an  investor  is  well  informed  of 
the  advantages  and  disadvantages  of  a 
fee-based  account." 

The  advantages  to  brokerages  are 
clear  enough.  By  persuading  customers 
to  pay  annual  fees  instead  of  commis- 
sions, the  firms  get  more  stable  and  pre- 
dictable income.  "It's  a  steadier  stream 


of  revenue  that  tempers  the  drop  during 
stock  market  downturns,"  says  Lauren 
Smith,  analyst  at  Keefe,  Bruyette  & 
Woods  Inc.  Recurring  fees  helped  Mer- 
rill Lynch's  brokerage  unit  report  a  3% 
revenue  increase  in  the  first  quarter  of 
2005  from  the  previous  year,  even  as 
trading  volume  slipped.  Investment 
management  firms  that  charge  asset- 
based  fees  don't  have  as  volatile  swings 
in  quarterly  results  and  sell  for  higher 
price-earnings  ratios,  adds  Smith. 

CURBING  THE  CHURN 

THE  MOVE  TO  ASSET-based  fees  was  in- 
tended to  generate  fewer  regulatory 
problems  for  brokers,  not  more.  A  1995 
task  force  on  broker  compensation 
headed  by  former  Merrill  Lynch  Chair- 
man Daniel  P.  Tully  reported  to  the  SEC 
that  fee-based  accounts  would  reduce 
complaints  about  churning— excessive 
trading  done  by  brokers  to  generate 
commissions.  The  accounts  did  accom- 
plish that  goal.  Churning  complaints 
have  dropped  43%  over  the  past  four 
years,  according  to  NASD. 

Still,  regulators  believe  that  brokers 
must  tell  customers  about  the  possible 
drawbacks  of  fee-based  accounts  as  well 
the  advantages.  The  brokerage  firms  in- 
sist that  they  do  so  already.  Merrill  Lynch 
spokesman  Erik  Henderson  says  his  firm 
is  careful  to  offer  fee-based  accounts  only 
when  appropriate.  "It's 
always  going  to  depend 
on  what's  best  for  the 
client,"  he  says.  UBS  and 
Wachovia  Corp.  say  they 
monitor  all  fee  accounts 
and,  if  necessary,  move  a 
customer  to  a  more  suit- 
able account. 

Last  month  the  SEC 
ruled  that  brokers  don't 
have  to  comply  with 
stricter  investment  advis- 
er rules  just  because  an 
account  is  charged  fees  and  not  commis- 
sions. Still,  the  agency  initiated  a  90-day 
study  to  see  whether  some  other  form  of 
regulation  is  needed. 

In  theory,  letting  customers  choose 
what  kind  of  account  they  want  is  best- 
as  long  as  brokers  provide  accurate  infor- 
mation, says  Barbara  Black,  director  of 
research  at  the  Pace  Investor  Rights  Pro- 
ject of  Pace  University.  But  she's  worried 
that  the  current  disclosures  are  inade- 
quate. While  regulators  study  the  issue, 
fee-based  accounts  may  keep  both  bro- 
kers and  lawyers  digging  for  gold.  ■ 

-By  Aaron  Pressman  in  Boston  with 
Amy  Borrus  in  Washington 


Firms  love 
the  stable, 
predictable 
earnings  of 
fee-based 
accounts 
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Finance  The  Internet 


Startup  Millionaires 
Even  Before  the  IPO 

Suddenly,  Internet  ad  outfits  are  raking  in 
money  from  private  equity  firms 


JOE  SPEISER  AND  ALEX 
Zhardanovsky  didn't  get 
rich  the  way  most  Internet 
entrepreneurs  do.  Sure,  they 
built  their  Markham  (On- 
tario) online  startup,  Azoog- 
leAds.com  Inc.,  into  a  prof- 
itable advertising  business  and  turned 
some  of  their  paper  wealth  into  spendable 
greenbacks.  But  there  was  no  initial  pub- 
lic offering  or  big  buyout  by  Yahoo!  Inc. 

Last  year  private  equity  firms  suddenly 
offered  to  invest  in  privately  held  Azoo- 
gleAds,  which  by  December  had  expand- 
ed its  annual  revenues  to  $63.5  million 
(U.S.)  without  taking  a  dime  from  in- 
vestors in  its  five-year  history.  "We  kept 
saying:  'Not  interested,'"  Speiser  says. 
But  in  January  the  founders  finally  agreed 
to  a  $30  million  infusion,  more  than  half 
going  to  Speiser  and 
Zhardanovsky  in  ex- 
change for  part  of 
their  stake  in  the  com- 
pany, say  people  famil- 
iar with  the  deal. 
What's  more,  the  duo  retained  majority 
ownership  of  AzoogleAds  and  could  get 
an  even  bigger  payout  if  the  company 
goes  public  or  gets  bought. 

These  days  private  equity  firms  are  us- 
ing their  wads  of  cash  to  buy  entrepre- 
neurs' stock  before  their  companies  reach 


SPEISER  AND 
ZHARDANOVSKY 

AzoogleAds  got 
$30  million 


Wall  Street.  In  the  past  five  months  at 
least  eight  private  Internet  advertising 
and  marketing  companies  have  complet- 
ed financing  rounds  in  which  founders 
sold  shares  to  such  investors  for  millions. 
Four  years  ago  many  of  these  companies 
couldn't  get  a  nibble  from  venture  capi- 


Cashing  In 

Founders  of  these 
Internet  marketing 
companies  pocketed 
part  of  the  funds  raised 
from  pre-lPO  investors 

DATE 

COMPANY 

AMOUNT  RAISED 
(MILLIONS) 

INVESTORS 

11/04 

Fastclick 

$75 

Highland  Capital,  Oak  Investment, 
Steamboat  Ventures 

2/05 

Vendare  Group 

64 

Insight  Venture,  Idealab 

4/05 

Datran  Media 

60 

VantagePoint 

1/05 

AzoogleAds 

30 

TA  Associates,  Stripes  Group 

10/04 

Netbiue 

20 

Oak  Investment 

Data:  '■••■•*    -.-. 

talists.  Now  that  they're  highly  profitable, 
outsiders  are  clamoring  for  a  piece. 

Internet  ad  companies  are  leading  the 
trend.  They  require  little  startup  capital, 
so  entrepreneurs  have  built  lucrative 
businesses  with  no  outside  investment. 
Some  made  out  by  buying  ad  space  from 
online  publishers  cheap  and  reselling  it 
at  higher  rates  to  advertisers,  who  pay 
only  when  people  click  on  ads.  Others  pi- 
oneered fields  such  as  generating  sales 
leads  online.  Many  of  these  businesses 
are  now  minting  cash.  Online  ad  rev- 
enues rose  32%,  to  $9.6  billion,  last  year 
and  are  expected  to  reach  $15.6  billion 
by  2008. 

Today  founders  are  in  the  catbird  seat 
when  investors  come  calling.  "Let's  say 
you  can  write  yourself  a 
check  for  $3  million  at  the 
end  of  the  year,"  says 
Richard  Chiang,  co-founder 
of  LeadClick  Media  Inc.,  a 
San  Francisco  startup  that 
generates  online  sales  leads. 
"What  leverage  does  a  ven- 
ture-capital firm  have  over 
you?"  Investors  must  offer 
to  buy  founders'  shares  to 
get  a  foot  in  the  door.  Apart 
from  private  equity  firms 
that  have  traditionally  been 
willing  to  do  so  when  they 
invest  in  established,  prof- 
itable companies,  VC  outfits 
are  joining  in.  In  the  past 
year  firms  such  as  Highland 
Capital  Partners,  Insight 
Venture  Partners,  and  Van- 
tagePoint Venture  Partners 
have  all  invested  in  profit- 
making  Internet  ad  outfits 
by  buying  founders'  shares. 
Not  all  VCs  are  thrilled 
about  what's  happening. 
Steven  Eskenazi,  a  general  partner  at  San 
Francisco's  WaldenVC,  calls  the  sales  of 
founders'  shares  a  "very  disturbing  and 
negative  trend."  For  one  thing,  founders 
may  have  little  incentive  to  stick  around 
after  getting  their  windfall.  "If  times  get 
tough  and  they  have  a  disagreement  with 
their  board,  they're  going  to 
go  to  the  beach,"  Eskenazi 
says.  In  addition,  if  founders 
sell  before  an  IPO  or  acquisi- 
tion, it  could  raise  questions 
about  their  confidence  in  the 
future  of  their  companies. 

Such  concerns  have  been 
a  drag  on  the  recent  IPO  of 
Fastclick  Inc.,  a  Santa  Bar 
bara  (Calif.)  Internet  ad 
company.  Six  months  before  %: 
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Innovation  drives  everything  we  do. 


From  innovative  drive  systems  challenging  the  electric  car  land  speed  record  to  research 
on  the  first  "self-healing"  power  grid,  our  breakthroughs  have  proven  time  and  again  that 
today's  revolutionary  ideas  lead  the  way  to  greater  productivity  and  competitive  advantage 
for  customers  tomorrow.  Over  100,000  power  and  automation  professionals  around  the 
world.  Over  one  million  solutions  delivered  every  day.  Welcome  to  the  world  of  ABB. 


www.abb.us 
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Finance  Exchanges 


After 

getting 

the  cash, 

some 

founders 

resign 


going  public  it  raised  $75  million  from 
private  investors,  $35  million  of  which 
went  to  buy  shares  from  two  founders 
and  their  families.  Shortly  before  the 
private  financing  was  completed, 
founders  David  Gross  and  Jeff  Pryor  re- 
signed. "Why  would  management  who 
started  the  company  and  built  it  up 
want  to  step  away?"  asks  Sal  Morreale, 
an  institutional  sales  trader  at  Cantor 
Fitzgerald.  "It  could  send  up  a  red 
flag."  Fastclick 
went  public  on 
Mar.  31  at  $12  a 
share,  the  low 
end  of  the  antici- 
pated price  range. 
The  stock  has 
since  traded  as 
low  as  $10.25. 

But  Fastclick 
may  be  the  excep- 
tion. Most  foun- 
ders stay  at  their 
companies  after 
selling  stock.  Consider  Eyeblaster  Inc., 
a  six-year-old  New  York  company  that 
makes  software  for  tracking  online  ad- 
vertising. In  January,  2004,  it  raised 
$8  million  from  Insight  Venture  Part- 
ners. Co-founder  and  CEO  Gal  Trifon 
says  a  "significant"  share  of  the  mon- 
ey went  to  buy  founders'  shares.  "It 
was  a  unique  opportunity  for  me  to  re- 
duce some  risk  at  a  good  value,"  he 
says,  by  allowing  him  to  diversify  his 
wealth.  He  and  his  co-founder  have 
stayed  with  Eyeblaster,  and  they're 
using  the  rest  of  the  $8  million  to  ex- 
pand the  business. 

That  growth  could  come  from  acqui- 
sitions as  well  as  sales.  Researcher 
eMarketer  Inc.  expects  the  rise  in  online 
ad  spending  to  slow  to  12.9%  in  2008, 
down  from  20.7%  this  year.  "Everyone 
expects  continued  consolidation  in  the 
industry,"  says  Cherie  Smith  Homa, 
managing  director  at  KPMG  Corporate 
Finance  LLC.  So  many  companies  have 
recendy  raised  money  that  they  are  able 
to  buy  smaller  outfits  or  lower  their 
prices  to  drive  out  competitors. 

AzoogleAds'  founders  are  using 
their  investors'  money  to  develop  new 
lines  of  business  instead  of  drawing 
down  the  company's  existing  cash  flow. 
Speiser  says  he  and  Zhardanovsky 
want  to  develop  new  revenue  streams 
before  considering  an  IPO.  With  sever- 
al million  in  the  company's  treasury— 
and  in  their  personal  accounts— 
there's  no  rush.  ■ 

-By  Justin  Hibbard  in 
San  Mateo,  Calif. 
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The  Tremors  from 
Two  Trading  Titans 

As  the  Big  Board  and  NASDAQ  buy  rivals 
and  beef  up,  how  will  investors  fare? 


WHEN  THE  HEADS 
of  the  New  York 
Stock  Exchange 
and  NASDAQ  an- 
nounced plans  to 
buy  the  electronic 
upstarts  that  have 
been  eating  their  lunch  lately,  there  was 
much  talk  of  how  the  deals  would  bene- 
fit investors.  "We  will  be  more  innovative 
and  more  efficient,"  NYSE  head  John  A. 
Thain  promised.  "We  will  offer  our  cus- 
tomers more  choice."  And  NASDAQ 
Stock  Market  Inc.  Chief  Executive  Officer 
Robert  Greifeld  said:  "Investors  will  be 
better  served." 

They  may  well  be.  If  the  optimists  are 
right,  the  drive  by  computer-sawy  mav- 
ericks at  Archipelago  Holdings  Inc.  and 
Instinet  Group  Inc.  to  lower  costs  and 
speed  up  trading  may  even  get  ratcheted 
up  a  notch.  Certainly,  the  battle  between 
the  two  juggernauts,  strengthened  by  the 
electronic  insurgents,  will  heat  up.  As  the 
NYSE  goes  public,  it  will  be  accountable 
to  a  broad  group  of  shareholders  rather 
than  just  the  members  who  now  run  it. 


What's  more,  concentrating  buyers  an 
sellers  in  two  places,  instead  of  lettin 
them  scatter  in  several  trading  site: 
should  make  for  deeper  and  more  robui 
markets. 

Just  how  the  deals  will  play  out  isn 
yet  clear.  The  NYSE's  plans  to  merge  wit 
Archipelago  could  even  be  thwarted  b 
rival  bids,  perhaps  by  Wall  Street  firm 
annoyed  by  the  prominence  of  Goldmai 
Sachs  &  Co.  as  a  big  stockholder  in  Arcr 
ipelago  and  adviser  to  both  sides  in  th 
deal.  The  regulators,  too,  must  still  hav 
their  say,  and  the  conditions  they  impo: 
could  impede  progress  or  accelerate  i 
The  fate  of  the  NYSE's  much-criticize 
floor  also  is  up  in  the  air,  even  as  execi 
tives  of  both  the  exchange  and  Archipe 
ago  vow  to  stick  by  it. 

But  there  are  reasons  to  believe  th; 
the  changes  they  have  helped  drive  can 
be  stopped,  even  as  the  upstarts  becon 
part  of  the  Establishment.  For  one,  inst 
tutional  investors  such  as  mutual  ar 
pension  funds  will  resist  any  backslidin  j 
And  they're  in  a  position  to  get  what  th* ' 
want.  If  spreads,  the  difference  betwet 
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the  buy  and  sell  prices  of  stocks,  begin  to 
widen  from  the  mere  pennies  they  often 
are  now,  the  institutions  could  move  their 
business  elsewhere.  Thriving,  albeit 
smaller,  alternative  electronic  systems, 
such  as  the  Liquidnet  Inc.  and  POSIT 
block-trading  operations,  would  gladly 
take  more  of  their  trades.  So,  too,  would 
brokerages  that  could  match  buy  and  sell 
orders  internally  among  clients— though 
the  Securities  &  Exchange  Commission 
will  require  them  to  match  the  best 
prices  offered.  "Our  own  institutional 
customers  have  been  very  clear  about  the 
desire  for  more  control  of  the  trading 
process  and  more  innovation,"  says  Ian 
Domowitz,  head  of  research  for  Invest- 
ment Technology  Group  Inc.,  the  broker- 
age that  runs  POSIT.  "I  don't  believe  the 
consolidation  will  interfere  with  the  cus- 
tomer demand." 

GIANT  SINGLE  MARKET? 

CERTAINLY,  THE  behemoths  that 
emerge  from  these  deals  have  every  rea- 
son to  compete  more  vigorously.  They  will 
now  play  in  each  other's  backyards,  with 
both  Archipelago's  ArcaEx  exchange  and 
Instinet  providing  electronic  venues 
where  investors  can  trade  both  NASDAQ- 
and  NYSE-listed  stocks.  Area  plans  to  op- 
erate separately  from  the  NYSE  floor,  so 
investors  can  choose  which  venue  they 
prefer— opting  for  quicker  electronic  exe- 
cution, for  instance,  if  speed  is  their 
biggest  concern.  NASDAQ  plans  to  mesh 
its  operations  with  Instinet  over  the  com- 
ing year  to  form  a  single  market.  Both 
deals  will  "allow  people  to  come  together 
to  get  better  prices  and  liquidity,"  says 
Terrence  Hendershott,  an  assistant  pro- 
fessor at  the  University  of  California  at 
Berkeley's  Haas  School  of  Business. 
Some  boosters  of  the  deals  contend  se- 
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curities  markets  are  natu- 
ral monopolies.  Unlike 
other  industries,  they  can 
work  better  for  their 
clients— investors— when 
they  consolidate.  That 
brings  more  buyers  and 
sellers  together,  theoreti- 
cally making  for  better 
prices.  "Would  we  be  bet- 
ter off  if  we  had  10  equally 
sized  auction  sites  or  better 
off  because  buying  and 
selling  is  concentrated  on 
eBay?"  asks  Hendershott. 
"As  long  as  eBay's  [fees] 
don't  get  too  high,  we  are 
better  off  that  way." 

Looking  beyond  the 
proposed  mergers,  some 
market  players  say  they  expect  a  single  gi- 
ant exchange  to  emerge  eventually— 
though  there  would  be  plenty  of  debate 
over  whether  that  would  best  serve  in- 
vestors. Advocates  particularly  like  the 
NYSE-Archipelago  deal  because  it  will 
give  investors  a  single  place  to  trade  op- 
tions and  exchange-traded  funds,  as  well 
as  stocks.  Archipelago  is  closing  on  its 
purchase  of  the  Pacific 
Exchange,  which  will 
help  it  move  into 
options.  Harold  S. 
Bradley,  a  senior  vice- 
president  at  Kansas 
City  (Mo.)-based  Amer- 
ican Century  Invest- 
ments, a  big  mutual- 
fund  house,  predicts 
"national  convergence, 
where  options,  futures, 
equities,  and  deriva- 
tives are  traded  on  the 
same  platform." 

So  long  as  outside  in- 
novators are  allowed  to 
thrive,  concentration 
may  not  be  a  worry.  Re- 
cently, most  innovation 
has  come  from  outside 
NASDAQ  and  the  NYSE. 
Regulators  will  likely  be 
pressed  to  make  sure 
that  the  mergers  and 
the  rules  they  establish 
around  them  don't  in- 
hibit outsiders'  creativi- 
ty, which  so  far  the  SEC 
has  encouraged.  "The 
SEC  has  removed  most 
of  the  barriers  to  entry 
and  competitiveness  in 
this  business,"  says 
University  of  Southern 


Potential 
Pitfalls 

Proponents  say  investors 
will  benefit  from  the 
mergers  of  both  the  Big 
Board  and  NASDAQ 
with  electronic  rivals 
because  transaction  costs 
will  drop,  but  critics 
argue  consolidation  could 
eat  into  gains: 

■  Vested  interests  at  the  NYSE 
and  NASDAQ  could  slow 
innovation  by  simply  buying  up 
their  most  challenging  rivals 
rather  than  exploiting  their 
technology  to  the  fullest 

■  Innovative  upstarts  could  find 
it  much  tougher  to  break  into 
the  business  if  trading 
concentrates  in  two  big 
markets,  leaving  investors  with 
fewer  alternative  venues 

■  Big  investors  could  have  a 
harder  time  parceling  out  big 
trades  among  fewer  venues,  so 
they  may  drive  prices  up  or 
down  sharply  as  they  buy  or  sell 


California  finance  professor  Lawrence  E. 
Harris,  recently  the  SEC's  chief  economist. 
No  doubt,  the  deals  will  drive  change 
at  the  NYSE.  The  Big  Board  hopes  that  its 
planned  hybrid  market— bringing  faster 
electronic  execution  of  trades  to  the  hal- 
lowed floor— will  preserve  its  open-outcry 
auction  and  the  specialists  who  handle 
transactions  rather  than  just  letting  buy- 
ers and  sellers  square  off.  But  if  the  hybrid 
can't  match  the  performance  of  Area,  the 
floor  could  give  way  to  a  fully  computer- 
ized future.  "The  floor  has  to  fail  at  this 
point,"  says  economist  Harris. 

EVOLVING  SPECIALISTS'  ROLE 

AND  YET,  THANKS  to  the  merger,  the 
specialists  may  find  their  role  evolving.  In 
an  Apr.  24  SEC  filing,  Archipelago  said  it 
plans  to  upgrade  its  electronic  system  to 
allow  market  makers  to  offer  prices  that 
improve  on  posted  buy  and  sell  prices,  as 
specialists  now  do.  Archipelago  President 
Mike  Cormack  says  the  change  would  be 
a  selling  point  for  Area. 

Even  though  executives  at  Archipelago 
have  been  fierce  critics  of  specialists,  they 
and  NYSE  leaders  have  said  they'll  keep 
the  floor  operating.  The  specialists  help 
the  market  by  being 
ready  to  buy  or  sell 
stocks  when  other  mar- 
ket players  aren't.  Even- 
tually, they  could  wind 
up  handling  mostly 
lesser-known  stocks. 
"Where  the  floor  is  go- 
ing to  add  most  value 
will  be  in  small,  less  liq- 
uid issues  and  in  large 
block  trades,"  says 
William  F.  Cline,  a 
managing  partner  at 
the  Accenture  Ltd.  con- 
sulting firm.  "Will 
enough  critical  mass  re- 
main on  the  floor?  I 
don't  know.  If  11  be  fun 
to  watch." 

For    investors    and 

regulators  alike,  there 

will  be  plenty  to  look  for 

in  coming  weeks.  Will 

investors     be     better 

served  by  the  mergers 

in  the  end?  Probably. 

But  they  should  watch 

closely  to  be  sure.  ■ 

-By  Joseph  Weber 

in  Chicago,  with 

Mara  Der  Hovanesian 

in  New  York,  and  Amy 

Borrus  and  Mike  Mc- 

Namee  in  Washington 
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WHYGM 
PLAN  WON 
WORK 


...and  the  ugly  road  ahead 


I 


IF  GENERAL  MOTORS  CORP.  WERE  ANY  OTHER  COMPANY,  ITS 

problems  would  have  sorted  themselves  out  a  long  time  ago.  Log- 
ic says  that  when  your  cash  holdings  exceed  your  entire  valuation 
in  the  stock  market,  some  Wall  Street  shark  is  going  to  swoop  in, 
snap  up  the  good  parts,  and  toss  the  rest.  Companies  with  bloat- 
ed factories  and  workforces  got  religion  the  hard  way  20  years 
ago,  in  the  days  of  "Neutron  Jack"  Welch.  And  with  today's  more 
active  boards,  CEOs  who  consistendy  lose  ground  to  the  compe- 
tition usually  don't  need  Donald  Trump  to  tell  them  they're  fired. 

But  GM,  of  course,  is  no  ordinary  company.  With  sales  of 
$193  billion,  it  stands  as  an  icon  of  fading  American  industrial 
might.  Size  and  symbolism  dictate  that  its  fate  has  sweeping 
implications.  After  all,  GM's  payroll  pumps  $8.7  billion  a  year 
into  its  assembly  workers'  pockets.  Directly  or  indirecdy,  it  sup- 
ports nearly  900,000  jobs— everyone  from  auto-parts  workers 
to  advertising  writers,  car  salespeople,  and  office-supply  ven- 
dors. When  GM  shut  down  for  54  days  during  a  1998  labor  ac- 
tion, it  knocked  a  full  percentage  point  off  the  U.S.  economic 
growth  rate  that  quarter.  So  what's  bad  for  General  Motors  is 
still,  undeniably,  bad  for  America. 

And  make  no  mistake,  GM  is  in  a  horrible  bind.  That  $1.1  billion 


BY  DAVID  WELCH  AND  DAN  BEUCKE 


loss  in  the  first  quarter  doesn't  begin  to  tell  the  whole  story.  The 
carmaker  is  saddled  with  a  $l,600-per-vehicle  handicap  in  so- 
called  legacy  costs,  mosdy  retiree  health  and  pension  benefits.  Any 
day  now,  GM  is  likely  to  get  slapped  with  a  junk-bond  rating.  GM 
has  lost  a  breathtaking  74%  of  its  market  value— some  $43  bil- 
lion— since  spring  of  2000,  giving  it  a  valuation  of  $15  billion. 
What  really  scares  investors  is  that  GM  keeps  losing  ground  in  its 
core  business  of  selling  cars.  Underinvestment  has  left  it  struggling 
to  catch  up  in  technology  and  design.  Sales  fell  5.2%  on  GM's  home 
turf  last  quarter  as  Toyota  Motor  Corp.,  Nissan  Motor  Co.,  and  oth- 
er more  nimble  competitors  ate  GM's  lunch.  Last  month,  CEO  G. 
Richard  "Rick"  Wagoner  Jr.  and  his  team  gave  up  even  guessing 
where  they'll  stand  financially  at  the  end  of  this  year. 

Worst  of  all,  GM  reached  a  watershed  in  its  four-decade  de- 
cline in  market  share.  After  losing  two  percentage  points  of 
share  over  the  past  year  to  log  in  at  25.6%,  GM  has  reached  the 
point  at  which  it  actually  consumes  more  cash  than  it  brings  in 
making  cars,  for  the  first  time  since  the  early  '90s.  GM,  once  the 
world's  premier  auto  maker,  is  now  cash-flow-negative.  That's 
a  game  changer.  Without  growth,  GM's  strategy  of  simply  try- 
ing to  keep  its  factories  humming  and  squeaking  by  until  its 
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legacy  costs  start  to  diminish  is  no  longer  tenable.  If  market 
share  continues  to  slip,  its  losses  will  rapidly  balloon. 

Normally  a  company  in  such  straits  contracts  until  it  reach- 
es equilibrium.  But  for  GM.  shrinkage  is  not  much  of  an  option. 
Because  of  its  union  agreements,  the  auto  maker  can't  close 
plants  or  lay  off  workers  without  paying  a  stiff  penal  ty,  no  mat- 
ter how  far  its  sales  or  profits  fall.  It  must  run  plants  at  80%  ca- 
pacity, minimum,  whether  they  make  money  or  not.  Even  if  it 
halts  its  assembly  lines.  GM  must  pay  laid- off  workers  and  foot 
their  extraordinarily  generous  health-care  and  pension  costs. 
Unless  GM  scores  major  givebacks  from  the  union,  those  costs 
are  fixed,  at  least  until  the  next  round  of  contract  talks  in  two 
years.  The  plan  has  been  to  run  out  the  clock  until  actuarial  ta- 
bles tilt  in  GM's  favor  (a  nice  way  of  saying  that  older  retirees 
eventually  will  die  off).  But  with  decreasing  sales  and  a  small- 
er slice  of  the  market,  that  plan  backfires— leaving  GM  open  to 
an  array  of  highly  unattractive  possibilities. 


Hard  Times 


HOW  BAD  COULD  IT  GET?  BusinessWeek's  analysis  is  that  with- 
in five  years  GM  must  become  a  much  smaller  company,  with 
fewer  brands,  fewer  models,  and  reduced  legacy  costs.  If  s  unde- 
niable that  getting  to  that  point  will  require  a  drastically  different 
course  from  the  one  Wagoner  has  laid  out  so  far.  He  is  going  to 
have  to  force  a  radical  restructuring  on  his  workers  and  the  rest 
of  the  entrenched  GM  system,  or  have  it  forced  on  him  by  out- 
siders or  a  bankruptcy  court  The  only  question  is  whether  that 
reckoning  comes  in  the  next  year,  if  models  developed  by  \ice- 
Chairman  Robert  A.  Lutz  fall  flat;  in  2007,  when  the  union  con- 
tract comes  up  for  negotiation:  or  perhaps  in  five  years,  when  GM 
may  have  burned  through  its  substantial  cash  cushion. 

Why  is  it  so  hard  for  those  inside  GM  to  see  the  inevitable? 
Take  a  step  into  the  Detroit  mindset.  No  active  employee  was 
even  alive  in  1930,  the  last  time  a  rival  sold  more  cars  in  the  U.S. 
than  GM.  The  idea  of  being  No.  1  is  etched  into  the  company's 
DXA— which  makes  it  all  but  impossible  for  execs  to  embrace  a 
strategy  of  getting  smaller.  And  union  leaders  have  never  seen 
a  problem  that  couldn't  be  ironed  out  at  the  bargaining  table.  "I 
think  GM  and  the  American  auto  industry  are  facing  a  lot  of 
competition."  says  United  Auto  Workers  President  Ronald  Get- 
telfinger.  "But  we've  always  had  difficult  times." 

Not  surprisingly,  GM  disputes  this  analysis.  Wagoner  declined 
requests  for  an  interview,  but  spokesman  Tom  Kowaleski  says  the 
company  is  confident  it  can  rebuild  sales  momentum.  "We're  go- 
ing to  fight  our  way  back  and  get  more  share."  says  Kowaleski. 
He  also  says  the  board  is  solidly  behind  Wagoner  and  that  even 
if  his  plan  falters,  GM  is  prepared.  "This  company  has  a  signifi- 
cant amount  of  planning  in  place  and  is  looking  at  contingencies. 
Don't  think  that  we  don't  have  long-term  plans." 

Increasingly,  though,  the  solutions  will  slip  from  GM's  control. 
At  some  point  the  laws  of  physics  take  over  and,  like  steelmakers 
and  airlines,  GM  is  at  the  mercy  of  global  forces.  It  simply  cannot 
compete  in  a  global  economy  with  the  enormous  burden  it  now 
carries  in  legacy-  costs.  It  certainly  cannot  meet  those  costs  for 
long  off  a  shrinking  sales  base  and  negative  cash  flow.  And  dis- 
tracted by  those  woes,  it  can't  begin  to  make  the  investments  nec- 
essary to  match  the  Koreans  on  price,  the  Japanese  on  quality, 
and  the  Europeans  on  performance. 

Lefs  be  clear:  GM  is  not  in  danger  of  going  bankrupt  while 
it  still  has  a  cash  hoard.  It  has  a  ton  of  liquidity— $19.8  billion 
in  cash,  marketable  securities,  and  money  it  can  tap  from  a  pre- 
funded  retiree  benefits  fund.  That  doesn't  count  $8.3  billion 
available  from  bank  lines  and  probably  $5  billion  GM  could 
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draw  on  from  its  profitable  General  Motors  Acceptance  Corp.  fi- 
nance subsidiary.  Several  analysts  already  expect  GM  might 
have  to  cancel  its  Sl.l  billion-a-year  shareholder  dividend;  it 
could  also  raise  $10  billion  to  $15  billion  by  selling  GMAC's 
mo  .tgage  and  insurance  businesses. 

But  all  that  cash  just  ensures  that  GM  can  continue  its  ways 
for  a  few  extra  years.  Without  a  sharp  course  correction,  GM  is 
on  a  glide  path  to  disaster.  Things  got  downright  embarrassing 
in  April  when  Toyota  Chairman  Hiroshi  Okuda  raised  the  pos- 
sibility of  hiking  prices  to  give  GM  breathing  space,  saying, "  Tm 
concerned  about  the  current  situation  GM  is  in."  (Toyota  sub- 
sequently backed  off.)  Wagoner  has  ratcheted  up  the  urgency 
level  in  recent  weeks,  signaling  to  unions  that  he  needs  relief 
from  GM's  $5.6  billion  in  annual  health-care  costs  and  acceler- 
ating the  delivery  of  new  sport-utility  vehicles  and  pickups  by 
several  months.  And  it  now  looks  like  he  mav  bite  the  bullet  and 
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close  at  least  a  couple  of  auto  plants  to  reduce  GM's  overcapac- 
ity. But  he  probably  won't  quickly  enact  a  fundamental  re- 
structuring of  GM's  tired  business  model.  And  without  that,  he 
is  relying  on  new  car  and  truck  models  to  stop  the  sales  slide. 
That's  a  high-stakes  bet  that  he  probably  can't  win. 

If  he  fails  to  turn  around  sales,  Wagoner  probably  won't  be 
around  to  make  the  tough  decisions  in  later  years.  Even  GM's 
long-suffering  board  will  have  run  out  of  patience  by  then.  "It's 
difficult  for  us  to  see,  if  volumes  and  share  continue  to  fall,  how 
they're  going  to  get  the  significant  cost  cuts  necessary  to  stabi- 
lize cash  flows,"  says  Mark  A.  Oline,  an  analyst  at  the  Fitch  Rat- 
ings service,  which  has  GM  debt  at  a  BBB-  rating,  one  notch 
above  junk,  with  a  "negative"  outlook.  "Having  that  kind  of 
cash  drain  is  unsustainable  over  the  long  term." 

GM's  remaining  options  involve  pain  for  workers  or  investors. 
Here  is  our  assessment  of  how  the  crisis  might  play  out: 


GM'S  PLAN 

A  SOFT 
LANDING 
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REMEMBER  THE  OLD  AD  SLOGAN, 

"This  is  not  your  father's  Oldsmobile"? 
Well,  this  is  no  longer  your  father's  auto  in- 
dustry—but GM  is  still  run  as  if  it  were.  Fifteen 
years  ago  management  struck  a  deal  with  unions  that  made  it  all 
but  impossible  to  close  auto  plants  or  lay  off  workers  without  in- 
curring massive  costs.  GM  also  agreed  to  cushy  retiree  benefits 
that  put  it  at  a  severe  disadvantage.  Much  of  what  ails  GM  today 
flows  from  that  accounting  reality  and  its  inability  to  increase  the 
business  at  home.  The  need  to  keep  those  plants  running,  to  gen- 
erate cash,  and  to  feed  a  sprawling  web  of  aging  auto  brands 
compromises  car  design  and  results  in  too  many  models  that  sit 
for  years  without  an  update.  The  bedrock  principle  upon  which 
GM  was  built— offering  a  car  to  feed  every  market  segment— has 
degraded  into  a  series  of  contrived  brands,  most  with  little  iden- 
tity, and  bland,  overlapping  product  lines. 

That  explains  how  GM's  "performance"  division,  Pontiac, 
ends  up  as  one  of  four  units  selling  essentially  the  same  family- 
hauling  minivan.  Or  how  Pontiac's  G6  sedan  was  launched  this 
year  with  a  basic  four-speed  transmission  and  cheap  plastic  in- 
terior, making  it  a  middle-of-the-pack  contender  against  cars  like 
the  Toyota  Camry,  Honda  Accord,  or  Nissan  Altima.  Says  Gerald 
C.  Meyers,  who  ran  American  Motors  Corp.  until  it  was  bought 
by  Renault  in  1984  and  who  now  teaches  crisis  management  at 
the  University  of  Michigan:  "Instead  of  deciding  what  they  want 
to  do,  they  do  everything  and  do  none  of  it  well." 

Compare  that  with  how  the  most  successful  car  companies- 
Toyota,  Nissan,  and  Honda— do  things.  They  concentrate  re- 
search dollars  on  fewer  vehicles,  pack  them  with  the  latest  fea- 
tures and  technologies,  manufacture  them  in  low-cost, 
nonunion  U.S.  factories,  and  update  them  relendessly.  Look  at 
the  numbers:  GM  execs  doled  out  $7  billion  for  capital  spending 
and  research  and  development  last  year,  vs.  $15.3  billion  for  Toy- 
ota. The  portion  of  that  spent  in  North  America  gets  spread  over 
GM's  89  auto  models  and  eight  divisions,  compared  with  Toy- 
ota's 26  nameplates  in  three  divisions.  Toyota  models  average 
sales  of  80,000  units  a  year  in  the  U.S.,  whereas  GM  squeezes  out 
just  52,000  sales  per  model  on  average.  And  Toyota  models  stay 
on  the  market  for  an  average  of  three  years  before  their  next  re- 
design, compared  with  nearly  four  for  GM's  cars. 

Decisions,  Decisions 

CAR  CUSTOMERS  LIKE  A  BARGAIN,  but  they  aren't  stupid— 
they  want  the  best  car  or  truck,  period.  Too  often,  GM  compro- 
mises on  engineering  so  that  its  models  can  go  into  selected 
plants  to  keep  up  production  volume.  Example:  GM's  Hummer 
H3  SUV,  which  comes  out  later  this  year.  Designers  wanted  this 
new,  more  compact  Hummer  to  have  the  wide,  aggressive 
stance  that  distinguished  its  bigger  siblings,  the  HI  and  H2.  But 
to  make  the  five-passenger  truck  cost-effective,  GM  trimmed  its 
width  by  about  six  inches.  That  way  it  could  use  the  narrow 
truck  platform  that  hosts  the  Chevrolet  Colorado  and  GMC 
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Canyon  small  pickups.  The  decision  saved  engineering  dollars 
and  will  help  max  out  volume  at  the  Shreveport  (La.)  plant, 
which  is  struggling  because  the  two  trucks  have  missed  volume 
targets.  But  the  pickup  platform  can't  accommodate  GM's 
vaunted  1-6  truck  engine,  and  auto  enthusiasts  are  already 
grousing  that  the  H3  may  turn  out  to  be  underpowered. 

GM's  Kowaleski  responds  that  the  H3  will  have  adequate 
power  and  increased  fuel  mileage.  He  adds  that  GM  increased 
its  capital  spending  to  $8  billion  this  year  and  that  the  compa- 
ny's plan  includes  taking  vehicle  platforms,  engines,  and  parts 
from  around  the  world  and  using  them  to  quickly  and  cheaply 


P0NT1  AC  MONTANA 

One  of  GM's  four 
versions  of  the 
same  minivan 


hit  growth  segments.  He  says:  "Would  you  like  to  have  as  much 
as  Toyota  spends?  Yeah.  Do  we?  No.  So  we  have  to  be  smarter." 

But  clearly,  GM  also  needs  to  decide  what  it  does  well,  focus  its 
resources  on  that,  and  scrap  the  rest.  Wagoner's  plan  seems  to  be 
to  engineer  a  soft  landing,  paring  some  of  the  company's  onerous 
legacy  costs  and,  most  likely,  closing  down  some  plants.  But  he 
isn't  oblivious  to  the  problems.  At  a  meeting  with  mid-level  man- 
agers last  December,  Wagoner  described  the  strategy  of  engi- 
neering cars  to  use  up  production  capacity  as  a  "legacy  cost," 
says  one  manager  who  heard  the  presentation.  He  says  that 
when  Wagoner  introduced  GM's  corporate  controller  to  walk 
through  the  company's  challenges,  he  added:  "After  this,  some  of 
you  may  wonder  why  you  still  work  here."  And  Wagoner  has 
been  moving  methodically  on  a  plan  to  merge  Pontiac,  Buick  and 
GMC  showrooms.  Once  the  1,500  or  so  dealers  have  all  three  of 
those  brands,  it  should  be  easier  for  him  to  trim  redundant  mod- 
els and  focus  the  brands  more  sharply. 

But  Wagoner  will  be  hard-pressed  to  get  enough  relief  on 
medical  costs,  at  least  before  the  scheduled  contract  negotia- 
tions in  2007.  The  Center  for  Automotive  Research  (CAR)  in 
Ann  Arbor,  Mich.,  estimates  that  GM  could  save  at  least  $1.2  bil- 
lion a  year  just  by  closing  the  gap  in  co-payments  and  de- 


ductibles between  different  kinds  of  employees.  A  single, 
salaried  worker  pays  at  least  $100  a  month  toward  health  costs, 
while  hourly  union  workers  pay  no  premiums  and  only  a  $5  co- 
pay  on  drugs.  But  so  far,  the  United  Auto  Workers  leadership 
has  shown  no  sign  that  if  s  willing  to  reopen  a  contract  that  still 
has  two  more  years  to  run.  When  GM's  Group  Vice-President 
for  labor  relations  Gary  L.  Cowger  suggested  synching  up  the 
union  and  nonunion  plans,  UAW  Vice-President  Richard  Shoe- 
maker quipped:  "If  GM  wants  to  give  the  salaried  workers  the 
same  health-care  plan  we  have,  we're  happy  to  share." 

In  theory,  Wagoner  doesn't  need  the  union's  help  to  chop  his 

bloated  car  brands.  He  just  has 
to  pay  a  lot  of  money.  Plenty  of 
outsiders  have  called  for  GM  to 
kill  at  least  one  division,  with 
struggling  Buick  and  Pontiac  the 
leading  candidates.  But  look  at 
how  much  money  GM  had  to  pay 
for  its  2000  decision  to  eliminate 
the  smaller  Oldsmobile  unit.  It 
was  obligated  under  dealer  fran- 
chise agreements  to  buy  back 
parts,  cars,  and  some  service  de- 
partment tooling.  And  to  keep 
dealers  happy,  the  company  paid 
them  $3,000  per  vehicle  sold  in 
the  last  full  year.  The  final  bill  for 
closing  Olds  came  to  about  $1  billion.  It  left  plants  that  made 
the  cars  underutilized,  and  cost  GM  market  share. 

Exuding  Confidence 

WAGONER'S  PLAN  TO  REVERSE  the  sales  slide  with  cool  new 
car  models  makes  complete  sense  from  one  perspective:  The 
lineup  needs  a  boost.  Even  with  the  generous  rebates  GM  has 
offered  from  late  2001  through  this  winter,  its  U.S.  market 
share  slid  2.5  percentage  points.  Now  that  Wagoner  is  pulling 
back  on  incentives,  the  situation  is  deteriorating  even  faster. 
Merrill  Lynch  &  Co.  estimates  that  GM's  overall  sales  slid  8% 
in  April  as  compared  to  a  year  earlier.  And  things  will  only  get 
tougher  if  competitors  like  DaimlerChrysler  follow  through  on 
talk  of  importing  cheap,  small  cars  from  China.  GM  execs  ex- 
ude confidence  about  the  new  models  they  have  queued  up 
starting  this  year:  the  Pontiac  Solstice  sports  car,  the  retro- 
styled  HHR  compact-utility  vehicle,  and,  later,  the  all-new 
Chevrolet  Tahoe  and  GMC  Yukon  large  SUVs.  Says  GM  Vice- 
Chairman  and  CFO  John  M.  Devine:  "We  think  we're  coming 
on  strong." 

But  this  is  a  company  that  sees  the  cavalry  coming  to  its 


CASH 
CUSHION 

GM's  liquidity  position 
is  strong.  Here's  a  took 
at  the  company's 
sources  of  cash.* 


RIGHT  NOW 


$15.6  Billion 

Cash  &  marketable  securities 

$4.2  Billion* 

Pre-funded  retiree  benefits 

$0.3  Billion 

Available  bank  lines 


PLUS 


$15  Billion 

Potential  sale  of  GM  AC  units 

$U  Billion 

Dividend 


TOTAL  CASH  SOURCES 


$44.2 

Billion 


Data:  .  .rich  company  reports 
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A  Data  Storage  Remedy 

Insight  helped  a  Texas  hospital  ensure  its  storage 
technology  would  accommodate  the  complex  HIPAA 
regulations,  architecting  a  SAN  solution  that  boosted 
storage  efficiencies  across  the  hospital  infrastructure. 
Plus,  the  hospital  was  able  to  meet  compliance  despite 
budget  constraints  thanks  to  Insight's  creative  leasing 
solution.  From  design  and  integration  to  maintenance  and 
financing,  Insight  made  storage  management  worry-free. 
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New  laws  are  forcing  companies 
to  save  more  data  than  ever 
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services,  Insight  combines  leading 
storage  technologies  with  on-call 
storage  expertise  and  services  to  help 
ensure  your  data  is  safe,  available 
and  in  compliance.  Find  out  how 
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rescue  with  each  new  model  year.  True,  GM  managed  to  pull 
itself  back  from  the  brink  of  bankruptcy  in  the  early  '90s  with 
a  strong  lineup  of  pickups  and  SUVs  (and  a  huge  lift  from  the 
economy).  Recently,  its  revival  of  the  Cadillac  franchise, 
through  cutting-edge  design  and  masterful  marketing,  has 
been  astounding.  Even  critics  acknowledge  that  GM's  new 
models  are  light  years  ahead  of  those  they  replace.  But  more 
often,  GM's  bold  forecasts  never  pan  out.  Executives  wrongly 
predicted  a  comeback  in  family  sedans  in  the  '80s,  '90s,  and 
as  recently  as  last  year.  Meanwhile,  they  took  a  pass  on  hybrid 
gas-electric  cars  and  blew  a  chance  to  get  a  jump  on  the  hot 
crossover  SUV  segment  with  the  failed  Pontiac  Aztek. 


On  the  Threshold 


NOW,  WAGONER  IS  PEGGING  his  turnaround 
largely  to  a  rebound  in  large  pickups  and 
SUVs.  That' s  highly  problematic.  GM  should 
get  some  pop  just  from  replacing  its  aging 
truck  lineup,  which  is  six  years  old  and 
staggering  as  buyers  turn  to  smaller  SUVs 
and  newer  vehicles  such  as  Toyota's  Se- 
quoia full-sized  SUV  and  Ford  Motor 
Co.'s  rejuvenated  F-150  pickup  line.  GM's 
Kowaleski  says:  "Even  if  those  markets 
don't  grow,  there  is  a  lot  of  opportunity  for 
volume  and  profit'''  But  first-quarter  sales  of 
full-size  SUVs  nosedived  21.5%  from  a  year 
earlier,  according  to  Autodata  Inc.,  thanks  to 
rising     gas     prices     and     competition     from 
crossovers,  such  as  the  Honda  Pilot,  which  carry  al- 
most as  many  people  while  using  less  gas.  GM,  with  48%  of 
the  big  SUV  market,  is  highly  exposed  to  a  downturn,  according 
to  Merrill  Lynch.  On  the  other  hand,  it  has  a  paltry  19%  share  of 
the  crossover  SUV  segment,  which  now  accounts  for  nearly  half 
of  all  SUVs  sold. 

If  Wagoner  can't  find  some  way  to  spark  a  sales  rebound, 
look  out  below.  GM's  financial  situation  is  linked  so  closely  to 
how  many  cars  it  pumps  out  that  its  cash  drain  worsens  dra- 
matically with  each  lost  point  of  market  share.  In  a  March  re- 
port, Merrill  Lynch  estimated  that  with  a  24%  share  and  the 
current  annual  U.S.  auto  sales  rate  of  16.9  million  vehicles,  GM 


would  bleed  $2.4  billion  in  cash  per  year.  If  share  plummeted 
to  20%,  the  cash  burn  would  be  $4.5  billion  a  year.  Merrill  an- 
alyst John  A.  Casesa  estimates  GM  can  last  five  years  before  it 
hits  a  liquidity  crisis.  "We  believe  that  25%  market  share  is  the 
threshold,"  Casesa  says.  "If  GM  falls  below  that,  things  get 
ugly  fast." 

But  that  assumes  overall  U.S.  car  sales  remain  at  their  cur- 
rent high  level.  If  rising  interest  rates,  high  gas  prices,  or  other 
factors  hammer  the  economy,  the  picture  darkens  further.  At 
15.4  million  vehicles  and  a  market  share  of  24%,  GM  would 
burn  through  $3.6  billion  of  cash  annually,  says  Merrill;  a  20% 
share  would  leak  a  catastrophic  $5.7  billion.  "The  next  blow 
comes  if  there  is  a  recession,"  says  longtime  industry  analyst 
Maryann  N.  Keller.  "We  just  got  through  an  [econom- 
ic] expansion,  and  the  balance  sheet  is  in  worse 
shape  than  it  was  before." 


LABOR 

DAY  OF 
RECKONING 


IT  WAS  NO  COINCIDENCE  THAT  WHEN  GM 

executives  pulled  their  financial  guidance  for  the 
rest  of  this  year,  they  pointed  to  the  uncertainty  of 
getting  relief  from  the  company's  unions.  Wagoner  has  to 
decide  whether  he's  willing  to  settle  for  halfway  measures  that 
will  only  delay  an  inevitable  confrontation  when  the  UAW  con- 
tract expires  in  two  years,  or  if  he's  willing  to  risk  a  labor  war  to 
get  big  savings  sooner. 

GM  doesn't  need  to  open  the  UAW  contract  to  send  workers  off 
into  retirement  and  close  some  plants.  Its  factory  workers  have 
an  average  age  of  51,  so  many  are  close  to  the  30-year  service 
point  that  qualifies  for  retirement.  And  union  leaders  might  go 
along  with  a  buyout  program.  The  master  UAW  agreement  says 
GM  has  to  replace  some  of  the  retirees  with  new  workers.  But  the 


REPORT 


AMU 


THE LABOR 
WARS 

A  confrontation 
between  GM  and  the 
UAW  would  get  nasty. 
Here's  what 
happened  seven 
years  ago  in  a 
dispute  with  two 
union  locals. 


J* 


II 


HJNT  STRIKERS 

The  union  did  3 
serious  damage  *""' 


, 


ACTION 


By  targeting  Michigan  plants 
supplying  key  auto  parts,  the 
union  got  maximum  impact, 
shutting  down  GM  for  54  days. 


COST 


The  strike  wound  up  costing  GM 
$2  billion  and  9  points  of  share 

in  the  U.S.  GM  recovered  all  but 
a  point  of  that  by  yearend. 


IMPACT 


The  impact  rippled  across  the 
country,  knocking  a  full 
percentage  point  off  U.S. 
economic  growth  in  that  quarter. 
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union  has  long  looked  the  other  way  as  GM  slashed  jobs  through 
retirement  while  hiring  almost  no  new  assemblers. 

Industry  observers  believe  Wagoner  is  laying  the  ground- 
work to  close  a  couple  of  factories  and  send  thousands  of  work- 
ers off  to  early  retirement.  That  might  help,  but  it  still  only  gets 
Wagoner  about  halfway  to  where  GM  needs  to  be.  If  he 
targets  four  of  his  20  assembly  plants,  the  compa- 
ny would  be  running  fairly  lean.  David  E.  Cole 
executive  director  of  CAR,  says  GM  could  eas- 
ily trim  production  by  1  million  cars,  or  20% 
of  its  capacity,  and  still  have  enough  to 
serve  the  market.  GM  could  save  $2  bil- 
lion per  year  in  the  long  run  by  buying 
out  20,000  workers,  estimates  Sanford 
C.  Bernstein  &  Co.  analyst  Brian  A.  John- 
son. But  it  would  pay  $1.5  billion  in  sev- 
erance costs  to  do  so. 

That  would  allow  GM  to  build  fewer  ve- 
hicles more  efficiently,  cut  incentives,  and 
pull  back  on  low-priced  sales  to  rental  fleets. 
Plus,  the  company's  remaining  factories 
would  be  more  productive  and  probably  more 
profitable.  "That  would  hit  really  bad  this  year,"  Cole 
says.  "But  it  would  yield  returns."  There  are  several  can- 
didates for  plant  closings:  GM  has  two  factories  making  its 
Chevrolet  TrailBlazer,  GMC  Envoy,  and  Buick  Rainier  midsize 
SUVs;  it  could  probably  get  away  with  one.  Its  next-generation 
mimvans  will  likely  be  built  at  a  plant  in  Lansing,  Mich.,  which 
puts  the  current  van  plant  in  Doraville,  Ga.,  on  the  hot  seat.  GM 
is  already  rumored  to  be  considering  the  closure  of  one  of  its 
full-size  pickup  or  SUV  plants,  such  as  one  in  Janesville,  Wis.,  or 
Pontiac,  Mich. 

Coming  Confrontation? 

WAGONER  APPEARS  EVEN  LESS  likely  to  start  a  fight  to  com- 
pletely rewrite  the  union's  health-care  plan.  The  union's  opposi- 
tion could  soften  if  GM's  fortunes  slip  dramatically  in  the  next 
year.  But  the  UAW  has  almost  never  agreed  to  a  huge  giveback  in 
the  middle  of  a  contract  (It  did  so  in  1980,  when  the  federal  gov- 
ernment demanded  concessions  as  part  of  its  Chrysler  bailout, 
and  again  for  Ford  and  GM  in  1981,  when  spiking  gas  prices  and 
a  recession  slammed  sales.)  Says  Sean  P.  McAlinden,  economist  at 
CAR:  "Why  would  union  workers  on  the  verge  of  retirement  agree 
to  cut  retirement  benefits?"  GM's  Kowaleski  responds  that  there 
may  be  ways  to  get  what  GM  wants  while  giving  the  union  some- 
thing in  return:  "Do  not  underestimate  the  breadth  of  scheming 
that  can  go  on  to  come  up  with  a  win-win  for  everybody." 

There  might  be  loopholes  Wagoner  could  exploit.  Read  one 
way,  the  labor  contract  does  not  guarantee  benefits  to  retirees— 
who  account  for  two-thirds  of  GM's  health-care  costs— and  only 
covers  active  workers,  says  Sanford  C.  Bernstein's  Johnson.  But 
one  GM  insider  says  that  interpreting  the  contract  that  way 
would  spark  a  "nuclear  war."  The  UAW  could  find  any  number 
of  ways  to  strike  key  supply  factories  and  gum  up  the  company. 
Wagoner  knows  that  firsthand.  While  president  of  GM  North 
America  in  1998,  he  played  hardball  with  the  UAW  over  a  dis- 
pute involving  two  union  locals  in  Flint,  Mich.  Those  workers, 
who  made  parts  needed  by  every  GM  assembly  plant,  struck  for 
54  days  over  what  they  said  were  local  issues.  That  shut  down 
the  entire  company,  costing  it  $2  billion  and  nine  percentage 
points  of  market  share,  though  GM  recovered  all  but  a  point  of 
that  by  yearend. 

Labor  experts  believe  Wagoner  is  raising  a  hue  and  cry  now 
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to  position  the  company  for  bigger  concessions  when  contract 
talks  open.  "If  you  want  to  get  the  union  to  cut  medical  benefits 
in  September,  2007,  you  don't  start  in  August.  You  start  now," 
says  Harley  Shaiken,  a  labor  professor  at  the  University  of  Cal- 
ifornia at  Berkeley.  But  if  the  sales  picture  deteriorates  over  the 
next  year,  GM  probably  will  have  little  choice  but  to 
force  a  confrontation  sooner  and  radically  reshape 
its  cost  structure. 


THE  ENDGAME 

A  SMALLER 
GM 


WILL  WAGONER  BE  AROUND  TO  MAKE  THAT 

choice?  By  approving  his  plan  and  his  takeover 
of  the  troubled  North  American  business,  the  GM 
board  has  signaled  that  it  is  being  patient— too  patient, 
some  analysts  think.  All  indications  are  that  Wagoner  will  be 
given  a  couple  of  years  to  get  traction  for  his  strategy.  But  if  the 
cash  burn  rate  accelerates  and  GM's  stock  deteriorates  further, 
outside  forces  will  pressure  the  board  to  take  action,  or  will 
seize  the  wheel  themselves.  "If  the  board  feels  they're  on  the 
right  path,  they  won't  make  a  change  that  disrupts  that,"  says 
CAR's  Cole,  who  has  close  ties  to  GM's  brass.  "But  in  two  to 
three  years,  if  there  is  not  an  improvement  on  the  revenue  side, 
if  s  over  for  these  guys." 

Private-equity  investors  seem  to  believe  that  the  company's 
global  cost  handicap  will  eventually  force  it  into  bankruptcy  court 
to  shed  union  and  dealer  obligations.  Wall  Street  bankers  already 
are  salivating  over  the  opportunity  to  pick  off  GM's  profitable 
mortgage  operations.  But  the  auto  business  is  a  whole  other  an- 
imal. For  now,  the  legacy  costs  are  too  onerous  and  the  politics  of 
chopping  so  many  jobs  just  too  dicey  for  it  to  be  worth  the  trou- 
ble of  a  takeover.  Says  one  senior  banker:  "The  joke  used  to  be 
that  all  of  the  airlines  would  have  to  go  through  a  car 
wash . . .  now  the  car  companies  are  going  to  have  to  go  through 
the  car  wash.  That's  the  challenge  for  anyone  looking  at  these 
businesses  and  saying,  Look,  how  do  you  deal  with  starting  at  a 
$2,000-a-car  disadvantage  vs.  the  rest  of  the  world?" 

Just  mention  the  word  "bankruptcy"  to  any  of  GM's  top  ex- 
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PROMISES, 

For  GM  management,  a 
rescue  from  slumping  car 
sales  always  seems  right 
around  the  corner.  Here's 
how  some  market-share 
projections  matched  up 
with  reality. 


CEO  Roger! 
places  high  I 
on  a  new  Por 
Grand  Prix  ar 
minivans. 
1992,  we'll  he 
100%  of  our  capacity  in  pla  r 
and  then  we'll  be  able  to  ge 
high  as  45%  again  for  sure. 
1992  market  share: 
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ecutives  and  the  mood  gets  frosty  fast.  "That's  definitely  not  the 
plan,"  Wagoner  said  in  a  January  interview.  No  wonder:  Bank- 
ruptcy would  almost  certainly  follow  a  catastrophic  failure  in 
the  marketplace,  or  a  play  by  a  private-equity  investor  seeking 
to  break  up  the  company.  In  either  case,  management  would  be 
out  on  its  ear. 

GM's  cash  hoard  makes  a  court  filing  unlikely— at  least  for 
now.  If  it  happened,  though,  a  GM  bankruptcy  would  boggle  the 
mind.  The  auto  maker  would  bring  to  a  judge  four  times  the  as- 
sets of  the  largest  case  filed  so  far,  by  WorldCom  Inc.  in  2002.  Its 
324,000  worldwide  employees  are  about  70,000  more  than 
Kmart  Corp.  had  before  it  filed  that  same  year.  GM  could  almost 
certainly  find  a  judge  who  would  allow  it  to  dump  many  of  its 
most  burdensome  obligations,  says  Lynn  M.  LoPuclti,  a  law 
professor  at  UCLA.  GM's  pension  plans  are  fully  funded  for  now, 
but  if  GM's  finances  worsen  or  its  pension  investments  sink  in 
the  coming  years  they  might  still  be  dumped  on  the  federal 
Pension  Benefit  Guaranty  Corp.  GM  also  could  shed  its  union 
contracts,  firing  anyone  who  didn't  want  to  take  lower  wages  or 
benefits.  Ending  health-care  obligations  to  retirees  alone  could 
save  $4  billion  to  $5  billion  a  year. 

Imagine  the  uproar,  though,  if  that  happened.  Even  if  GM 
could  demonstrate  to  a  judge  that  it  had  negotiated  for  the  cuts 
in  good  faith,  the  UAW  would  certainly  respond  with  a  strike. 
That  would  burn  up  in  a  few  months  much  of  the  cash  that  any 
raider  coveted.  And  pensioners  could  still  sue  for  their  benefits. 
"If  there  was  value,  you  wouldn't  get  away  scot-free,"  notes 
Wilbur  L.  Ross  Jr.,  who  has  taken  interests  in  bankrupt  steel, 
textile,  and  coal  companies. 


Bite  the  Bullet 


BREAKUP  OR  BANKRUPTCY  ARE  THE  GHOSTS  of  GM's  future. 
They  become  much  more  substantial  threats  if  current  man- 
agement can't  deliver  on  its  promised  turnaround  over  the  next 
couple  of  years— or  if  the  board  doesn't  find  someone  who  has 
a  better  idea  of  how  to  deploy  GM's  $468  billion  in  assets. 

It  was  a  former  General  Motors  chief— the  legendary  Alfred 
P.  Sloan  Jr.— who  foresaw  the  problems  that  are  now  tying  his 
company  in  knots.  "Any  rigidity  by  an  automobile  manufac- 
turer, no  matter  how  large  or  how  well  established,  is  severely 
penalized  in  the  market,"  Sloan  wrote  in  his  1965  memoir,  My 
Years  With  General  Motors.  Of  course,  Sloan  was  talking  about 
a  competitor,  Henry  Ford,  and  his  refusal  in  the  1920s  to 
change  his  business  model  to  build  different  cars  to  suit  the 
changing  tastes  of  American  consumers.  But  Sloan's  indict- 
ment stands  just  as  well  for  today's  GM. 


More  on  GM  at  BusinessWeek.com 

Five  for  the  Future:  An  interactive  slide  show  on  the  cars  CEO 
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What  would  a  healthy  GM  look  like?  It  might  have  five  few- 
er assembly  plants,  building  around  4  million  vehicles  a  year  in 
North  America  instead  of  5.1  million.  That  would  slash  U.S. 
market  share  to  around  20%,  but  factories  would  hum  with  real 
demand,  stoked  less  by  rebate  giveaways  and  cheapo  rental-car 
sales.  Workers  would  have  a  cost-competitive  health-care  plan 
but  would  fall  back  on  government  unemployment  benefits 
when  hard  times  demanded  layoffs.  Profitable  auto  sales  and  fi- 
nance operations  would  fuel  a  richer  research  budget,  tightly 
focused  on  four  or  five  divisions  instead  of  eight. 

This  new  GM  might  make  two-thirds  as  many  models: 
Chevrolet,  perhaps  its  most  recognized  global  brand,  handling 
trucks  and  mass-market  cars;  Saturn,  behind  its  cool  new  Euro 
styling,  selling  more  expensive  cars  with  design  flair.  A  resur- 
gent Cadillac  would  parade  advanced  technology  and  luxury. 
Hummer  would  only  last  as  long  as  brawny  SUVs  are  hip.  GMC, 
which  is  very  profitable  these  days,  would  stick  around  if  Chevy 
couldn't  satisfy  America's  yen  for  trucks.  Pontiac,  Buick,  and 
Saab  would  follow  Oldsmobile  to  the  scrap  heap. 

Maybe  Wagoner  will  decide  to  bite  the  bullet  and  spend  the 
billions  needed  to  launch  such  a  dramatic  overhaul  now, 
rather  than  waiting.  And  maybe  the  UAW  leadership  will  get 
religion  and  offer  more  than  token  help.  Where  they  decide  to 
take  GM  will  matter  a  great  deal  to  the  army  of  auto  workers 
toiling  away  in  its  factories,  the  vast  web  of  businesses  that 
feed  off  of  them,  and  legions  of  investors.  As  we  learned  a  long 
time  ago  from  outfits  like  AT&T,  no  company  is  too  big  to  fail, 
or  at  least  shrink  dramatically.  Not  even  mighty  GM.  ■ 

-With  Kathleen  Kerwin  in  Detroit,  Michael  Arndt  in  Chicago, 

Brian  Hindo,  Emily  Thornton,  and  David  Kiley  in  New  York, 

Ian  Rowley  in  Tokyo,  and  bureau  reports  ^K 


ti  cites  a  flood  of  new  models, 
ajiting:  "We'll  be  at  37%  in  1990. 
efairly  confident.  [It]  is  going  to 

le  year  of  the  General." 

3  market  share: 


5.8% 


^flfe      Marketing  czar  Ron 
g^^m    Zarrella predicts 
W«*  ;:      that  with  15  new 

flf    vehicles  rolling  out, 
^f*z^M  GM  will  recover  lost 
■_*>  M  ground.  "We'll  get 
back  at  least  what  we  lost  last 
year."  Instead,  the  company's 
market  share  falls. 
1997  market  share: 


3L3% 


GM  execs  sport  buttons  with  the 
number  "33,"  for  that  year's 
share  goal.  Zarrella:  "We  fully 
expect  our  share  to  get  better." 
1999  market  share: 

29.5% 


GMVice-Chairman 
Bob  Lutz  says  a 
wave  of  new  cars— 
the  Cobalt,  G6, 
Aveo  and  STS— 
would  reverse  the 

decline.  If  not,  he  said,  "I  will  be 

seriously  surprised  and  cruelly 

disappointed." 

Today's  market  share: 

25.6% 
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GM  AND  VW:  HOW  NOT 
TO  SUCCEED  IN  CHINA 


During  the  Shanghai  Auto  Show 
in  late  April,  Volkswagen  and 
General  Motors  Corp.  put  on  a 
brave  face.  At  Volkswagen's 
50,000-square-foot  stand,  car 
buffs  could  sample  tropical  fruit,  salmon, 
and  chocolate  in  the  VIP  room  while  ogling 
the  new  200-horsepower  Golf  GTI  and  the 
Audi  A6L-a  China-only  version  that's  four 
inches  longer  than  the  standard  A6  to  make 
the  backseat  roomier  for  execs  with  drivers. 
At  GM's  display,  models  in  slinky  outfits 
posed  beside  the  chiseled  3.6-liter  Cadillac 
CIS,  the  new  Chevrolet  Aveo  compact  sedan, 
and-to  give  Chinese  buyers  a  taste  of  GM's 
former  grandeur-a  '59  Cadillac  Eldorado. 
But  all  the  flash  in  the  world  can't  hide  the 
challenges  the  two  companies  face  in  China. 
Both  came  early  to  the  mainland-GM 
formed  its  Shanghai  joint  venture  in  1997, 
while  VW  arrived  21  years  ago-and  quickly 
dominated  the  market.  But  now  they're 
getting  trounced  by  new  entrants  offering 
smaller,  cheaper  cars.  Led  by  the  success  of 
its  Elantra  compact,  starting  at  $13,600, 
Hyundai  Motor  Co.'s  China  unit  sales  soared 
by  156%  in  the  first  quarter  over  the  same 
period  last  year,  according  to  market 
researcher  CSM  Worldwide.  Guangzhou 
Honda  Motor  Co.  sold  76%  more  cars  as 
buyers  snapped  up  its  $10,360  Fit.  And 
domestic  champ  Chery's  sales  climbed  42%, 
driven  by  the  explosive  response  to  its 
$3,600  QQ.  VW,  meanwhile,  has  seen  its 
2001  market  share  of  40%  tumble  to  less 
than  20%  last  year,  as  car  sales  plunged  by 
nearly  two-thirds  in  the  first  quarter.  GM's  unit 
sales  from  its  Shanghai  operation-its 
biggest  China  venture-dropped  35%  in  the 
quarter,  and  its  overall  profits  in  China 
plummeted  80%,  to  $33  million. 

The  reason  for  the  shift  is  simple.  Just  a 
few  years  ago  most  auto  sales  were  to  state- 
owned  companies  that  didn't  worry  much 
about  price.  Today  most  buyers  are 
individuals  who  want  the  best  deal  for  their 
money.  And  rumors  that  Beijing  is 
considering  a  tax  on  vehicles  with  big  engines 
are  only  accelerating  the  trend.  "Now  the 
common  people  are  buying  cars,"  says  Yale 
Zhang,  head  of  CSM's  Shanghai  office.  "They 
want  affordable,  small  [vehicles],  of  good 
quality  and  with  a  good  brand." 

The  problems  at  GM  and  VW,  though,  go 
deeper  than  just  the  change  to  more  modest 


cars.  As  first  movers,  the  two  benefited  from 
high  tariffs  that  kept  out  imports  and 
allowed  them  to  milk  the  market  for 
immense  profits.  But  the  tariffs  also  allowed 
them  to  avoid  necessary  cost-cutting.  And 
they  faced  cumbersome  restrictions  from 
Beijing.  Volkswagen,  for  example,  had  to 
develop  a  separate  distribution  network  for 
each  of  its  two  China  manufacturing 
operations.  It  was  "a  mistake  of  the  past," 
says  Bernd  Leissner,  president  of 


2007,  up  from  an  expected  140,000  this  year. 

In  response,  both  GM  and  VW  are  moving 
to  revamp  their  operations,  most  notably  by 
replacing  top  management  in  China.  VW 
announced  in  April  that  Winfried  Vahland, 
currently  deputy  chairman  of  the  Board  of 
Management  at  subsidiary  Skoda  Auto,  will 
take  over  this  summer  for  Folker 
Weissgerber,  its  board  member  responsible 
"Tor  China.  China  head  Leissner  is  preparing 
to  retire  this  year.  At  GM,  long-time  China 
Chief  Philip  Murtaugh,  who  oversaw  the 
flagship  Shanghai  venture  from  the  start, 
stepped  down  in  March. 

Both  GM  and  VW  are  looking  to  beef  up 
their  offerings  of  smaller  cars.  VW  already 
sells  its  $9,000  Golf  and  $12,000  Polo  in 
China  and  is  planning  at  least  two  new 
models  annually.  VW  CEO  Bernd 


Volkswagen  Group  China.  And  Beijing 
demanded  that  GM  focus  largely  on  the 
expensive  Buick  Regal.  Honda  and  Hyundai, 
by  contrast,  have  been  able  to  get  into  China 
with  far  less  meddling  from  Beijing,  while 
locals  such  as  Chery  have  seen  little 
interference  from  bureaucrats. 

There's  more  competition  coming,  too. 
Capacity  in  China  is  expected  to  grow  by  as 
much  as  30%  this  year.  Chery  showed  off  a 
range  of  new  models  at  the  Shanghai  show 
including  a  sporty  concept  car  called  the 
S16.  Hyundai  plans  to  introduce  three 
models  to  China  over  the  ne^t  year  and 
intends  to  invest  $1.1  billion  by  2008  to 
triple  its  annual  production  capacity,  to 
600,000,  from  this  year's  200,000.  Ford 
Motor  Co.  is  planning  to  invest  $1  billion  in  a 
new  engine  plant  in  Nanjing  and  a  new 
production  line  for  its  four-door  Focus 
sedan  at  an  existing  factory  in  Chongqing. 
Nissan  Motor  Co.  wants  to  add  250  new 
dealerships,  to  bring  its  total  to  400,  and 
hopes  to  boost  sales  to  350,000  cars  by 


Pischetsrieder,  though,  says  the  company 
doesn't  want  to  get  into  a  price  war  that 
would  destroy  margins.  "Market  share  [in 
China]  is  important  for  us,  but  not  at  any 
price,"  he  told  shareholders  at  VWs  annual 
meeting  in  Hamburg  on  Apr.  21.  And  GM  is 
pushing  its  sub-$8,000  Chevy  Spark-a  car 
that,  GM  says,  Chery  copied  with  its  QQ. 
(Chery  declines  to  comment  on  the  case;  a 
lawsuit  on  the  issue  is  pending).  Unit  sales 
of  the  Spark  tripled  in  the  first  quarter, 
although  they  remain  less  than  25%  of  QQ 
volumes.  For  its  part,  GM  predicts  double- 
digit  sales  growth  this  year,  saying  market 
share  even  inched  up  in  the  first  quarter. 

Both  GM  and  VW  have  outlined  ambitious 
cost-cutting  programs,  and  both  are  urging 
more  suppliers  to  produce  in  the  mainland 
as  well.  The  competition,  though,  is  sure  to 
increase  as  the  newcomers  keep  chipping 
away  at  the  early  leaders.  China  used  to  be 
an  easy  game.  Not  anymore. 

-By  Dexter  Roberts  in  Shanghai,  with 
bureau  reports 
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Entertainment  Television 


NBC:  Now  It's 
Wait-and-See  TV 

The  ex-ratings  champ  hopes  its  fall  lineup 
will  still  be  worth  a  premium  to  advertisers 


OR  NBC  EXECUTIVES,  IT 
has  been  an  unfathomable 
TV  season.  Historically,  the 
network  has  been  a  prime- 
time  powerhouse  thanks  to 
hits  such  as  ER,  Law  &  Order 
and  its  spin-offs,  Seinfeld, 
Frasier,  and  Friends.  The  prime -time 
crown  was  a  point  of  pride  even  at  NBC 
parent  General  Electric  Co.  But  this  year 
honchos  have  watched  their  network  slip 
and  have  been  forced  to  play  catch-up  in 
the  prime-time  ratings  race  against  ABC 
and  CBS.  Who  would  have  believed  that 
the  longtime  darling  would  turn  out  to  be 
the  first  headache  of  the  newly  created 
entertainment  giant  NBC  Universal  Inc.? 
"We're  not  as  strong  as  we've  been, 
maybe,"  concedes  Jeff  Zucker,  president 
of  NBC  Universal  Television  Group.  "But 
we're  only  one  breakout  hit  away  from  be- 
ing there  again.  Of  course,  breakout  hits 
are  harder  to  come  by  these  days." 

So  executives  may  be  excused  their  ex- 
tra butterflies  as  they  prepare  to  take  the 
stage  at  Radio  City  Music  Hall  on  May  16 
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to  unveil  next  season's  prime-time  lineup 
to  advertisers.  The  so-called  upfront 
presentation  will  be  a  crucial  test  for  NBC 
as  it  tries  to  spin  to  Madison  Avenue  that 
it  will  be  back  on  top  in  the  fall.  But  some 
advertisers  may  no  longer  be  willing  to 
pay  the  5%  to  20%  premium  they  say 
they  have  shelled  out  to  NBC  in  the  past. 
"It's  something  we  will  need  to  address 
during  this  year's  upfront,"  says  Andy 
Donchin,  director  for  national  broadcast 
at  media  buyer  Carat  USA.  Network  ex- 


THE  PEACOCK  STUMBLES 


AVERAGE  PRIME-TIME  VIEWERSHIP,  18  TO 
ABC  CBS  NBC 


MILLIONS 


CANCELED  The 

network  had  high 
hopes  for  prime- 
time  drama  LAX 


ecs,  who  say  they 
will  maintain  a  pre- 
mium on  rates,  have 
the  new  shows  un- 
der wraps.  But  they 
have  made  no  secret  in  recent  weeks  of 
what  they  are  willing  to  do  to  help  the 
network  and  promote  their  prime-time 
shows,  from  shaking  up  management  at 
the  Today  show  to  paying  big  bucks  to 
gain  the  NFL's  mass  audience. 

"DISAPPOINTED" 

WHEN  NBC  WENT  after  Vivendi  Univer- 
sale movie  and  cable-TV  assets,  the  no- 
tion was  that  the  broadcast  network 
would  serve  as  the  essential  core  for  the 
expanded  entertainment  conglomerate. 
But  that  thinking  may  have  been  turned 
on  its  head.  In  GE's  first-quarter  earnings 
report,  released  on  Apr.  15,  execs  ac- 
claimed almost  every  business  at  NBC 
Universal— except  NBC's  prime-time  per- 
formance. DVD  sales  of  Ray  and  the  box 
office  for  Meet  The  Fockers,  as  well  as 
strong  showings  from  the  Sci-Fi  Channel 
and  USA  Network  cable  channels,  were  all 
noted  for  their  role  in  a  20%  jump  in  op- 
erating profits  on  a  comparable  basis  for 
NBC  Universal.  By  contrast,  NBC  prime- 
time  ratings,  execs  said,  faced  tough 
comparisons  following  the  final  seasons 
for  Frasier  and  Friends.  While  operating 
profits  in  the  quarter  were  up  5%,  rev- 
enues at  the  network  dropped  3%. 

Rivals'  prime-time  gains  haven't  come 
easily,  however.  The  ratings  differences 
among  ABC,  helped  by  Desperate  House- 
wives, CBS,  with  its  CSI  franchise,  and 
third-place  NBC  amount  to  less  than  a 
percent.  "Yes,  we  are  disappointed,"  says 
Caraf  s  Donchin,  particularly  with  The 
Apprentice  and  The  Office,  which  fell  short 
of  expectations,  and  LAX,  canceled  after 
three  months.  "But  we  realize  the  sky 
isn't  falling."  NBC's  Zucker  likes  to  point 
out  that  his  network's  offerings  reach  a 
larger  number  of  affluent  viewers, 
households  with  income  of  $75,000  or 
more— the  kind  advertisers  in  the  past 
have  ponied  up  to 
reach.  Beyond 
prime    time,    NBC 
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Nightly  News  with 
new  anchor  Brian 
Williams  is  the  top 
evening  news  show 
and  Jay  Leno 
consistently  wins 
late  night.  Still, 
Zucker  knows  he 
needs  a  "game 
changing  hit." 
Meanwhile,     he 
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from  the  U.S.  Green  Building  Counc 


A  business  environment  where 
the  emphasis  is  on  "environment." 

This  striking  new  building,  part  of  Toyota's  U.S.  sales  and  financial  headquarters  in  Southern  California,  was  built  using 
materials  from  scrapped  cars.  It  contains  over  90%  recycled  content  and  is  powered  by  one  of  the  largest  privately  owned 
solar  arrays  in  America.  Toyota  is  a  global  leader  in  environmental  innovations  like  hybrid  technology,  and  as  we  continue  to 
grow  in  the  U.S.,  we'll  keep  searching  for  new  ways  to  ensure  that  all  of  our  operations  are  as  environmentally  responsible 
as  possible.  Caring  for  the  Earth:  we  think  it's  good  business. 
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isn't  just  waiting  around  for  one.  After 
watching  the  Today  show's  perennially 
wide  lead  over  ABC's  Good  Morning 
America  erode  over  the  past  six 
months,  Zucker  took  action  on  Apr.  19 
by  replacing  the  show's  executive  pro- 
ducer. Today,  with  an  average  of  about 
6  million  viewers  daily,  is  a  great  plat- 
form to  promote  NBC's  nighttime  line- 
up. "I  didn't  like  the  way  it  was  being 
produced.  It  was  getting  soft,"  says 
Zucker,  "and  we  had  to  get  that  turned 
around  while  we  were  on  top  rather 
than  later."  Also  at  risk  could  be  the  es- 
timated $350  million  in  revenues  and 
$250  million  in  operating  profits  Today 
generates,  making  it  one  of  the  most 
valuable  businesses  under  the  NBC 
Universal  umbrella. 

A  day  before  the  Today  show  shakeup, 
NBC  announced  it  would  pay  a  hefty 
$600  million  a  year  for  the  right  to 
broadcast  NFL  games  starting  in  2006. 
The       network 
abandoned    foot- 
ball in  1997,  saying 
it  could  no  longer 
afford  the  league's 
high  fees.  But  now 
the  logic  was  com- 
pelling: A  guaran- 
teed young  male 
audience    tuning 
in  to  NBC  every 

Sunday  night  in 

^^^™  an      increasingly 

fragmented  media 
world  began  to  make  strategic  sense, 
particularly  given  NBC's  current  prime- 
time  predicament.  "This  is  such  a  great 
opportunity  to  cross-promote  other 
shows,"  says  Deane  M.  Dray,  an  analyst 
at  Goldman,  Sachs  &  Co.  Having  the 
NFL  certainly  won't  hurt  vs.  ABC's  Des- 
perate Housewives  in  the  same  time  peri- 
od. "Our  Sunday  nights,  with  Crossing 
Jordan  and  Law  &  Order:  Criminal  In- 
tent, were  doing  all  right  until  Desperate 
Housewives  came  along,"  says  Zucker. 
"Now  we  can  move  them  to  other 
nights,  where  they  can  also  help  us  out." 
The  first  lesson  of  prime-time  televi- 
sion is  that  nobody  stays  on  top  forever. 
Sooner  or  later  the  underdog  gets  to 
wear  the  crown.  But  NBC  Universal,  the 
newest  media  combo  on  the  block,  is 
still  working  out  the  kinks  even  as  it 
continues  to  sell  investors  and  advertis- 
ers on  the  merger.  The  last  thing  it 
needed  was  having  to  answer  for  a 
prime-time  slide.  ■ 

-By  Tom  Lowry  in  New  York  and 
Ronald  Grover  in  Los  Angeles, 
with  Diane  Brady  in  New  York 
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COMMENTARY 


BY  AMY  BARRETT 


Biotech  Drugs:  Where 
Are  the  Generics? 

They're  in  regulatory  limbo-and  likely  to  stay  there 


AFTER  MUCH  THRASHING  around,  thd 
biotech  industry  is  finally  nearing  consensus 
on  what  to  call  less  expensive,  generic-type 
alternatives  to  pricey  biotech  drugs.  The  pre- 
ferred term  is  "follow- on  protein  products," | 
or  FOPPs.  Good,  that' s  settled.  Now  for  the  bad  news: 
Without  concerted  action  in  Washington,  patients  in  the 
U.S.  won't  get  their  hands  on  such  products  for  years.  3 
The  need  for  FOPPs  couldn't  be  clearer.  Record  numbers 


of  biotech  products  are  reaching  the 
market,  with  price  tags  often  exceeding 
$10,000  per  year.  Such  drugs  currently 
account  for  nearly  12%  of  America's 
$235  billion  drug  bill,  up  from  8%  just 
five  years  ago,  and  Mercer  Human 
Resource  Consulting  projects  that  100 
new  ones  will  hit  the  market  in  the  next 
five  years. 

This  trend  causes  people  like  James  A. 
Carlson  to  break  into  a  sweat.  The  direc- 
tor of  pharmacy  clinical  services  for 
Group  Health  Cooperative  is  constandy 
scrutinizing  his  company's  $220  million 
prescription  drug  bill  for  ways  the  HMO 
can  save  money.  Already,  two  biotech 


drugs  top  the  list  of  medicines  that  carry 
the  highest  tabs:  the  anemia  treatment 
Procrit  and  the  rheumatoid  arthritis 
therapy  Enbrel.  "If  there's  no  hope  of 
these  going  generic,"  Carlson  frets. 
Group  Health's  drug  bill  "will  skyrocket.'* 
Yet  there  are  significant  obstacles  on 
the  path  to  generic  biologic  drugs,  be 
ginning  with  the  very  definition  of 
"generic."  In  the  world  of  ordinary 
pharmaceuticals,  most  of  which  are  sim- 
ple chemical  compounds,  generics  are 
perfect  replicas  of  drugs  that  have  lost 
their  patent  protections.  But  in  biotech, 
the  drugs  are  mosdy  complex  proteins 
that  are  cloned  and  grown  in  tempera- 


The  Biologic  Dilemma 


While  U.S.  spending  on 
biotech  drugs  soars... 
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. . .  Cheaper  generic  versions  face 
daunting  hurdles: 

REGULATORY  The  Food  &  Drug  Administration 
has  no  clear  framework  for  approving  generic 
biotech  drugs 

PRODUCTION  The  products  are  devilishly 
tough  to  manufacture 

TESTING  Proving  that  a  copycat  version  is 
comparable  to  the  branded  product  often 
requires  new  clinical  trials 


Biotech 


mental  cultures  consisting  of 
hamster  ovary  cells  and  other 
exotic  materials.  For  these  ex- 
tremely complex  drugs,  some 
biotech  executives  argue,  it's 
almost  impossible  to  ensure 
that  any  two  protein  cultures 
are  identical. 

That  means  the  hurdles 
will  be  higher  for  generic 
drugmakers.  To  prove  their 
products  are  safe  substitutes, 
they  will  have  to  do  more  hu- 
man tests  than  are  required 
for  non-biotech  generics. 
They'll  also  have  to  file  more 
in-depth  applications  with 
the  Food  &  Drug  Administra- 
tion and  maybe  even  market 
the  products  as  if  they  were 
novel  drugs  instead  of  copies. 
All  of  this  research  and  mar- 
keting overhead  means  the 
price  differences  between  to- 
day's drugs  and  a  FOPP  sub- 
stitute "won't  be  as  pro- 
found" as  they  are  on  generic 
drugs,  predicts  Dr.  Jay  S. 
Markowitz,  an  analyst  with  T 
Rowe  Price  Group. 

Technical  challenges  aside, 
another  roadblock  looms: 
There's  no  framework  for  reg- 
ulating such  drugs.  Most  biotech  drugs 
were  approved  under  a  law  called  the 
Public  Health  Service  Act,  while  all  non- 
biotech  products  were  approved  under 
the  Food,  Drug  &  Cosmetic  Act.  But  while 
the  latter  was  amended  in  1984  to  open 
the  way  for  generic  drugs,  no  provisions 
were  added  to  the  Public  Health  Service 
Act  to  allow  for  generic  biotech  products. 

Lost  Momentum 

YET  A  HANDFUL  OF  biotech  drugs  aren't 
regulated  by  the  Public  Health  Service 
Act,  including  versions  of  insulin  and  hu- 
man growth  hormone.  Due  to  a  distinc- 
tion made  years  ago  between  certain 
biotech  products,  these  were  approved 
under  the  Food,  Drug  &  Cosmetic  Act— 
and  therefore  can  enjoy  provisions  that 
permit  generic  manufacturers  to  shortcut 
the  normally  laborious  process  for  getting 
a  drug  on  the  market.  As  recently  as  last 
spring,  the  FDA  seemed  prepared  to 
move  toward  approving  a  few  FOPPs.  But 
under  the  acting  commissioner,  Lester  M. 
Crawford,  the  momentum  has  been  lost. 
That  became  clear  with  the  stalled  ap- 
plication for  a  FOPP  for  human  growth 
hormone,  called  Omnitrope,  from  Novar- 
tis.  The  Swiss  pharma  giant  has  put  the 
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Despite  big 


cost  savings, 
the  FDA  is 
in  no  hurry 
to  act 


compound  through  a  bat- 
tery of  tests  to  prove  that 
it  is  as  safe  and  effective  "Potential 
as  the  branded  Pfizer  Inc. 
version.  These  include 
human  trials  as  well  as 
high-tech  screens  that 
reveal  the  structure  of 
the  protein  and  its  electri- 
cal charge.  The  cost  of  its 
investment  to  date,  in- 
cluding expanding  a 
manufacturing  plant  in 
Austria:  more  than  $150  million. 

Will  FOPP  hopefuls  ever  get  a  chance? 
Not  if  it's  up  to  manufacturers  of  brand- 
ed human  growth  hormone,  such  as  Pfiz- 
er and  Genentech  Inc.  Both  have  filed 
protests  with  the  FDA  over  the  agency's 
plans  to  outline  what  manufacturing 
tests  and  other  requirements  it  needs  to 
approve  an  application  like  the  one  for 
Omnitrope.  They  argue  that  any  move  by 
the  agency  to  instruct  a  player  like  No- 
vartis  on  what  is  required  could  indirect- 
ly reveal  details  about  proprietary  manu- 
facturing processes,  and  that  amounts  to 
sharing  trade  secrets.  Pfizer's  and 
Genentech's  strategy  seems  to  be  work- 
ing. Last  year,  Novartis  said  the  FDA  in- 
formed the  company  it  wasn't  acting  due 


to  "uncertainty  regarding  sci- 
entific and  legal  issues."  The 
FDA's  reluctance  to  move  on 
even  simple  FOPPs  raises 
concerns  among  lawmakers 
such  as  Representative  Henry 
Waxman  (D-Calif.).  "We  can- 
not continue  to  have  a  system 
that  effectively  enshrines  per- 
manent monopoly  status  for 
some  of  our  most  important 
medicines,"  he  says. 

The  pressure  for  the  FDA  to 
act  will  only  intensify  as 
biotech  patents  expire.  Al- 
ready, key  patents  on  human 
growth  hormone  and  human 
insulin  have  lapsed.  In  Europe 
the  patents  on  the  blockbuster 
anemia  drugs  Eprex  and 
Epogen,  sold  by  Johnson  & 
Johnson  and  Amgen  respec- 
tively, have  expired.  The  pace 
should  pick  up  in  the  U.S.  to- 
ward the  end  of  this  decade: 
Genzyme  Corp.'s  treatment 
for  Gaucher  Disease,  which 
costs  on  average  $175,000  a 
year,  loses  a  key  patent  in 

2010.  Patents  on  Biogen  Idee 
Inc.'s  multiple  sclerosis  drug 
Avonex    begin    expiring    in 

2011.  And  U.S.  patents  on 
Epogen  and  J&j's  version, 
called  Procrit,  which  haul  in 
combined  sales  of  $6.2  billion 
worldwide,  start  running  out 
in  2012.  The  companies  be- 
lieve additional  patents  add  a 
few  years  to  their  protection. 

To  ease  the  barriers  con- 
fronting follow- on  proteins,  a 
two-pronged     approach     is 
needed.  First,  the  FDA  needs 
to  make  a  scientific  decision 
on  whether  it  can  approve 
generic  biologies  for  the  few  products, 
like  human  growth  hormone,  where  it  al- 
ready has  the  legal  authority  to  do  so.  If 
the  agency  approves  Omnitrope,  it  will 
lay  the  foundation  for  the  scientific  re- 
quirements that  future  generics  would 
need  to  meet. 

For  biotech  products  that  lack  a  gener- 
ic pathway,  Congress  needs  to  create  one. 
It's  true  that  these  drugs  will  require  the 
strictest  of  oversight.  But  they  would  pro- 
vide a  more  competitive  market  and  some 
relief  from  skyrocketing  pharmaceutical 
costs.  Washington  must  work  out  the 
kinks  soon,  or  FOPPs  are  doomed  to  be- 
come just  another  big  health-care  flop.  ■ 
-With  John  Carey  in  Washington 
and  Kerry  Capell  in  London 
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Micro 
Loans, 
Solid 
Returns 

Microf  inance  funds  lift  poor  entrepreneurs— 
and  benefit  investors.  BYERICUHLFELDER 


WITH  ABOUT  $200  OF  his  own  money 
and  a  $1,500  loan,  Vahid  Hujdur  rent- 
ed space  in  the  old  section  of  Sarajevo 
and  started  repairing,  then  reselling 
discarded  industrial  sewing  ma- 
chines. Eight  years  and  several  loans 
later,  Hujdur  now  has  10  employees 
building,  installing,  and  fixing  industrial  machinery.  J  Hujdur 
didn't  get  his  initial  loan  from  a  local  bank.  "They  were  asking 
for  guarantees  that  were  impossible  to  get,"  he  recalls.  Instead, 
the  capital  came  from  LOKmicro,  a  local  financial  institution 
specializing  in  microfinance— the  lending  of  small  amounts  to 
the  poor  in  developing  nations  to  help  them  launch  small  en- 
terprises. 3"  Microfinance  institutions  (MFIs)  such  as  LOKmicro 
get  capital  from  individual  and  institutional  investors  in  the 
U.S.  and  Europe  via  microfinance  funds  (table).  Groups  that 
run  the  funds  collect  the  money,  vet  the  lenders,  offer  them 
management  assistance,  and  administer  investors'  accounts. 
In  the  vast  world  of  global  finance,  microfinance  is,  well, 
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microscopic.  But  it  is  growing.  The  mi- 
crofinance Information  eXchange,  an  in- 
dustry tracking  group,  says  its  universe  of 
60  leading  microfinance  institutions  lent 
$3.1  billion  to  poor  borrowers  in  2003, 
the  latest  available  figures.  That's  more 
than  twice  the  $1.4  billion  loaned  in 
2000.  But  because  the  loans  are  small, 
sometimes  $50  or  $100,  the  money  goes 
far.  Microcredit  Summit  Campaign,  an- 
other microfinance  watcher,  says  the  779 
MFIs  in  its  database  serve  about  81  mil- 
lion customers  in  Latin  America,  Eastern 
Europe,  Africa,  and  Asia.  Loans  are  made 
for  a  variety  of  purposes:  manufacturing, 
transportation,  agriculture,  and  retailing. 
The  borrowers  pay  relatively  high  in- 
terest rates,  perhaps  20%  to  30%  on  an 
annualized  basis.  Why  so  much?  Lenders 
say  the  cost  of  writing  and  administering 
such  small  loans  is  high.  And  since  the 
MFIs  operate  in  nations  with  weak  cur- 
rencies, they  need  to  charge  more  to  make 
sure  there's  enough  to  pay  back  investors 


ALSO  IN  THIS  SECTION: 
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who  lent  them  dollars  or  euros.  The  rates 
may  not  seem  onerous  to  borrowers 
when  their  only  other  source  of  credit  is  a 
loan  shark. 

Default  rates  on  MFI  loans  run  about 
4%,  which  is  less  than  half  the  rate  on 
subprime  loans  made  by  U.S.  lenders. 
"There  is  a  deep  pride  in  keeping  up  with 
payments,"  says  Deidra  Wager,  50,  an  ex- 
ecutive vice-president  of  Starbucks,  who 
invested  $100,000  in  a  microfinance  eq- 
uity fund  in  2003.  "In  some  instances, 
when  an  individual  is  behind  on  pay- 
ments, others  in  the  village  may  make  up 
the  difference." 

Nobody  should  invest  in  microfinance 
for  the  financial  returns.  Expect  to  earn 
perhaps  1%  to  3%  on  debt  funds,  and  7% 
to  8%  on  equity  funds.  But  that's  not  the 
point.  Through  this  sort  of  social  invest- 
ing, you  give  people  a  shot  at  self-suffi- 
ciency. "Handouts  generally  promote  de- 
pendence, not  independence,"  says  Mark 
E.  Van  Ness,  part-owner  of  a  commercial 


* 


real  estate  investment  firm,  Sperry  Van 
Ness  in  Newport  Beach,  Calif. 

His  company's  foundation  invested 
$100,000  in  the  Latin  America  Bridge 
Fund  in  January,  2004,  managed  by  AC- 
CION  International,  one  of  the  largest 


Some 

funds 

accept 

amounts 

as  low  as 

$1,000 


players  in  microfinance.  The  fund  helps 
secure  financing  for  MFIs  from  local 
banks  by  guaranteeing  a  portion  of  the 
loans.  "Each  dollar  we  give  can  help 
local  organizations  receive  up  to  twice 
that  amount  in  loans,"  says  Van  Ness. 
"Every  time  the  MFIs  repay  their  loans, 
the  fund  can  subsidize  a  new  batch  of 
loans."  His  yield, 
only  1.5%,  offsets 
foundation  costs. 

Some  microfi- 
nance funds  accept 
investments  as 
small  as  $1,000  or 
$2,000.  They're 
usually  just  lending 
money,  and  the 
funds  are  regis- 
tered with  securi- 
ties regulators  in 
states     in     which 

they're  offered  for  sale.  You  still  need  to 
study  the  prospectus  and  visit  the  Web 
site  to  assess  the  manager. 

Funds  that  make  equity  investments, 
such  as  ACCION  Investments,  may  be 
riskier.  The  minimum  investments  are 
high— say  $250,000— and  you  may  need 
to  have  $1  million  in  liquid  net  worth  or 
as  much  as  $300,000  in  annual  income. 
Since  they're  usually  private  placements, 
there's  even  less  regulatory  oversight. 
There  are  usually  no  distributions  during 
the  life  of  the  fund,  about  10  years. 

For  Starbucks'  Wager,  a  prospective  7% 
or  8%  return  was  an  important  consider- 
ation in  deciding  to  participate  in  the  Mi- 
croVest  I  equity  program.  The  $100,000 
she  put  in  two  years  ago  "represents  a 
significant  portion  of  the  assets  which  I 
can  invest,"  she  says.  "But  it's  the  social 
return  that  makes  this  a  truly  meaningful 


Do-Good  Investment  Opportunities 

FUND 

MINIMUM 
INVESTMENT 

WEBSITE 

TELEPHONE 

ACCION  Investments* 

$250,000 

accion.org 

617  625-7080 

Blueurchard  Ml<  refinance  sees.  1 

25,000 

blueorchard.com 

203  655-5453 

Calvert  Community  Investment  Notes 

1,000 

calvertfoundation.org 

800248-0337 

Latin  America  Bridge  Fund 

2,000 
2,000 

accion.org 

202393-5113 

accion.org 

202  393-5113 

VI'                                           ^> 

200,000 

microvestfund.com 

301 664-6680 

mPOWER  Investment  Program 

1,000 

microvestfund.com 

301664-6680 

VI I  1 1 

U.S.  Bridge  Fund 

25,000 
2.000 

promujer.org 

212  952-0181 

accionusa.org 

617625-7080 

1 1                  '  "     d  1 1 

1,000 

oikocredit.org 

202265-0607 

Data:  BusinessWeek 
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investment."  She  spent  a  one-year  sab- 
batical in  Latin  America  seeing  what  mi- 
crofinance  means  to  people  living  on  the 
edge  of  subsistence. 

A  major  promoter  of  microfinance  in  the 
U.S.  is  the  Bethesda  (Md.)-based  Calvert 
Social  Investment  Foundation,  which 
manages  its  own  programs  and  collects  as- 
sets on  behalf  of  other  funds.  The  founda- 
tion takes  care  of  administrative  matters 
while  MFIs  such  as  ACCION,  Oikocredit, 


Grameen,  and  MicroVest,  in  turn,  manage 
these  resources. 

Kelly  and  Edward  Simpson  have  in- 
vested $30,000  in  Calvert  Community 
Investment  Notes.  Starting  with  a  small 
position  in  late  1998,  the  San  Francisco 
couple— she's  a  preschool  teacher  and  he 
is  a  software  developer— found  that  these 
notes,  even  when  they  paid  1%  to  3%, 
have  performed  better  than  many  of  their 
stock  market  investments  in  the  ensuing 


years.  "But  more  important,"  Kelly  Simp- 
son explains,  "microfinance  enables  us  to 
invest  more  toward  helping  the  poor  than 
we  could  possibly  give." 

Indeed,  investing  in  microfinance  is 
like  a  perpetual  gift.  Money  repaid  gets 
recycled  into  new  loans,  giving  Vahid 
Hujdur  and  millions  of  others  a  shot  at 
moving  up  the  economic  ladder.  ■ 

-With  lima  Ajanovic 
in  New  York 


Stocks 


This  Bull  Hasn't 
Given  Up  Hope 

Schwab's  Liz  Ann  Sonders  explains  why  this  might 
be  the  best  of  times  for  stocks 


. 


With  the  major  market  indexes  down  between  5%  and  10%  so 
far  this  year,  it's  hard  to  be  bullish.  But  that's  not  the  case  for 
Liz  Ann  Sonders,  chief  investment  strategist  at  Charles 
Schwab  &  Co.,  who  predicts  a  rally.  She  gave  her  reasons  in  a 
recent  interview  with  Associate  Editor  Toddi  Gutner. 


To  what  do  you  attribute  the  decline  in  the 
stock  market  in  the  past  seven  weeks? 

Investors  have  been  more  concerned  with 
inflation,  the  economic  slowdown,  and 
what  the  Fed  has  been  doing  vis-a-vis  in- 
terest rates  than  the  healthier  fundamen- 
tals of  earnings  and  valuation.  This  envi- 
ronment is  similar  to  1994,  when  the  Fed 
was  raising  interest  rates.  Once  the  Fed 
stopped,  the  market  rallied  40%. 

When  do  you  think  the  Fed  will  stop 
raising  rates? 

It's  difficult  to  pinpoint  an  exact  time, 
but  I  think  the  Fed  will  stop  a  lot  sooner 
than  people  think.  In  general,  the  con- 
sensus thinks  the  Fed  will  increase  Fed 
funds  up  until  about  4%.  We  think  it 
may  stop  closer  to  3%— and  we're  al- 
ready at  2.75%.  Inflation  is  not  as  big  a 
risk  as  it  appears.  While  inflation  has 
picked  up,  it  is  still  at  very  low  historical 
levels.  Money-supply  growth  is  slowing, 
and  commodity  prices  have  come  down 
off  their  highs.  As  a  result,  I  expect  a 


mild  economic  slowdown.  I  don't  think 
we're  going  into  recession,  but  I  do  ex- 
pect a  slower  patch. 

What  does  that  mean  for  stocks? 

The  market  tends  to  do  best  under  a 
steady  economic  growth  environment— it 
doesn't  like  recessions  or  economic 
growth  so  fast  that  interest  rates  rocket. 
You  know,  the  Goldilocks  economy  is 
best— not  too  hot  and  not  too  cold. 

What  is  your  near-term  forecast? 

A  10%  rally  in  the  short  term  is  not  too 
bold  a  forecast,  and  here  are  two  reasons. 
One  is  investor  sentiment.  A  survey 
by  the  American  Association  of  Individ- 
ual Investors  recently  reported  that 
more  than  50%  of  investors  were  bear- 
ish. It's  rare  that  it  gets  that  high.  When 
that  indicator  has  gone  to  such  ex- 
tremes in  the  past,  it  has  led  to  subse- 
quent rallies.  When  expectations  get  so 
low,  the  market  has  a  tendency  to  ex- 
ceed those  expectations.  So  there  is  an 


SONDERS 

Looking  for 
a  10%  rally 


opportunity  for  a  rebound,  and  there's  a  lot 
of  cash  sitting  out  there  to  make  it  happen. 
The  other  is  valuation.  There  have  been 
positive  earnings  surprises,  but  stock 
prices  are  falling.  So  despite  better  earn- 
ings, the  market  has  become  cheaper. 

What  kinds  of  stocks  are  you  favoring? 

We  have  a  bias  toward  large- cap  stocks— 
generally  they  do  better  when  the  econo- 
my slows.  We  like  the  energy,  health-care, 
and  consumer  staples  sectors.  We  like  en- 
ergy because  the  earnings  outlook  is  bet- 
ter than  any  other  sector  in  the  market. 
Our  interest  in  health  care  and  consumer 
staples  reflects  our  view  that  their  defen- 
sive characteristics  will  be  rewarded  in  a 
choppier  market. 

What  kinds  of  stocks  are  you  avoiding? 

The  financials  and  consumer-discretionary 
sectors  such  as  retailers  and  auto  makers. 
In  the  case  of  the  financials,  we  are  at  a 
point  in  the  interest-rate  cycle  at  which  this 
sector  underperforms  the  market  We  are 
avoiding  consumer- discretionary  stocks 
because  higher  energy  costs  are  hurting  the 
consumer's  ability  to  spend.  ■ 
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Putting  the  New 
Pyramid  to  Work 

Here's  how  to  use  the  USDA's  food  guidelines  to  cook 
up  a  beneficial  diet.  BY  CATHERINE  arnst 


CAN  A  BRIGHTLY  COLORED 
graphic  change  the  way 
people  eat?  Probably  not. 
But  the  U.S.  Agriculture 
Dept.'s  new  food  pyramid 
is  a  place  to  start  if  you're 
contemplating  better  eat- 
ing habits.  Granted,  the  recommended 
portions,  such  as  a  palm-size  piece  of 
meat  a  day,  will  seem  quite  meager  to 
most  adults.  But  if  you  follow  some  of  the 
tips  below  to  help  you  adjust  your  diet, 
the  USDA's  latest  attempt  to  prod  Ameri- 
cans to  stop  "supersizing  it"  could  at  least 
get  you  moving  in  the  right  direction. 

Instead  of  the  familiar  horizontal 
bands  introduced  in  1992,  the  new  pyra- 
mid is  sliced  vertically  into  six  colored 
sections.  Different  widths  show  the  pro- 
portion of  each  food  group— grains,  veg- 
etables, fruits,  oils,  dairy,  meat,  and 
beans— you  should  eat  daily.  Susan  D. 
Moores,  a  nutrition  consultant  in  St.  Paul, 
Minn.,  hopes  "people  might  at  the  very 
least  look  at  it  and  think  the  different  col- 
ors mean  they  should  have  lots  of  differ- 


Good  Balance 


What  2,000  calories  a  day 
looks  like 


Q 


ent  colored  food  in  their  diet,"  such  as 
fruits,  vegetables,  and  whole  grains. 

LESS  IS  MORE 

FOR  DETAILED  guidance,  the  USDA  has 
set  up  a  Web  site,  mypyramid.gov,  that  al- 
lows you  to  customize  a  daily  diet  based 
on  your  age,  gender,  and  activity  level.  Be 
prepared  to  be  stunned.  The  big  message 
from  the  pyramid  is  to  eat  less.  Calorie 
recommendations  mostly  range  from 
1,600  to  2,400  a  day,  with  higher 
amounts  for  the  young  and  very  active. 
Currently,  the  average  daily  calorie  intake 
for  adult  Americans  is  2,750. 

Don't  try  to  slash  1,000  calories  from 
your  diet  overnight.  Dr.  Donald  Hensrud, 
a  nutrition  expert  at  the  Mayo  Clinic,  says 
he  actually  exhorts  his  patients  to  eat 
more  by  increasing  their  portions  of  veg- 
etables, fruits,  beans,  and  other  high-fiber, 
low-calorie  foods.  That  way  you  can  still 
eat  large  volumes.  Another  trick:  Reduce 
portion  sizes  of  fatty  foods  such  as  red 
meat  slowly,  knocking  a  half-ounce  off  a 
day  or  two  at  a  time. 


You  don't  have  to  be- 
come a  vegetarian  to  in- 
corporate healthy  foods 
into  your  diet.  Nutrition- 
ists favor  such  tricks  as 
adding  fruit  to  whole 
grain  breakfast  cereals, 
topping  pizza  with  vegetables,  or  adding 
fruits  and  vegetables  to  standard  recipes. 
Serve  a  vegetable  as  the  first  course  of  the 
evening  meal— you'll  eat  more  of  it  be- 
cause you're  hungry.  For  fussy  children 
who  don't  like  veggies  floating  in  their  pas- 
ta sauces  or  soups,  puree  the  ingredients  in 
the  blender  first. 

The  food  pyramid  recommends  switch- 
ing at  least  half  your  grains  to  whole 
grains.  Dr.  Walter  C.  Willett  of  Harvard 
School  of  Public  Health  complains  that 
this  advice  falls  short— all  grains  should  be 
whole,  since  white  flour  and  other 
processed  grains  can  contribute  to  heart 
disease.  As  a  start,  always  look  for  the  word 
"whole"  on  bread  and  cereal  labels.  If  the 
main  ingredient  on  a  multigrain  bread  is 
enriched  wheat  flour,  for  example,  it  does 
not  contain  whole  grain.  Mix  brown  rice 
and  whole  wheat  pasta  with  their  refined 
counterparts  to  get  used  to  the  taste.  And 
add  sweeteners  to  a  healthy  cereal  at  the 
table  rather  than  buying  presweetened 
brands;  you'll  consume  a  lot  less  sugar. 

The  hardest  recommendations  may  be 
the  exercise  suggestions— up  to  90  min- 
utes a  day  in  addition  to  your  daily  activ- 
ities, if  you're  trying  to  lose  weight. 
Again,  nutritionists  say  you  can  work  to- 
ward this  goal  gradually.  A  Mayo  study 
found  that  heavy  people  sit  2%  hours  a 
day  more  than  lean  folks.  "Just  moving 
more  during  the  day  can  burn  hundreds 
of  calories,"  says  Hensrud.  So  instead  of 
reading  about  the  food  pyramid  at  your 
computer,  make  a  printout  and  walk  to 
the  park.  And  take  an  apple  with  you.  ■ 
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Hotels  That  Have 
A  Story  to  Tell 

These  historic  establishments  feature  business 

Services,  too.  BY  SUSAN  GARLAND 


STROLL  THROUGH  THE  BUS- 
tling  lobby  of  La  Fonda,  and 
you  can  imagine  Santa  Fe  in 
the  early  19th  century,  when 
an  adobe  inn  at  the  end  of  the 
Santa  Fe  Trail  became  the  des- 
tination of  trappers  and  mer- 
chants. The  original  hotel  was  demolished 
in  1919,  and  its  replacement  preserved  the 
pueblo-style  ambiance.  The  hotel  on  the 
city's  central  plaza  features  the  1922  ceiling 
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beams,  red  tile  floor,  tin  and  copper  chan- 
deliers, and  carved  furniture.  Southwest- 
ern handicrafts  fill  every  nook  and  cranny. 
Sure,  you  could  find  fancier  digs.  Ex- 
cept for  suites  on  a  new  concierge  level, 
many  of  the  167  rooms  at  La  Fonda  are 
simple  and  small.  But  visitors  flock  to 
it  for  reasons  other  than  luxury.  "It  has 
so  much  character  and  history,"  says 
Joyce  Slaughter  of  Fort  Davis,  Tex.,  who, 
with  her  husband  Richard,  has  stayed 


in  Room  200  for  26  Christmas  Eves. 

Indeed,  nowhere  else  can  you  gaze  at 
original  paintings  by  famed  Western  artist 
Gerald  Cassidy,  who  was  commissioned  in 
the  1920s  by  the  hotel's  then-owner,  the 
Atchison,  Topeka  &  Santa  Fe  Railway. 
Here,  too,  you  can  chat  up  people  like  staff 
artist  Ernest  Martinez,  who  started  as  a 
maintenance  man  50  years  ago  and  has 
painted  hundreds  of  designs  on  the  furni- 
ture, windows,  and  walls. 

Historic  hotels  such  as  La  Fonda  are 
reaping  the  benefits  of  a  growing  interest 
in  heritage  travel.  According  to  the  Travel 
Industry  Association  of  America,  travelers 
who  ventured  at  least  50  miles  from  home 
included  historical  or  cultural  activities 
on  nearly  217  million  trips  in  2002,  an  in- 
crease of  13%  from  1996. 

Such  interest  is  not  lost  on  the  Nation- 
al Trust  for  Historic  Preservation,  whose 
Historic  Hotels  of  America  program  has 
grown  to  219  members,  up  from  32  in 
1989  when  the  program  was  created.  Ho- 
tels range  in  size  from  the  eight-room 
American  Hotel  in  Sag  Harbor,  N.Y.,  to 
the  1,425-room  Waldorf-Astoria  in  Man- 
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long (historichotels.org).  Though  the  ho- 
tels have  meticulously  restored  historic 
features,  many  lack  the  amenities  of  five- 
star  lodging. 

Besides  architecture  and  atmosphere, 
each  hotel  has  a  story  to  tell,  sometimes 
centered  on  famous  people.  Legendary 
tenor  Enrico  Caruso  pulled  his  private 
train  car  up  to  the  Lenox  Hotel  in  Boston, 
built  in  1900  next  to  the  railroad  yard,  and 
sang  in  the  lounge.  Theodore  Roosevelt 
recruited  his  Rough  Riders  in  the  bar  of 
the  Menger  Hotel  in  San  Antonio.  Bonnie 
and  Clyde  took  cover  in  Room  305  of  the 
Stockyards  Hotel  in  Fort  Worth.  If  the 
Millennium  Biltmore  in  Los  Angeles 
seems  familiar,  it's  because  it  has  been 
featured  in  hundreds  of  movies  and  TV 
shows  and  has  hosted  eight  Academy 
Awards  ceremonies. 

The  past  is  such  an  integral  part  of  the 
241-room  Brown  Palace  in  Denver,  which 
opened  in  1892,  that  the  hotel  employs 
a  staff  historian  to 
provide  tours.  The     VARIED  DIGS 

triangular  Italian  Re-  £l°ckTJe  f [on? 

•  . ,     ,  the  top)  Boston  s 

naissance-style  ho-  Lenox  Hotel,  the 

tel  was  built  on  the  Morrison-Clark 

site  of  a  former  cow  Inn  in  D.C.,  and  La 

pasture    that    the  Fonda  in  Santa  Fe 
owner  could  not  sell 


Four,  who  slept  there  in  1964.  The  group 
made  such  an  impression  that  on  alter- 
nate nights,  turndown  service  leaves  a 
chocolate  facsimile  of  the  A  Hard  Day's 
Night  album  with  a  Beades  history.  On 
other  nights,  guests  get  macaroons, 
which  the  hotel  has  baked  since  the  '20s. 

THE  SILO  SUITE 

MANY  OF  THE  TRUST  hotels  were  con- 
verted from  other  uses  but  are  required  to 
maintain  interior  features.  The  grain  silos 
on  the  original  site  of  the  Quaker  Oats  Co. 
now  provide  circular  guest  rooms  at  the 
Crowne  Plaza  Quaker  Square  in  Akron. 


because  of  its  triangular  shape.  Tea  is 
served  every  afternoon  in  the  lobby,  located 
in  a  nine-story  atrium  with  a  glass  ceiling. 
The  Brown  has  hosted  nearly  every 
U.S.  President  since  it  opened,  and  has 
suites  named  for  Theodore  Roosevelt, 
Dwight  Eisenhower,  and  Ronald  Reagan. 
A  Beaties  Suite  memorializes  the  Fab 


The  65-room  Kendall  Hotel  in  Cam- 
bridge, Mass.,  was  built  in  1895  as  a  fire- 
house,  which  now  serves  as  its  restaurant. 
The  Hyatt  Regency  in  St.  Louis  still  has 
the  barrel-vaulted  ceiling  of  the  original 
train  station  built  in  1894. 

The  Morrison-Clark  Inn  in  Washington 
started  as  two  adjacent  townhouses  built 


in  1864.  In  1917  a  later  owner  added  a  Chi- 
nese Chippendale  porch  with  a  Shanghai 
mansard  roof.  The  two  houses  eventually 
became  a  hostel  for  the  Soldiers,  Sailors, 
Marines,  &  Airmen's  Club.  When  the 
townhouses,  plus  an  addition  in  a  former 
stable,  were  converted  into  a  hotel  in  1987, 
the  Morrison- Clark  was  slightiy  off  the 
beaten  tourist  track.  Now  it's  in  the  sight 
line  of  the  Washington  Convention  Center. 
The  common  rooms  reflect  Victorian  and 
Asian  influences.  Twelve-foot  carved  mir- 
rors, Italian  Carrara  marble  fireplaces,  and 
an  original  wood  staircase  are  combined 
with  red  walls  in  the  dining  room  and 
Asian  paneled  screens. 

Travelers  to  a  city  often  can  choose 
among  several  historic  hotels.  In  Santa 
Fe,  the  atmosphere  at  the  82-room  Hotel 
St.  Francis  could  not  be  more  different 
from  La  Fonda.  The  hotel,  built  in  1923 
using  an  adjoining  building  that  dates  to 
1888,  has  Southwestern  elements  such  as 
iron  chandeliers,  but  Oriental  rugs,  gilt- 
edged  mirrors,  and  afternoon  high  tea 
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provide  a  Victorian  feel.  Visitors  to  Den- 
ver who  prefer  an  intimate  hotel  rather 
than  the  grand  Brown  Palace  can  stay  at 
the  80-room  Oxford,  which  opened  in 
1891  as  a  businessman's  hotel.  In  the  ear- 
ly 1980s,  it  was  renovated,  using  original 
blueprints.  Guests  can  sip  sherry  in  front 
of  a  fire,  and  gilt-framed  oils  of  Colorado 
scenes  hang  above  wooden  wainscoting. 
However  authentic,  these  hotels  are 
not  dusty  artifacts.  Many  have  business- 
related  amenities  such  as  wireless  Net  ac- 
cess. So  if  you  want  to  sleep  in  the  same 
room  as  Thomas  Edison  or  Ulysses  S. 
Grant,  an  historic  hotel  may  be  for  you.  II 
-With  Sandra  Dallas  in  Denver  and 
Christopher  Palmeri  in  Los  Angeles 


BusinessWeek  online 


For  a  slide  show  on 
historic  hotels,  please  visit  us  online  at 
businessweek.com/extras 
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Personal  Business  Footnotes 


HANDMADE 

A  mask  from 
Bali  and  a 
Mexican  rug 


EDITED  BY  TODDI  GUTNER 


ONLINE 

A  CORNUCOPIA 
OF  CRAFTS  FROM 
SEVEN  NATIONS 

IT'S  LIKE  BROWSING  through  a  global  flea 
market— and  getting  to  know  some  of 
the  2,000  featured  artisans.  Novica.com, 
a  Los  Angeles  site  19%-owned  by 
National  Geographic, 
showcases  handcrafted 
works,  including  jewelry, 
textiles,  and  carvings,  from 
seven  countries— Brazil, 
Ghana,  India,  Indonesia, 
Mexico,  Peru,  and  Thailand— 
along  with  biographies  of  the 
artists.  Since  there  are  no 
other  middlemen,  the  artists 
make  more  than  they  can 
locally,  even  though  Novica 
takes  a  15%  to  50%  cut,  says 
Catherine  Ryan,  Novica's 
spokesperson.  The  site  lets 
you  keep  a  list  of  favorite 
artists  and  get  updates.  New 
on  the  site  is  Brazilian  Neide 
Ambrosio,  whose  crocheted 
bags  using  pop  tops  of  soda  cans  start  at 
$50.  Now  that's  something  you  won't 
find  at  Saks.  -Lourdes  Lee  Valeriano 

TIME  OFF 

ALL  IN  THE 
AROMA 

CHEFS  HAVE  LONG 

understood  the 
importance  of 
aroma  to  enhance 
taste.  But  Grant  Achatz  will  take  it  to 
another  level  at  his  new  Chicago 
restaurant,  Alinea,  which  opens  on  May  4. 
To  accompany  a  serving  of  turbot,  he'll 
pour  hot  water  over  lilac  petals  to  evoke 
a  fragrance  of  spring.  Achatz,  who  made 
his  name  at  four-star  Trio  in  Evanston, 
111.,  is  known  for  whimsies  such  as 
"pb&j"— a  peeled  seedless  grape  on  the 
stem,  dipped  in  peanut  butter,  wrapped 
in  a  tissue-thin  bread  slice,  and  blasted 
with  a  heat  gun.  The  restaurant  will 
feature  dinners  with  6, 10,  and  30 
courses  for  $75,  $110,  and  $175  per 
person,  respectively,  without  drinks,  tip, 
and  tax  (312  867-0110).    -Michael  Arndt 
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Move  Over,  Portugal 

PORT,  AS  MOST  OF  US  KNOW  IT,  is  a  sweet  wine  blend  fortified  with  brandy  that  goes 
well  with  dessert  and  cigars.  But  some  small  California  vintners  are  refining  the  art 
of  port-making  by  creating  cabernet  sauvignon,  syrah,  zinfandel,  and  other  varietal 
ports.  With  4%  to  8%  residual  sugar,  the  single-grape  ports  are  far  less  sweet  than 
the  syrupy  Portuguese  versions,  with  12%  or  more.  That  lets  the  distinctive  fruit 
flavors  shine  through,  making  the  new  ports  suitable  to  serve  with  many  foods. 
Napa's  St.  Barthelemy  Cellars  (www.stbartwine.com),  a  varietal  port  specialist,  is 
about  to  introduce  its  first  pinot  noir  port  ($20),  which  is  fighter  bodied  and  a  bit 
sweeter  than  its  other  varieties.  For  rich  caramel  and  walnut  tones,  try  the  $45  Zinful 
Delight  zinfandel  port  from  Hunt  Cellars  in  Paso  Robles  in  central  California 
(huntcellars.com).  Croze  vineyards  of  Yountville  in  the  Napa  Valley  (croze-cab.com) 
fortifies  its  cabernet  port  with  top-notch  aged  cognac  instead  of  run-of-the-mill 
brandy  to  enhance  the  grape's  dense  blackberry  notes  ($20).  All  the  ports  are 
available  online  or  from  distributors  in  select  states.  -Jane  Black 


RETIREMENT 

THOSE  SAVING  FOR  THEIR  golden  years  might  want  to  sit  down 
before  reading  the  latest  on  health-care  costs.  A  65-year-old 
couple  retiring  today  should  have  $190,000  socked  away  just 
to  cover  out-of-pocket  medical  expenses  until  they  die, 
according  to  Fidelity  Investments.  For  those  ages  60, 55,  and 

50  planning  to  leave 
RETIREE  OUT-OF-POCKET   _  the  workforce  at  65, 

HEALTH-CARE  COSTS  Fjde|jty  says,  the 

numbers  jump  to 
$260,000,  $370,000, 
and  $530,000, 
respectively. 

-Carol  Marie  Cropper 


36% 

CO-PAYMENTS.  DEDUCTIBLES, 

ROUTINE  EYE  EXAMS.  GLASSES. 

OTHER  BENEFITS  NOT  COVERED 

BY  MEDICARE 

33% 
PRESCRIPTION  DRUGS 

31% 
MEDICARE  PREMIUMS 
Data:  Fidelity  Investments 


>  With  Sprint,  wireless  is  beautiful. 


Sprint 


You  can  get  more  out  of  your  technology  investment  by  making  sure  employees  have  access 
whenever  they  need  it.  No  downtime.  No  waiting  for  answers.  Now  it's  easy  to  keep  them 
connected  with  Sprint,  the  first  major  provider  of  end-to-end  managed  wireless  service.  We 
integrate  devices  with  your  network,  keep  them  running  effectively,  keep  them  secure.  We  can 
even  disable  lost  or  stolen  devices  remotely,  so  private  information  stays  that  way.  Sprint  Managed 
Mobility  ServicesSM  help  save  your  company  time  and  money.  And  when  your  people  can  spend 
more  of  their  work  time  actually  working,  your  business  is  more  productive,  powerful,  beautiful. 
With  Sprint,  business  is  beautiful. 

>  Visit  Sprint.com/beautiful  for  case  studies  or  call  877-777-5568  >  Wireless.  Data.  Voice.  IP. 
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Personal  Business   he  Barker  Dortfolic 


BY  ROBERT  BARKER 


Why  Wal-Mart 
Is  Still  a  Smart  Buy 


Joseph  J.  Fitzsimmons  goes  by  the  name 
Jay  on  Wall  Street.  There,  the  Wal-Mart 
Stores  veteran  serves  as  the  voice  of 
earth's  dominant  retailer.  Boy,  is  his 
voice  humble  right  now.  "My  CEO  has 
lost  faith  in  me,"  he  told  big  investors 
recently.  "He's  done  his  job.  Sales  are  up 
83%  since  he  took  over  five  years  ago, 

and  net  income  is  up  almost  100%.  So  the  only  reason  he  can 
think  of  that  the  stock  isn't  moving  is  because  the  person  in 
charge  of  investor  relations  isn't  doing  a 
particularly  good  job.  We  started  today  at 
51.09.  Could  you  help  me  out?" 

So  far,  Wall  Street  has  resisted  Jay's 
disarming  plea.  The  stock  lingers  near  47,  a 
two-year  low.  The  knocks  on  it  seem  as 
abundant  and  varied  as  a  supercenter's 
inventory:  Rising  energy  prices  that  lighten 
the  working-class  wallet.  Merchandising 
mistakes,  particularly  next  to  rival  Target. 
Slower  gains  in  U.S.  same-store  sales,  which 
last  year  rose  3%,  half  the  2002  rate.  Hostility 
in  some  spots  to  Wal-Mart's  inexorable  expansion.  A  slew  of 
employee  lawsuits,  notably  one  claiming  discrimination 
against  1.6  million  women.  Wal-Mart  denies  that  but  warns 
that  the  suit  could  lead  to  material,  unestimatable  losses. 

DESPITE  THIS  WORLD  OF  WOE,  Wal-Mart  to  me  looks  like  a  buy. 
Do  I  have  an  inside  line  to  its  Bentonville  (Ark.)  home?  No;  in 
fact,  Fitzsimmons  declined  to  speak  with  me.  My  hunch  about 
Wal  Mart  is  based  on  its  balance-sheet  strength  and  earnings 
power,  plus  the  record  of  how  other  dominant  companies 
responded  to  similar  symptoms  of  corporate  elephantiasis. 


In  fiscal  2005,  ended  on  Jan.  31,  Wal-Mart  netted  $10.3 
billion  on  $285  billion  in  sales.  Earnings  per  share  rose 
almost  19%;  this  year,  the  average  estimate  is  for  a  13%  rise. 
Slowing  growth  is  never  welcome,  yet  the  stock  goes  for  175 
times  this  year's  profit,  a  modest  premium  to  the  broad 
market  (15.5  times)  and  a  discount  to  Target  (18.7).  The 
certainty  of  its  profit  is  far  superior  to  the  average  stock's,  and 
Wal-Mart  is  financially  stronger  than  Target.  The  ratio  of  Wal- 
Mart's  earnings  to  its  fixed  charges  rose  in  each  of  the  past 
four  years.  So  has  Target's,  to  5.4  times  fixed  costs  at  last 
report,  but  Wal-Mart's  earnings  covered  fixed  costs  10.5  times 
over.  Wal-Mart,  awash  in  cash,  has  hiked  dividends  and 
bought  back  tons  of  stock.  Mostly,  though,  it  keeps  expanding 


Time  to  Eas          n 

Expansion? 

'003*             2004*          2005* 

(BILLIONS  OF  DOLLARS) 

Cash  flow  from  operations 

$16.0        $15.0 

Capital  expenditures  &  net  investments 

9.(               9.8**       12.4 

Common  stock  dividends 

1.6           2.2 

Repurchase  of  company  stock 

3.4              5.1            4.6 

Cash  flow  consumed 

-1.5            -0.5          -4.2 

Jed  on  Jan.  31                         I  5  billion  in  proceeds  fron  -           I  .Lane  subsidiary 

1               Data:               ,  reports.  BusinessWeek 

like  mad.  It  plowed  nearly  $32  billion  into  operations  in  the 
past  three  years  (table).  This  year  it  sees  a  $14  billion  outlay. 

We've  seen  this  before.  Remember  Gap?  Success  at  dressing 
Gen  X  led  to  vast  expansion  and  a  whole  new  chain,  Old  Navy. 
In  the  1990s,  Gap's  shares  soared  even  as  it  reinvested  60<t  of 
each  dollar  of  operating  cash  flow.  Then,  in  a  fin  de  siecle 
flourish,  it  boosted  that  rate  to  844  in  1999;  in  2000  capital 
projects  ate  $1.43  of  each  $1  in  cash  flow.  By  2002,  Gap  shares 
had  lost  82%  of  their  value.  The  company  soon  slashed  capital 
outlays  to  12%  of  cash  flow— and  the  stock  jumped  50%.  Next 
came  McDonald's.  In  2000, 2001,  and  2002,  some  70<t  of  each 
dollar  in  cash  flow  went  to  capital  spending.  Its  stock  in  those 
years  fell  16%,  22%,  and  39%.  In  2003  and  2004,  McDonald's 
slashed  capital  spending  to  40%  or  less  of  cash  flow.  The  stock 
jumped  54%  in  2003  and  29%  in  2004. 

At  Wal-Mart,  capital  spending  last  year  took  86<fc  of  each 
dollar  of  cash  flow,  up  from  64<f  in  fiscal  2004  and  71  <t  the 
year  before.  It  has  not  discussed  capital  plans  beyond  this 
year.  But  there  are  few  fools  in  Bentonville.  If  capital  projects 
start  claiming  a  smaller  slice  of  cash  flow,  leaving  more  for  the 
dividends,  buybacks,  and  debt  repayments  investors  love,  Jay 
Fitzsimmons  might  just  get  off  the  hook.  II 

E-mail:  rb@businessweek.com 
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BY  btNt  la   MAKUAL 

A  LANGUISHING  DOW  JONES  LOOKS  LIKE  A  TEMPTING  TAKEOVER. 


SUN  MICKUSYbftMS  MAY  BE  HEADED  FOR  A  LEVERAGED  BUYOUT. 
THE  COFFEE  ISN'T  GOING  COLD  AT  SIARBUCKS,  SAY  STOCK  PROS. 


AND HOW 
LOW? 


JUNE  2.  '04        APR.  27. '05 
Data:  Bloomberg  Financial  Markets 


How  Now,  Dow  Jones 

IS  DOW  JONES  (DJ),  PUBLISHER  of  The  Wall  Street  Journal 
and  Barron's,  buyout  bait?  It's  a  question  that  Wall  Street 
has  raised  regularly  over  the  years,  but  some  pros  think  the 
case  is  stronger  this  time.  One  major  New  York  investor,  who 
requested  anonymity,  has  written  to  the 
board  urging  a  sale.  He  wants  a  change 
in  management  which,  he  argues, 
overpaid  in  buying  MarketWatch  for 
$528  million.  The  money  should  have 
been  used  to  buy  back  shares  or  boost 
the  dividend,  he  says.  The  stock  has 
dropped  50%  in  the  past  five  years, 
while  the  Dow  Jones  industrial  average 
is  off  just  3.8%.  "If  s  ridiculous  that  it 
has  underperformed  for  so  many  years," 
says  the  investor.  Since  last  June  the 
stock  has  slumped  from  48  to  32. 

William  Bird  of  Smith  Barney  is  the  latest  analyst  to  downgrade 
Dow  Jones  to  a  "sell."  Earnings  have  been  sluggish,  and  ad 
revenues  lackluster.  If  the  stock  continues  to  fall,  "Dow  Jones 
could  become  an  acquisition  target,"  says  George  Putnam  III, 
editor  of  The  Turnaround  Letter— even  though  the  Bancroft 
family  controls  the  voting  stock.  "We've  seen  instances  in  which 
the  younger  generation  has  forced  the  sale  of  a  family  com- 
pany," notes  Putnam.  Roy  Hammer,  a  trustee  for  the  Bancroft 
family  trust,  says  "we're  not  looking  to  sell  the  company."  With 
a  market  cap  of  just  $3  billion,  Putnam  notes,  Dow  Jones  is  "an 
attractive  target  for  a  larger  company"  or  a  private  equity  group. 
Some  investors,  such  as  T  Rowe  Price  Group,  which  owns  15%, 
protested  a  recent  move  by  Dow  Jones  that  allows  the  Bancrofts, 
who  have  62%  of  voting  rights,  the  flexibility  to  sell  as  much  as 
half  their  current  stake  and  still  retain  control.  Chief  Operating 
Officer  Richard  Zannino  wouldn't  comment  on  buyout  talk.  But, 
he  says,  at  33-34,  "our  stock  is  a  heck  of  a  deal— a  bargain."  The 
investor  urging  a  sale  says  Dow  Jones  assets  are  worth  70. 

A  New  Dawn 

For  Sun  Microsystems? 

SUN  MICROSYSTEMS  (SUNW)  stock  is  in  the  shadows- 
down  from  5.55  in  November  to  3.54  on  Apr.  27. 
Although  the  steep  sales  slide  is  over,  most  analysts  are 
still  cool  to  Sun.  But  maybe  not  for  long.  CEO  Scott  McNealy 
is  considering  taking  Sun  private  with  the  help  of  Silver  Lake 
Partners,  says  a  hedge-fund  manager  close  to  McNealy  and 


the  private  equity  fund.  Silver  Lake 
has  done  LBOs  for  Seagate  Technology 
and  SunGard  Data  Systems.  This 
manager  sees  an  LBO  offer  of  $5  to 
$5.50  a  share.  Sun's  cash  stash  of  $7.5 
billion,  or  $2.50  a  share,  makes  an 
LBO  doable,  he  says.  The  idea  is  to 
shrink  Sun  by  selling  assets,  bolster  its 
core  hardware,  software,  and  service 
businesses,  and  go  public  again. 
Spokespersons  for  both  Sun  and  Silver 
Lake  declined  comment. 
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Starbucks'  Brew 
May  Be  As  Rich  As  Ever 

STARBUCKS  (SBUX),  THE  WORLD'S  top  roaster  of 
specialty  coffee,  has  defied  critics  who  say  if  s  cooling  off. 
The  stock  has  been  hot  since  1999— soaring  from  9  to  61 
by  the  end  of  2004.  So  when  the  stock  stumbled  in  early 
January,  falling  to  45  on  Apr.  20,  the  bears  felt  their  turn  had 
come.  Not  so  fast,  says  Lee  Schultheis,  chief  investment 
strategist  at  Alternative  Investment  Partners,  which  owns 
shares.  "Starbucks  will  buck  this  downturn  and  outperform  its 
peers  over  the  next  12  months,"  he  says. 
Schultheis  has  a  yearend  price  target  of 
60.  It  is  now  at  46.41.  Apart  from 
disappointing  sales  in  March,  the 
market  is  also  punishing  stocks  with 
high  price-earnings  ratios.  Starbucks 
trades  at  33  times  the  2006  consensus 
earnings  estimate  of  $1.43  a  share.  But 
Schultheis  sees  yearly  earnings  growth 
of  20%  to  25%  for  the  next  three  to  five 
years.  Keys  to  growth  are  accelerating 
same-store  traffic,  "innovative" 
beverages,  and  easing  dairy  costs,  says 
David  Palmer  of  UBS,  which  did  banking  for  Starbucks.  Profits 
abroad  are  up,  too.  Palmer  sees  earnings  of  $1.21  in  2005, 
higher  than  the  company's  recently  raised  earnings  forecast  of 
$1.17  to  $1.19.  For  2006,  he  estimates  $1.48  in  2006.  Starbucks 
owns  63%  of  its  6,500  stores  and  franchises  the  rest  II 
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Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 
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COMMENTARY 

The  market  rose  and  fell  like  a  yo- 
yo, driven  by  conflicting 
economic  news.  Stocks  soared  on 
Apr.  22  after  a  better-than- 
expected  jobs  report.  But  they 
gave  up  much  of  that  gain  the 
following  day  on  a  report  that 
North  Korea  was  testing  a  nuclear 
device.  Lost  amid  the  turmoil 
were  stellar  earnings  reports  from 
Google,  Verizon,  and 
Schlumberger. 

Data:  Bloomberg  Financial  Markets.  Reuters 
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GLOBAL  MARKETS  apr.2?  week 

S&P  Euro  Plus  (U.S.  Dollar)  1336.2  -1.7 

London  (FT-SE 100)  4789.4  -0.7 

Paris  (CAC  40)  3927.7  -0.6 

Frankfurt  (DAX)  4189.0  0.2 

Tokyo  (NIKKEI  225)  11,005.4  -0.8 

Hong  Kong  (Hang  Seng)  13.839.6  2.5 

Toronto  (S&P/TSX  Composite)  9323.5  -0.6 

Mexico  City  (IPC)  12,454.7  5.2 


%  CHANGE 
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22.0 
17.3 
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FUNDAMENTALS                       apr.26  weekago  yearago 

S&P  500  Dividend  Yield                     2.08%  2.07%  1.58% 
S&P  500  P/E  Ratio  (Trailing  12  mos.)     19.3         19.2 
S&P  500  P/E  Ratio  (Next  12  mos.)*       15.1         15.1 

First  Call  Earnings  Surprise*  5.79%  4.19% 

•First  Call  Corp. 

TECHNICAL  INDICATORS          apr.26  weekago  reading 

S&P  500  200-day  average                1154.7  1153.7  Positive 

Stocks  above  200-day  average             54.0%  56.0%  Neutral 

Options:  Put/call  ratio                          0.78  0.95  Positive 

Insiders:  Vickers  NYSE  Sell/buy  ratio    339  4.24  Negative 
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MONTH* 
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-13.8  Electric  Mfg.  Svcs.  -31.6 


LAST  12 
MONTHS"* 

-50.1 
-43.3 
-33.6 


MUTUAL FUNDS 
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30.3 
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% 

53.5 
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47.6 
45.7 

-53.3 
-40.0 
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INTEREST  RATES 


KEY  RATES  apr.2? 

Money  Market  Funds  2.37% 

90-Day  Treasury  Bills  2.87 

2-Year  Treasury  Notes  3.62 

10-Year  Treasury  Notes  4.23 

30-Year  Treasury  Bonds  4.55 

30-Year  Fixed  Mortgage  t  5.70 


WEEKAGO 

YEARAGO 

2.34% 

038% 

2.87 

057 

3.50 

2.24 

4.19 

4.47 

4.55 

5.26 

5.74 

6.01 

tBanxQuote.  Inc. 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


10-YR.  BOND 

30-YR.  BOND 

General  Obligations 

3.72% 

4.45% 

Taxable  Equivalent 

5.31 

6.36 

Insured  Revenue  Bonds 

3.91 

4.61 

Taxable  Equivalent 

5.59 

6.59 

THE  WEEK  AHEAD 


PURCHASING  MANAGERS'  INDEX 

Monday,  May  2, 10  a.m.  EDT 
»  The  Institute  for  Supply 
Management's  factory  activity 
index  probably  fell  to  54.5%  in 
April  from  55.2%  in  March.  That's 
the  median  forecast  of  economists 
surveyed  by  Action  Economics. 
FOMC  MEETING  Tuesday,  May 
3,  9  a.m.  EDT  -  The  Federal 
Reserve  Board's  Open  Market 
Committee  will  meet  to  set 
monetary  policy.  In  the  Action 


Economics  survey,  economists 
expect  a  quarter-point  hike  in  the 
federal  funds  rate,  to  3%.  The 
focus  will  be  on  the  policy 
statement  to  see  if  the  Fed  shifts  its 
views  on  inflation  and  growth. 
FACTORY  INVENTORIES  Tuesday 
May  3, 10  a.m.  EDT  » 
Manufacturing  inventories  likely 
edged  up  0.2%  in  March,  after  a 
February  gain  of  0.5% 
PRODUCTIVITY  &  COSTS 
Thursday,  May  5,  t  :30  a.m. 


EDT  »  Output  per  hour  worked 
most  Lkely  rose  at  a  1.8%  annual 
rate  in  the  first  quarter,  vs.  a  2.1% 
climb  in  the  previous  quarter.  Unit 
labor  costs  likely  grew  2%  after  a 
fourth-quarter  gain  of  1.3%. 
EMPLOYMENT  Friday,  May  6, 
8:30  a.m.  EDT  »  April  nonfarm 
payrolls  are  forecast  to  have 
increased  by  a  solid  175,000  after 
a  March  gain  of  just  110,000.  The 
April  jobless  rate  probably  held 
steady  at  5.2%. 


The  BusinessWeek  production  index 
improved  to  239.9  for  the  week 
ended  Apr.  16  and  stood  9.8%  above 
the  year-ago  level.  Before  calculation 
of  the  four-week  moving  average,  the 
index  rose  to  242.1. 


BusinessWeek  online 


For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 

wvAv.businessweek.com/Triagazine/sxtra.rttm 
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Travel  Lovalt 


goring/ Rummer  ^Promotions 


Now  more  than  ever,  consumer  loyalty  pays. 
New  and/or  improved  frequency  programs 
have  made  it  easier  than  ever  to  accrue 


points  from  travel  —  and  points  for  travel 


Programs 


m 


ore  and  more  retail  partners  are 
(joining  already  lavish  rewards 
plans,  offering  all  sorts  of  travel 
rewards,  merchandise,  gift  certificates  and 
services  in  exchange  for  airline  and  hotel 
program  points.  Sharper  Image,  Williams 
Sonoma,  Restoration  Hardware  and 
Bloomingdales  are  offering  everything  from 
plasma  TVs  to  high-end  furniture,  wine  to 
jewelry  (Casio,  Cartier  and  many  brands  in 
between),  to  stays  at  luxurious  resorts  in 
the  most  sought-after  destinations. 

And  as  competition  among  purveyors  of 
loyalty  programs  heats  up,  consumers  stand 
to  benefit  even  more,  as  travel  suppliers 
add  interesting  new  enhancements  that 
make  rewards  more,  well,  rewarding.  Here 
are  a  few  to  note: 

•  British  Airways'  Executive  Club  members 
can  collect  BA  Miles  in  a  so-called  house- 
hold account.  Travelers  and  up  to  six  other 
members  of  their  families,  including 
children,  can  earn  and  redeem  BA  Miles 
together.  (Each  member  has  his  or  her  own 
account,  but  BA  Miles  are  pooled,  making 
it  easier  to  take  reward  flights  sooner.) 

•  Intercontinental  Hotels  Group  (IHC)  has 
teamed  with  Yahoo!  to  develop  a  co- 
branded  Yahoo!  Toolbar  developed  exclu- 
sively for  Priority  Club  Rewards  members. 
Once  downloaded,  the  Yahoo!  Toolbar 
allows  Priority  Club  members  to  manage 
their  account  online.  Shortcut  access  to 
hotels  in  the  IHC  system  makes  it  easy 
to  book  online  reservations.  In  addition, 
the  Yahoo!  Toolbar  includes  a  specialized 
link  to  Priority  Club  Rewards  member 
information,  such  as  account  activity, 
current  reservations  and  special  offers. 

•  In  March,  Amtrak  introduced  Select  Plus  , 
a  third-tier  level  of  the  Amtrak  Guest 
Rewards  program.  Select  Plus  benefits 
include  a  50  percent  bonus  on  rail 
point  earnings,  unlimited  ClubAcela®, 
Metropolitan  Lounge®  and  first-class 
lounge  access  where  offered  throughout 
the  Amtrak  system,  three  48-hour  advance 
booking  one-class  upgrades  (excludes 
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sleeper  accommodations),  two  free  compan- 
ion Coach  vouchers  and  generous  bonus  offers 
and  earnings  throughout  the  program  year. 
Malaysia  Airlines'  Enrich  Frequent  Flyer 
program  provides  members  with  special 
check-in  facilities,  as  well  as  free  access  to 
deluxe  lounges  at  all  the  world's  major 
airports.  Enrich  Miles  can  be  redeemed 
for  a  variety  of  rewards,  including  upgrades 
the  next  time  you  fly,  free  tickets  for  a 
companion,  high  priority  on  the  waiting 
list  for  busy  flights,  guaranteed  seating  24 
hours  before  the  departure  of  your  flight, 
and  telephone  check-in  at  select  airports. 


with  330  hotels  and  resorts,  mostly  in 
Europe,  Latin  America  and  the  Caribbean, 
and  Outrigger  Hotels  and  Resorts,  which 
includes  51  properties  in  Hawaii,  Australia, 
New  Zealand,  Fiji,  Tahiti  and  Micronesia.  The 
move,  industry  watchers  say,  was  to  compete 
with  the  popular  rewards  programs  offered 
by  Marriott,  Hilton  and  Starwood, 
which  allows  points  accrued  at  mid- 
priced  hotels  to  be  redeemed  at 
high-end  properties,  often  in 
exotic,  international  destinations. 
Marriott  has  recently  repositioned 
Marriott  Rewards,  which  at  21  is  the 
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(J\    Q  otels  chains  in  the  budget  category  are  making 
J^\    interesting  alliances  that  allow  for  rewards  at 
CJ    ^upscale  chains. 


Cendant's  18-month  old  Trip  Rewards 
program  has  no  blackout  dates  for  reward 
redemptions.  The  program  was  also  created 
for  ease  of  use;  free  night  stays  will  be  auto- 
matically reflected  in  a  room  reservation,  so 
there  are  no  certificates  to  present  at  check-in. 
Hotels  chains  in  the  budget  category  are 
making  interesting  alliances  that  allow  for 
rewards  at  upscale  chains.  Beginning  in  late 
2004,  Choice  Hotels  International  (which 
includes  Comfort  Inn,  Comfort  Suites,  Quality, 
Sleep  Inn,  Clarion,  EconoLodge  and  MainStay 
Suites)  has  partnered  with  Preferred  Hotels  & 
Resorts,  a  collection  of  128  desirable  proper- 
ties worldwide,  including  Vail,  Acapulco  and 
St.  Moritz.  Cendant,  whose  brands  include 
Ramada,  Days  Inn,  Super  8,  Howard  Johnson 
and  Wingate  Inns  International,  made  a  simi- 
lar alliance  with  Sol  Melia  Hotels  &  Resorts, 


industry's  oldest  frequent-guest 
program,  by  making  it  easier  than 
ever  to  redeem  points  faster. 
•  American  Express  has  enhanced  its 
Membership  Rewards  program  by 
adding  a  number  of  partners  and 
allowing  customers  to  redeem  their 
points  for  an  even  greater  array  of  rewards 
Besides  adding  new  travel  partners 
(Fairmont  Hotels  &  Resorts,  Wyndham 
Hotels  &  Resorts®,  Enterprise  Rent-A-Car® 
and  JetBlue  Airways,  enrollees  can  now 
use  points  to  offset  the  convenience  fee 
charged  when  paying  federal,  state  or 
local  taxes  on  the  American  Express  Card 
through  Official  Payments  Corporation 
(http://www.officialpayments.com)  or 
federal  tax  payments  through  Link2Gov 
(http  ://www.  pay  1 040  .com) . 


MAXIMIZE  PRODUCTIVITY  - 

LEAVE  THE  TRAVEL  PLANNING  TO  THE  EXPERTS 

Occasionally  I'm  asked  why  business  travelers  should  work  through  their  companies' 
travel  departments,  rather  than  booking  their  own  travel.  Here  are  a  few  reasons: 

Productivity.  By  working  with  your  travel  department,  you  allow  the  corporate  travel 
experts  to  do  the  travel  purchasing  and  planning,  so  your  expertise  and  time  can  be 
better  spent  tackling  the  challenges  you'll  be  measured  against. 

Purchasing  power.  By  aggregating  travel  purchasing,  your  company 
can  strategically  negotiate  discounts,  value-adds,  and  service  levels  with 
airlines,  hotels,  car  rental  companies,  and  more. 


Risk  mitigation.  A  centralized  tr 
every  traveling  employee  in  the  eve. 


partment  can  track  and  service 
:an  internal  or  external  crisis. 


Service.  Your  travel  department  pairs  pn^essional,  efficient  assistance 
with  knowledge  of  your  company's  programs,  eVeYi  at  a  moment's  notice. 


—  Carol  A.  Devine.  CCTE,  President  &  CEO.  National  Business  Travel  Association 
The  National  Business  Travel  Association  provides  premier  education,  information, 
networking  with  travel  service  provideri,  and  government  representation  to 
support  corporate  travel  managers  as  they  provide  value:  to  their  companies. 


THE  PREMIER  DESTINATION  CLUBS 

The  Abercrombie  &  Kent  Destination 
Clubs  difference:  Unlimited  access,  guar- 
anteed destinations  and  travel  flexibility. 
Abercrombie  &  Kent  Destination  Clubs 
originated  what 

will  soon  become 
a  billion-dollar 
industry  with  a 
trend-setting 
alternative  to  owning 
a  second  or  third 
home  and  a 
commitment 
to  provide 
unique 
traveling 
experiences. 

Instead  of 
ownership 
restrictions, 
Members 
enjoy  the 
freedom  to 
travel  and 
vacation  in  35  of 
the  world's  desired 
destinations,  with  no  limit 
on  how  many  they  visit  a  year. 
Rather  than  staying  in  resorts,  Members 
relax  and  enjoy  the  comfort  of  the 
company's  portfolio  of  150  exclusive, 
multimillion-dollar  private  homes. 

Each  getaway  is  custom  tailored  with 
unmatched  amenities  and  services  that 
include  a  24-hour,  on-call  concierge 
service,  private  chefs  and  professional 
Destination  Specialists  who  assist  in 
arranging  the  most  exclusive  excursions 
in  every  destination  and  accommodating 
every  need.  Plus,  Abercrombie  &  Kent 
Destination  Clubs'  proprietary  model 
allows  it  to  guarantee  what  no  other 
club  can.  Members  never  worry  about 
their  vacation  living  up  to  (and  beyond) 
their  expectations  and  also  enjoy  other 
world-class  assets,  such  as  a  fleet  of 
charter  jets  and  private  watercraft. 

Visit  www.akdestinations.com  or  call 
800/230-9310  for  more  information. 
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BEST  fO 


Abercrombie  8c  Kent 

Destination  C'ii/6s 


Soak  it  in.  Another  perfect  day.  Another  amazing 
destination.  And  nothing  to  get  in  the  way  of  complete 
enjoyment  of  the  entire  experience.  That's  what  life 
as  an  Abercrombie  &  Kent  Destination  Clubs  Member 
means.  Guaranteed,  unlimited  access  to  over  150  luxury 
residences  in  35  stunning  locales.  Your  private  chef 
whipping  up  another  five-star  culinary  masterpiece — 
or  the  perfect  libation  for  relaxing  by  the  pool.  Maybe 
your  Personal  Concierge  dropping  by  with  spa  passes? 
Lucky  you.  Drink  it  in.  You  deserve  it.  From  the 
company  that  created  the  Destination  Club  industry. 

Perfect  vacation  experiences  for  life. 

Call  I-8oo-49°_OI^3  or  visit  www.akdestinations.com 

Unlimited  access  memberships  start  at  $275>00°- 


NEVIS,  BWI  —  One  of  over  150  pro 
available  to  our  members. 


BEACHES  &  SHORES:  Bahamas  •  Bermuda 

•  British  Virgin  Islands  •  Cabo  San  Lucas,  Mexico 

•  Cayo  Espanlo,  Belize  •  Dominican  Republic 

•  Kauai,  HI  •  Maui,  HI  •  Naples,  FL 

•  Nevis,  West  Indies  •  Palm  Beach  County,  FL 

•  Puerto  Vallarta/Banderas  Bay,  Mexico 


GOLF  &  LEISURE:  Hilton  Head,  SC 

•  Kiawah/Charleston  Coast,  SC 

•  Newport,  Rl  •  Palm  Springs  Valley,  CA 

•  Rancho  Santa  Fe,  CA  •  Scottsdale,  AZ 

•  Tuscany/Umbria,  Italy 


MOUNTAINS  &  TRAILS:  Aspen/Snowmass,  CO 

•  Deer  Valley/Park  City,  UT  •  Jackson  Hole,  WY 

•  Lake  Tahoe/Squaw  Valley,  CA 

•  Steamboat  Springs,  CO  •  Stowe,  VT 

•  Sun  Valley,  ID  •  Telluride,  CO 

•  Vail  Valley,  CO  •  Whistler,  British  Columbia 


CITIES:  Las  Vegas,  NV  •  London,  England 

•  Miami,  FL  •  New  York,  NY  •  Paris,  France 

•  San  Francisco,  CA 


'1-800-490-0163  I  www.akdcstinations.com 
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This  index  gives  the  starting  page  for  a  story  or  feature  with  a 
significant  reference  to  a  company.  Most  subsidiaries  are  indexed  under 
their  own  names.  Companies  listed  only  in  tables  are  not  included. 
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Corporate  Housing 


First  Choice  Corporate  Housing  Group 

Where  You'll  Feel  at  Home 
We  provide  furnished  1 ,  2  or  3  bedroom  apartments  in  the  Southeast 
Florida  area  (Dade,  Broward  and  Palm  Beach),  for  30  days  or 
longer.  Our  Mission  is  to  become  the  Corporate  Housing 
provider  of  your  choice,  by  earning  the  loyalty  of  our  customers 
and  exceeding  their  expectations,  providing  warm,  sincere  and 
professional  service.  For  Corporate  Housing  information,  please  contact  us: 
1  -800-334-31 77  (us  only),  or  visit  our  website  www.firstchoicecorphousing.com 


Mailing  Lists 


Sales  Leads  &  Mailing  Lists 


14  Million  Businesses -Select  by  geography, 
sales  volume,  business  type,  contact  name, 
credit  rating  and  more. 
11.5  Million  Executives  &  Professionals  - 


Reach  the  right  decision  makers 

Call:  1-866-271-7198 

www.infoUSA.com  °ibw. 


New  Homeowners, 

Wealthy  Individuals, 

New  Movers 


Select  by  Age.  Income,  Home  Value.  Occupation 

Call:  1-866-626-2563 

E-mail:  sandi@infoUSA.com 
www.infoUSA.com  02BWK 


Distance  Learning 


DISTANCE  LEARNING 


Doctorate,  Masters  and  Bachelors 
[n  Business  Administration, 
Psychology  and  Law. 

Southern  California  University 

for  Professional  Studies 
1840  E  ITU  Street  Santa  Ana  CA  32705 
Educational  Loans  Available 
(800)  477-2254  WWW.SCUPS.EDU 


Business/Career  Opportunities 


UNLIMITED  INCOME 


Weekly  Checks,  Plus  Residual 
Income.  A  proven,  simple,  and 
secure  plan.  Step-by-step  personal 
guidance.  Commissions  up  to  90% 
Spare  time  or  full  time.  FREE: 
Info  Kit.  Dept.  50359BW5 


Call:  818-407-1225,  or  Email: 
QuikSell@ZakenCorp.com 


NETWORK  MARKETING 
PROFESSIONALS 

Billion  SS  Global  Wellness 

Company.  Unlimited  Earning 

Potential  from  Your  Home  Office. 

877-747-6629 
www.  5pillars.  com/mmiller 


Business  Services 


Contract  Manufacturing 
"PARTS  TO  PRODUCTS" 

caii  ACME  @  732-341-0355 

www.  ChinaOutsourceSite.com 


BRANDING 

AND  MARKETING 

STRATEGIES 


THAT  DELIVER 
MEASURABLE  RESULTS 

1-866-874-3995 

wvvw.austinmktng.com 


Business/Career  Opportunities 


AN  INCREDIBLE  INVENTION 


Proven  to  cut  electricity  costs 
by  up  to  40%. 

Manufacturer  seeks  USA  &  overseas  dis- 
tributors for  this  top  quality  high  tech  prod- 
uct with  amazing  consumer  demand. 

Tel:  +44  (0)  1872  223  000 

Contact:  www.somars.com 

for  further  information 


Business/Career  Opportunities 


The  current  economy  a  making 
BIG  MONEY  for  loan  and  leasing  brokers! 

OWM'/OUJi  OY/jJ 
HUZh'lS::  LOAM  COMFAi  jy 

Business  loans/Focforing/Equipmenf  leasing 

Arrange    business    loans    and    leases 
from  $10,000  to  $10  million 
Work  directly  with  national 
lenders.     No     experience 
needed.      We      completely 
train      and      support      you. 
Unlimited    earning    potential 
ond  residual  income. 

FOR  A  Hill  VIDEO 
AND  INFO  BROCHURE 

CALL  800-336-3933 

WWW.ViEWTlC.COM 
C"  The  Loon  Consultants,  Inc. 


For  Ad  Rates  and  Information 

Phone:  (312)  464-0500 

Email:  MMiller@classifiedinc.com 


Yacht  Charters 


Discover  the 

yachting 

world  of  Greece 

on  a 

VALEF  YACHT 

Since  1  969 


The  Treadmill  for  Swimmers! 


Swim  or  exercise  against  a  smooth 
current  adjustable  to  any  speed  or 
ability.  Ideal  for  swimming,  water 
aerobics,  rehabilitation  and  fun. 
The  8'x  15'  Endless  Pool"'  is  simple 
to  maintain,  economical  to  run  and 
easy  to  install  inside  or  out. 


For  Free  DVD  or  Video  Call 

(800)233-0741,  Ext.  4084 

www.endlesspools.com/4084 


Credit  Reports 


Unlimited  Business  Credit  Reports 
On  14  Million  Businesses 


Call  800-567-4582 

Crecfif.net 

a  division  of  /'nfoUSA 

17BWT 


800.223.3845 


inffo@Valefyachts.com 


www.Valefyachts.com 


VALEF  YACHTS  LTD. 
P.O   BOX  385  AMBLER,  PA  19002 


Marketplace  Advertisers 


The  BusinessWeek  Marketplace.. .It  Works! 

•  Advertise  in  the  BusinessWeek  Marketplace 

and  reach  5  million  responsive  readers. 

•  Reaching  more  business  professionals  than 
any  other  business  magazine... 

BusinessWeek  is  the  place  to  be  with  your  ad! 

Call  for  special  advertising  rates  and  value  added  features: 

800-424-3090 

or  email:  MMiller@classifiedinc.com 

(For  customer  service/subscription  call  800-635-1200) 


Editorials 


How  to  Keep  GM 

Off  the  Disassembly  Line 


GENERAL  MOTORS  Corp.  CEO 
Rick  Wagoner  faces  some  of 
the  toughest  challenges  in 
Corporate  America  (page  84): 
rapidly  shrinking  market 
share,  restrictive  labor  rules,  growing 
foreign  competition,  and  a  $1,600  per  car 
cost  disadvantage  compared  to  Asian 
competitors,  thanks  largely  to  generous 
benefits  for  GM  workers  and  retirees. 

Moreover,  all  his  strategic  options  seem  messy.  Should  he 
anger  dealers  by  culling  weak  car  brands  they  don't  want  to 
lose?  Or  does  he  antagonize  his  unions  by  aggressively  cutting 
the  fat  benefits  they  so  treasure?  No  easy  choices  here.  Perhaps 
thaf  s  why  Wagoner  has  been  desperately  trying  to  maintain 
the  status  quo— jazzing  up  a  model  here,  closing  down  a  plant 
there— rather  than  face  the  inevitable  need  for  seismic  change. 
But  half  measures  won't  do  at  the  $193  billion  giant.  Instead, 
GM  must  commit  itself  to  a  risky  and  cosdy  transformation  if 
this  turnaround  tale  has  any  hope  of  a  happy  ending. 

TUNNEL  VISION.  Owing  to  management  hubris  that  tolerated 
sluggish  responses  to  its  threatened  industry  dominance— 
everything  from  the  rise  of  compact  cars  in  the  1970s  to 
today's  surprising  popularity  of  hybrid  vehicles— GM  has 
found  itself  stuck  in  second  gear  for  a  quarter  century. 
Dealers,  eager  to  protect  their  own  showrooms,  have  been 
loath  to  let  the  company  shrink  the  number  of  brands  it 
offers.  Asian  competitors  gain  an  advantage  by  spreading 
development  and  marketing  dollars  across  fewer  nameplates. 
And  United  Auto  Workers  leaders,  fixated  on  maximizing  the 
take  of  their  members,  have  helped  saddle  GM  with  work 
rules  and  benefit  costs  that  make  it  unable  to  compete 
globally.  The  result  of  all  this  self-interest  and  tunnel  vision: 
GM  has  effectively  become  a  finance  company  that  actually 
loses  money  making  cars. 

Just  as  all  sides  share  blame  for  the  current  mess,  they'll  all 
have  to  sacrifice  to  salvage  something  from  the  looming 
wreckage.  First,  management  has  to  give  up  the  naive  notion 
that  it  can  survive  by  simply  holding  on  until  the  retiree  base 
begins  dying  off  later  this  decade.  That  ignores  the  disturbing 
fact  that,  despite  spending  more  than  $3,000  in  buyer 
incentives  per  car  sold,  GM  has  been  losing  market  share  for 
years.  Management  is  paid  big  bucks  to  address  such 
strategic  challenges.  If  they  can't  or  won't  within  the  next  two 
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years,  the  board  must  take  action  to  install  leadership  that 
will— while  GM  still  has  time  and  cash  to  mount  a  comeback. 

Second,  GM  dealers  have  to  recognize  that  the  auto  maker's  | 
collection  of  me-too  nameplates  has  to  be  trimmed.  GM  has 
89  car  nameplates  across  eight  brands  in  North  America; 
Toyota  Motor  Corp.  has  only  26  nameplates  across  three 
brands  here.  Triage  is  warranted  on  one  or  two  GM  brands  so 
the  remaining  ones  can  get  the  distinctive  vehicles  and 
marketing  support  they'll  need  to  beat  back  competition  from 
the  likes  of  Toyota  and  Honda— and  eventually  new  entrants 
from  China.  Even  with  most  showrooms  already  part  of 
multibrand  dealerships,  killing  weak  brands  won't  be  easy  for  | 
GM  dealers  to  stomach.  But  if  s  unavoidable  if  they  hope  ever 
to  match  the  leaner  selling  structures  of  Asian  competitors. 

INEXORABLE  CHANGE.  Next,  GM's  unions  must  accept  that  the 
days  of  some  of  their  most  lucrative  benefits,  such  as  practically  | 
free  health  care  and  the  up  to  95%  of  take-home  pay  they 
receive  during  layoffs,  have  passed.  Such  changes  will  hurt,  as 
they  hurt  millions  of  other  American  workers  who  have 

swallowed  similar  cuts  since  the 
1980s.  But  because  of  GM's  huge 
number  of  current  and  retired 
workers,  small  changes  reap  big 
savings.  Having  its  340,000 
union  retirees  pay  $100  a  month 
for  health  care— as  do  GM's  non- 
union employees— would  save 
the  company  almost  a  half- 
billion  dollars  a  year.  Besides, 
GM's  unions  need  only  look  at 

the  fate  of  their  once-powerful 

^^^^^^^^  brethren  at  outfits  like  Bethleher 

Steel  Corp.  or  Eastern  Airlines 
recognize  the  terrible  price  of  ignoring  inexorable  industry 
change.  That  is  simply  not  an  option. 

Finally,  shareholders  have  a  part  to  play.  They  must  allow 
management  to  use  some  of  its  $19  billion  cash  horde  to 
shutter  up  to  four  assembly  plants,  fund  early  retirement 
buyouts  for  thousands  of  workers,  and  speed  up  replacement 
of  GM's  aging  car  models— all  while  probably  cutting  its 
dividend.  That's  asking  a  lot  from  folks  who  already  have  seer 
$38  billion  in  GM  market  value  evaporate  over  the  last  five 
years.  But  if  they  don't  aggressively  push  for  transforming  the| 
behemoth  quickly  into  a  smaller  and,  one  hopes,  eventually 
more  profitable  company,  they  risk  watching  the  value  of  thei 
shares  erode  even  further.  Unless  ah  sides  share  the  pain,  tl 
American  icon  could  easily  find  itself  on  a  collision  course 
with  Chapter  11  in  as  little  as  five  years— even  sooner  if  the 
economy  turns  sour.  That's  a  race  nobody  wins. 
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THE  BOND  MARKET  USED  TO  READ  LIKE  A  MYSTERY  NOVEL 


» 


NOW  IT 
READS 
LIKE  A 


CHOICE.  TOOLS.  TRANSPARENT  PRICING.  CLARITY.  INTRODUCING  THE  FIDELITY  OPEN  BOND  MARKET!" 


TRANSPARENT  PRICING:  NO  MORE  SURPRISES 

There's  always  been  a  little  guesswork  involved  in 
buying  bonds.  You  never  knew  what  you  were  paying 
for  the  bond  and  what  you  were  paying  in  hidden  fees. 
But  that's  all  about  to  change. 

WELCOME  TO  THE  FIDELITY  OPEN 
BOND  MARKET™ 

For  the  first  time  anywhere,  well  show  you  both  what 
the  concessions  are  and  what  bonds  are  trading  for.' 
Our  pricing  schedule  is  simple: 

#  $1  PER  BOND  FOR  U.S.  TREASURIES 

*■  $2  PER  BOND  FOR  GOVERNMENT  AGENCIES 

#  $3  PER  BONO  FOR  MUNICIPALS 

#  $4  PER  BOND  FOR  CORPORATES2 

#  50%  OFF  ONLINE  CONCESSIONS 

#  $500  MAXIMUM  ON  TRADES" 

Well  even  provide  you  with  both  detailed  and  historical 
trade  pricing  information  from  TRACE  and  MSRB.' 

From  this  point  on,  you're  in  the  driver's  seat. 

TOOLS:  WE'LL  SUPPLY  THE  COMPASS 

When  you're  ready  to  analyze  bonds,  pay  a  visit  to  the 
Fidelity  Fixed  Income  Center.  Simply  put,  well 
show  you  essentially  everything  there  is  to 
know  about  a  bond.  You  can  make  side-by 
side  comparisons.  Create  a  scatter  graph 
comparing  bonds  with  market  yield  curves. 
And  decide,  with  the  help  of  our  Bond  Ranking 
System,  if  a  bond  is  well  priced  or  too  risky 
You'll  even  learn  the  back  roads  the  pros  take, 
including  advanced  analytics  and  estimated  bond 
market  value  from  third-party  sources. 

And  if  you  ever  need  help,  just  pick  up  the  phone. 
You'll  find  a  friendly  fixed-income  specialist  on  the 
other  line. 

wEB  ADDRESS  FIDELITY.COM/BONDPRICING 
PHoNENu,BER1.800JiDELITY 

Fidelity  Brokerage  Services.  Mfmrer  NYSE.  SIPC 


FIDELITY 

OPEN  BOND 

TOKET 


A  BETTER  BOND  LADDER,  STRAIGHT  AHEAD 

For  further  help  navigating  this  terrain,  create  a 
bond  ladder.  Just  answer  a  few  questions  about  your 
investment  goals,  and  our  enhanced  Bond  Ladder  tool 
will  craft  a  portfolio  of  bonds  to  help  suit  your  needs. 
It  will  even  anticipate  your  monthly  payment. 

CHOICE:  MORE  INVENTORY  THAN  EVER 

You'll  have  7,000  individual  securities  to  choose  from, 
including  new  issues,  corporate  notes,  and  CDs.  And 
each  and  every  one  is  pre-screened,  ensuring  it's  from 
a  pool  of  high-quality  investments. 

If  bond  funds  are  more  your  speed,  we  have  the  broadest 
line  available  anywhere,  and  the  professional  money 
management  to  match. 

DESTINATION:  CLARITY 
By  now,  you're  more  than  ready  for  the  journey.  Visit 
the  Fixed  Income  Center  at  Fidelity.com/bondpricing 
to  get  started. 

And  the  best  part  of  this  map?  You  never  have  to  fold  it. 

In  general,  the  bond  market  is  volatile;  bond  prices 
rise  when  interest  rates  fall  and  vice  versa.  This  effect 
is  usually  pronounced  for  longer-term  securities.  Any 
fixed-income  security  sold  or  redeemed  prior 
to  maturity  may  be  subject  to  a  substantial 
gain  or  loss. 


1.  Please  note  that  concessions  will  impact 
the  total  cost  of  the  transaction  and  the 
total  or  "effective"  yield  of  the  investment. 
2.  Includes  Corporate  Zeros,  FICOs,  TIGRs,  CATS. 

3.  Minimum  of  $19.95  whether  the  trade  is  placed 
online  or  with  a  representative. 

4.  The  offering  broker,  which  may  be  our  affiliate 
National  Financial  Services  (NFS),  may  realize  a 
trading  profit  or  loss  on  the  transaction. 

O  Fidelity 

Smart  move: 
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He? 


Outsourcing.  Software  Solutions.  Consulting. 
Our  thinking  bridges  cultures,  languages,  and 
yes,  even  departments.  We  have  thought  so  much    j 
about  the  things  we  do  for  global  companies  that,  .j 
naturally,  we've  become  better  at  doing  them.  We  are  the  Jf 
world's  leader  in  customer  care,  billing  and  HR  services,  jf 


The  power  to  think. 


Multiplied  by  the  power  to  dq 

So  is  it  any  wonder  that  more  companies  are  drawn  to  us 
Jr  for  what  we  know,  as  well  as  what  we  do?  We  offer  a 
/  unique  way  of  consulting  born  from  actual  experience. 
/  Contact  us.  You'll  see  that  great  thinking  is  even  more 
valuable  when  you  know  what  to  do  with  it. 

1  -800-344-3000  or  visit  convergys.com 
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"It  takes  a  lot  and 
a  very  long  time 
to  kill  an  airline." 

-Former  Pan  Am  CEO 

Tom  Plaskett,  on  the  tenacity 

of  the  U.S.  airline  industry 

despite  a  five-year  downturn, 

in  an  interview 

with  USA  Today 
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SPITZER  TAKES 
SPYWARE 
TO  COURT 

ELIOT  SPITZER  is  turning  up 
the  heat  on  spyware.  On  Apr. 
28,  New  York's  Attorney 
General  sued  Intermix  Media, 
alleging  its  software  violates 
laws  against  false  advertising 
and  deceptive  business 
practices  ("Spyware:  Sudden- 
ly, Eliot  Pops  Up,"  BW-Apr. 
25).  Now  Spitzer  may  go  after 
advertisers  and  ad  networks 
that  work  with  spyware  suppl- 
iers—some of  the  Web's  most 
powerful  players,  including 
Yahoo!  and  America  Online. 

Kenneth  Dreifach,  chief  of 
Spitzer's  Internet  Bureau, 
wouldn't  identify  companies 
but  says  ad  networks  and  their 
advertisers  may  be  on  the 


SPITZER         hook.  "To  the 
Sees  wide     extent  that  they 
liability         ^g  driving  [spy- 
^m m  ware]  and 

ratifying  it,  they  may  face 
issues  of  their  own  liability," 
says  Dreifach. 

AOL  recently  stopped  work- 
ing with  Intermix,  which  says 
it  ceased  distributing  the  pro- 
grams at  issue.  Yahoo  works 
with  Intermix;  it's  trying  to 
clarify  how  it  will  treat  spy- 
ware  vendors.  -Spencer  Ante 
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Bush  and  Hu  Will 
Each  Play  Host 


WITH  TENSIONS  mounting 
over  the  valuation  of  China's 
currency  and  how  to  deal 
with  North  Korea,  President 
George  W.  Bush  and  Chinese 
President  Hu  Jintao  are  set  to 
hold  a  series  of  high-level 
meetings  later  this  year, 
BusinessWeek  has  learned. 
A  source  familiar  with 
Bush  Administration  plans 
says  that  when  Hu  comes  to 
the  U.S.  in  September  for  the 
opening  of  the  U.N.  General 
Assembly  in  New  York,  he'll 
also  travel  to  Washington  for 
a  formal  state  visit.  Hu  is 
likely  to  return  the  favor  in 
November,  hosting  Bush  for  a 
bilateral  summit  in  Beijing 


when  he  attends  a  meeting  of 
leaders  of  the  Asia-Pacific 
Economic  Cooperation  forum 
in  Busan,  South  Korea. 

The  meetings 
would  mark  the 
most  substantial 
discussions  to 
date  between  the 
two  leaders  and 
could  shape  what 
many  analysts  see 
as  the  most 
important  bi- 
lateral relation- 
ship of  the  21st 
century.  Hu  met 
with  Bush  for  30       ^^ 
minutes  at  the  White  House 
in  2002  when  Hu  was  Vice- 


HU  Fears  a 
U.S.  trade 
backlash 


BUSH  Wants  a 
revalued  yuan 

President.  Since 
then  they  have 
met  at  inter- 
national gather- 
ings such  as  a 
November  APEC 
meeting  in 
Santiago,  Chile. 
"This  is  really  an 
unprecedented 
level  of  inter- 
action," says 
David  Lampton,  a 
China  expert  at 
Johns  Hopkins 
School  for 
Advanced 
International 
Studies.  "Despite 
all  the  kinds  of 
frictions  that  are 
very  much  in  the  news,  this 
relationship  seems  to  be 
getting  institutionalized." 

They  have  plenty  to 
discuss.  Many  experts  believe 
that  by  November,  Beijing 
will  have  revalued  the  yuan— 
but  not  by  enough  to  make  a 
dent  in  the  yawning  U.S. 
trade  deficit.  The  Chinese 
worry  about  a  U.S. 
protectionist  backlash. 
Tensions  over  Taiwan  may  be 
easing  (page  76). 
But  talks  on 
curbing  North 
Korea's  nuclear 
weapons  are 
headed  nowhere. 
Bush  may  not 
have  looked  into 
Hu's  soul,  as  he 
famously  declared 
to  have  seen  into  Russian 
President  Vladimir  Putin's. 
So  the  summits  could  serve 
only  to  paper  over  the  two 
sides'  many  substantial 
differences.  -Stan  Crock 
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THE  PHONE  BIZ 

VONAGEIS 
DIALING 
FOR  DOLLARS 


REVOLUTIONIZING  the  phone 
business  costs  a  bundle.  Just 
nine  months  after  it  raised 
$105  million  in  financing, 
Vonage  Holdings,  the  privately 
held  broadband  phone- 
service  provider,  is  about  to 
raise  $200  million  more,  says 
CFO  John  Rego.  The  deal- 
led  by  private  equity  firm  Bain 


ADVERTISING 

AT  TV'S 

SPRING  DANCE, 
MSN  CUTS  IN 

EVERY  MAY,  TV  pitches  its 
prime-time  lineups  to  ad 
execs.  This  year,  Microsoft's 
MSN  became  the  first  big  Net 
portal  to  crash  the  party. 

The  presentation  was  more 
staid  than  the  usual  TV  glitz 
Oast  year,  CBS  hired  The 
Who).  MSN  execs  showed 
clips  of  video-on-demand 
from  NBC's  Today  and  Fox 
Sports,  as  well  as  entries  from 
Maxim  and  IFilm,  a  site  for 
short,  independent  films.  MSN 
has  already  signed  up  Procter 
&  Gamble,  Sprint,  Ameritech, 
and  BMW.  With  online  ads 
booming,  Web  portals  can 
afford  to  let  their  i  umbers  do 
the  talking.      -Roi  aid  Grover 
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Capital— would  make  it  the 
largest  one  this  year,  says 
researcher  VentureOne. 

Vonage  needs  the  cash  to 
maintain  its  feverish  growth. 
The  company  has  more  than 
650,000  users  and  is 
adding  15,000  new  ones 
a  week,  at  a  cost  of  up  to 
$200  per  subscriber. 
Vonage  is  battiing 
cable  and  phone  com- 
panies for  the  residen- 
tial voice-over-Internet 
market,  which  will  swell 
from  3  million  users 
this  year  to  27  million  in 
2009,  says  researcher 
IDC.  Cable  and  telecom 
companies  may  have  an 
advantage  because  they 
can  bundle  other  services  and 
market  to  their  large  installed 
base.  Vonage  also  must  con- 
tend with  voice-over-Internet 
provider  Skype,  which  has  1 
million  paid  users.  If  Vonage 
doesn't  become  the  largest 
Net  phone  company,  it  could 
set  a  record  as  the  largest 
fund-raiser.     -Justin  Hibbard 


FAT  CATS 

NO  SO  FAST  Hank 

Greenberg,  ex-CEO  of 

American  International 

Group,  may  have  to  reach 

deeper  into  his  very  deep 

pockets.  A  source  close  to 

AIG  says  the  board  will  look 

at  whether  he  can  be  forced 

to  return  bonuses  and  other 

incentives  under  the 

Sarbanes-Oxley  Act,  which 

says  CEOs  shall  pay  back 

bonuses,  stock-option 

profits,  and  other  incentive 

pay  following  misstated 

results  stemming  from  misconduct.  While 

AIG  says  accounting  errors  will  slash  about  $2.7 

billion  off  its  net  worth  and  affect  financial 

statements  back  to  2000,  proving  misconduct 

may  be  tough.  Greenberg,  through  his  lawyer, 

has  denied  wrongdoing.  With  millions  at  siake, 

says  one  insider,  'expect  a  fight."  -Diane  Brae 


M  WE'RE  VEHY  CONFIDENT  THIS  NEW  WOK  WILL  CONVINCE  CONGRES 
TO  GIVEUSTHE  MUU1B1LL10N  DOLLAR  BAIL-OUT  WE  NEED/" 


Choosing  an  innovative  bank  means  gaining  the  freedom  to  imagine  anything.  Driven  by  its  ability  to 
look  ahead,  Societe  Generale  now  has  a  workforce  of  92,000  in  80  countries  and  has  become  steadily 
stronger  in  its  three  key  fields,  offering  its  customers  ever  more  occasions  to  broaden  their  perspectives. 
With  16  million  customers'1)  in  retail  banking,  315  billion  euros*1'  managed  by  global  investment 
management  and  services  and  a  confirmed  worldwide  leadership  in  corporate  and  investment  banking 
(euro  capital  markets,  derivatives  and  structured  finance),  Societe  Generale  has  become  a  first  choice 
partner  for  its  customers  around  the  world.  If  you  too,  have  a  taste  for  growth,  you  will  soon  see  what  the 
"Societe  Generale  red  and  black  effect"  can  do  for  you.  (1)  at  31/12/04.  www.socgen.com 


Red, 
black 
and 
rising. 
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FACE  TIME 


A2-F0R-1 
SPLIT  AT 
COURT TV 


Henry  Schleiff,  the  57-year- 
old  CEO  of  Court  TV,  would  be 
the  last  person  to  deny  that 
live  trial  coverage  is  some  of 
the  most  compelling  fare  on 
the  air.  His  network,  owned  by 
Time  Warner  and  Liberty 
Media,  has  been  instrumental 
in  the  fight  to  allow  cameras 
into  courtrooms  in  44  states; 
Schleiff  is  pushing  his  home 
state  of  New  York  to  be  next. 
But  as  part  of  a  plan  to  reach 
a  broader-based  and  more 
youthful  audience  (today  the 
median  age  of  viewers  is  48), 
Schleiff  decided  in  March  to 
split  the  network.  It  is  now 
Court  TV  News  during  the 
day,  with  trial  coverage,  and 
Court  TV  Seriously 
Entertaining  at  night,  with 
original  series  and  movies. 
"This  is  a  revolutionary  step 
in  our  evolution,"  he  says. 
Last  year,  Schleiff  hired 
Marc  Juris  away  from  video 
music  channel  Fuse.  One  of 
the  new  offerings:  Casino 
Takedown,  in  which  former 
card-counters  test  casino 
security.  It  may  not  be  O.J. 
trying  to  fit  into  that  infamous 
glove,  but  it's  all  part  of  the 
nurturing  of  a  network. 

-Tom  Lowry 


Q&A 

GATES:  GOOD 
RIDDANCE 
TO  OPTIONS 

IN  THE  NEXT  few  weeks, 

Microsoft  will  take  the  wraps 
off  the  latest  version  of  its 
Xbox  video  game  console 
(page  40),  technology  to 
rival  Research  in  Motion's 
BlackBerry  mobile  e-mail 
device,  and  even  so-called 
business-intelligence  soft- 
ware to  help  companies  make 
sense  of  corporate  data. 
Chairman  Bill  Gates  is  push- 
ing the  company  as  the 
engines  that  propelled  it  to 
the  top  of  techdom— its 
Windows  and  Office  mono- 
polies—slow down.  But  Gates 
doesn't  see  Microsoft  slowing 
down.  On  May  2,  Seattle 
Bureau  Chief  Jay  Greene 


INVESTING 

BUFFETT  GIVES 
DETROIT  A 
THUMBS  DOWN 

WITH  A  CASH  hoard  exceeding 
its  value  on  the  stock  market, 
distressed  carmaker  General 
Motors  may  look  like  a  bargain 
to  Kirk  Kerkorian.  But  don't 
expect  to  find  GM  or  Ford  on 
the  buy  list  of  value  investor 
Warren  Buffett. 

At  the  Berkshire  Hathaway 
annual  meeting  on  Apr.  30, 
Buffett  told  shareholders  that 


interviewed  Gates  at  the 
Society  of  American  Business 
Editors  &  Writers  conference. 
Here  are  some  excerpts: 

On  corporate  blogs: 

You  used  to  have 
spokespeople  and  you  could 
call  them  together  and  say: 
"Make  sure  you  don't  give 
out  the  earnings  before  we're 


GM  and  Ford  each 
has  "an  extremely 
difficult  hand  to 
play."  The  compan- 
ies' legacy  costs— 
namely  pension  and 
health  care— put 
them  at  a  major 
disadvantage.  Those 
expenses  add  up  to 
$1,600  per  car  at 
GM.  "Imagine  if  [Ford  and 
GM]  had  to  sign  contracts 
that  made  them  pay  more  for 
steel  than  competitors  do," 
he  said.  "People  would  feel 
that  was  untenable." 

The  Oracle  of  Omaha  has 
never  been  a  fan  of  auto 
makers  because  most  lack  a 
franchise  brand  that  would  let 
them  raise  prices  without 
hammering  market  share,  the 
way  Coca-Cola  and  Anheuser- 
Busch  do.  (Both  are  Berkshire 
holdings.)  That  means 
Buffetfs  biggest  auto  invest- 
ment is  likely  to  remain  the 
Lincoln  Town  Car  he  drives. 

-Adrienne  Carter 


supposed  to,"  or  whatever  it 
is  that  you  wanted  them  to 
understand.  Now  you  have 
thousands  of  spokespeople, 
where  speaking  off  the  cuffi 
part  of  the  whole  charm  of 
the  thing.  So  you'll  get  into 
issues. 

But  just  the  blogging  for 
internal  use,  where  our 
people  are  seeing  each 
other's  blogs,  has  allowed 
groups  to  work  together  on 
better  basis. 

On  the  new  game  consoles: 

Our  goal  in  the  last  generat- 
ion was  to  be  in  the  game.  W 
came  out  of  this  round  a  ver 
strong  No.  2  [behind  Sony's 
PlayStation].  What  we  got— 
at  some  significant  financial 
cost— was  the  opportunity  tc 
play  again. 

Now  people  are  looking, 
really,  at  two  companies  (Son 
and  Microsoft).  Nintendo  is 
more  likely  to  be  a  niche 
player  this  time  around. 

On  moving  from  stock  option: 
to  stock  grants  for  employees 

We  probably  never  should 
have  used  stock  options.  But 
we  got  away  from  many  of 
their  ills  because  we 
happened  to  be  in  such  a 
small  stage  of  the  company 
[when  they  were  first 
offered].  I  actually  regret  tha 
we  ever  used  them.  There's 
some  benefit,  but  the 
approach  we're  taking  now  i; 
just  a  better  approach. 
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2005  Philips  Electronics  North  America  Corporation. 

Things  start  uncomplicated.  Why  change  them? 

Life  is  complicated  enough.  Technology  shouldn't  add  to  the  problem.  So  Philips  is 
committed  to  making  technology  that  makes  sense.  Technology  that's  as  simple  as  the 
box  it  comes  in.  Technology  that's  easy  to  use.  Technology  designed  around  the  way 
pou  live  and  work.  In  other  words,  technology  that's  pure  simplicity 

Join  us  on  our  journey  at  www.philips.com/simplicity 


PHILIPS 

sense  and  simplicity 
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Readers  Report 


If  the  day  of  the  imperial 
CEO  is  over,  why  are 
these  people  stdD  being 
paid  as  if  they  are 
imperial?" 


BusinessWee 


DOWNSIZING 
THE  CEO 


COPING  WITH 

THE  SHRINKING  CEO 

THE  MANY  NEW  directors  coming  on 
board  in  the  wake  of  Sarbanes-Oxley— in- 
cluding those  who  are  chief  executives- 
need  time  to  develop  a  good  grasp  of  the 
business  dynamics  facing  corporations 
they  oversee  ("The  boss  on  the  sidelines," 
Cover  Story,  Apr.  25).  Having  so  many 
new  directors  exacerbates  the  disadvan- 
tages of  boards  micromanaging  CEOs 
who,  as  you  point  out,  have  a  deeper  un- 
derstanding of  their  business  and  are  in  a 
better  position  to  make  critical  strategic 
decisions.  Thus,  even  if  CEOs  are  willing 
to  make  appropriate  decisions  that  are 
smarter  and  bolder  than  what  the  new 
environment  encourages,  strategy  devel- 
opment may  suffer  as  senior  manage- 
ment's time  and  priorities  are  diverted  to- 
ward compliance. 

-Phyllis  Ezop 
La  Grange  Park,  III. 

THE  RISK  FOR  shrinking  CEOs  is  that 
they  may  settle  into  merely  coordinating 
the  compromises  among  various  stake- 
holders. After  all,  auditors,  lawyers,  em- 
ployees, even  Wall  Street  are  special  in- 
terest groups  with  their  own  perspectives 


on  what's  most  important.  The  new  or 
portunity  for  the  CEO  is  to  ensure  all  par 
ties  sit  at  the  table  together,  recognize  th 
validity  of  diverse  interests,  and  drive  tc 
ward  an  innovative,  shared  agenda. 

Boards,  too,  have  the  opportunity 
redefine  their  relationship  with  th 
CEO— not  just  as  someone  over  whor 
they  have  power,  but  as  their  partner  fc 
shaping  a  greater  future  for  the  firm. 

-Marc  Soh 

David  B.  Peterso 

Personnel  Decisions  International  Corj 

Minneapol 

IF  THE  DAY  of  the  imperial  CEO  is  ove 
why  are  these  people  still  being  paid  as 
they  are  imperial? 

-Grace  Tod 
Idaho  Springs,  Coh 

THEiPODAND 
ITS  MANY  RIVALS 

THE  AUTHORS  of  "iPod  killers?"  (Specie 
Report,  Apr.  25)  missed  an  important  par 
of  the  story.  There  is  a  set  of  technolog 
standards  from  a  body  called  the  Opei 
Mobile  Alliance  (OMA)  that  covers  down 
load  and  security  for  online  content  serv 
ices,  such  as  music  stores.  For  over  a  yea 
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Philips  Electronics  North  America  Corporation. 


The  mouth  is  the  gateway  to  the  body. 

Philips  Sonicare.  You  take  care  of  your  body  by  exercising  and  eating  right,  but  one  of 
the  simplest  ways  to  take  care  of  yourself  is  to  take  care  of  the  gateway  to  your  body 
•■  Sonicare  is  clinically  proven  to  give  you  heafthier  teeth  and  gums,  and  it's  the  sonic  brush 
used  and  recommended  by  more  dental  professionals  worldwide.  So  it  doesn't  just  give 
fyou  a  healthy  smile,  it  gives  you  something  to  smile  about. 

join  us  on  our  journey  at  www.philips.com/simplicity 
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Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

"Why  GM's  plan  won't  work"  (Cover  Story, 
May  9)  should  have  said  that  General 
Motors  Corp.  spent  $13.7  billion  on  capital 
projects  and  research  and  development  in 
2004,  not  $7  billion.  That  compares  with 
$15.3  billion  for  Toyota  Motor  Corp. 

In  "Can  Caremark's  health  hold  up?"  (The 
Corporation,  May  9),  BusinessWeek  said 
that  CEO  Edwin  M.  Crawford  feared  that  if 
Caremark  is  eventually  forced  to  release 
financial  details  about  its  contracts-either 
by  law  or  by  competitive  forces— it  could 
hurt  the  company's  bottom  line.  In  fact,  he 
said  that  he  was  concerned  that  it  could 
result  in  higher  prices  for  his  customers. 

In  "Startup  millionaires  even  before  the  IPO" 
(Finance,  May  9),  AzoogleAds.com  raised 
$48  million  in  January,  not  $30  million. 

In  "Watts  Humphrey:  He  wrote  the  book  on 
debugging"  (Industry  Insider,  May  9,  in 
some  editions),  the  data  table  showing 
defects  per  1,000  lines  of  code,  without 
TCP  and  with  TCP,  respectively,  should  have 
been  120  and  50  during  program 
development,  and  1.05-7.5  and  0-0.1  in  a 
finished  program. 

"Dogfight  in  the  skies  over  India" 
(International  Business,  May  2)  on  Airbus 
and  Boeing  Co.  should  have  said  that 
Boeing  is  based  in  Chicago,  not  Seattle. 


several  wireless  carriers,  mostly  in  Eu- 
rope, have  been  using  the  OMA  standards 
as  the  basis  for  mobile  content  services, 
many  of  which  involve  downloads  of  mu- 
sic over  the  air  directly  to  handsets  for 
playback.  T-Mobile,  Vodafone  Group, 
and  02  are  some  of  the  carriers  doing 
this.  OMA-compliant  services  are  avail- 
able from  multiple  carriers  and  can  deliv- 
er content  to  any  OMA-compliant  device, 
which  most  of  the  major  handset  makers 
are  offering,  starting  roughly  in  the  $100 
price  range. 

-Bill  Rosenblatt 
New  York 

I  WAS  DISAPPOINTED  not  to  find  the 
palmOne  Inc.  Treo  600  or  650  among 
your  list  of  iPod's  Phone  Rivals.  The  Treo 
has  been  widely  recognized  as  the  best 
hybrid  phone-organizer.  Coupled  with  a 
memory  card  and  cheap  MP3  player  soft- 
ware, it  makes  a  very  strong  competitor  to 
the  iPod  or  any  of  the  phones  previewed 
in  your  article.  With  SD  memory  card 
prices  dropping  almost  every  month,  it 
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will  soon  be  able  to  equal  at  least  the  iPod 
mini's  storage  capacity  as  well. 

-Armughanjavaid 
s  Bristow,  Va. 

INSURERS  NEED  ONE  FEDERAL  COP 
-NOT  50  STATE  PATROLS 

AS  LONG  AS  STATE  insurance  regulators 
permit  insurers  ("Watchdogs  with  eyes 
wide  shut,"  News  Analysis  &  Commen- 
tary, Apr.  25)  to  engage  in  related  party 
transactions  that  result  in  "double  count- 
ing" of  assets  through  surplus  notes  and 
the  heavy  front-loading  of  generally  ac- 
cepted accounting  principles  profits  on 
high-commission  products  such  as  annu- 
ities, we  will  see  other  insurers  with  fi- 
nancial "surprises"  similar  to  American 
International  Group  Inc.  There  could  eas- 
ily be  a  tipping  point  soon  where  there 
will  be  too  few  soft  landing  spots  (acquir- 
ing companies)  for  too  many  troubled  in- 
surers. This  unfortunate  occurrence  will 
reveal  the  inherent  inadequacy  of  the  con- 
sumer protections  offered  through  state 
insurance  guarantee  associations. 

-David  M.  Sanderford 
Granbury,  Tex. 

WHAT  ELIOT  SPITZER 
REALLY  SAID 

IN  "DUE  PROCESS— even  for  bigwigs" 
(Editorials,  Apr.  25),  you  quote  state- 
ments by  New  York  Attorney  General 
Eliot  Spitzer  about  certain  AIG  transac- 
tions and  then  go  on  to  malign  him  for  vi- 
olating the  innocent-until-proven-guilty 
rule,  among  other  things.  However,  your 
quotation  is  only  an  excerpt.  In  full, 
Spitzer  said:  "The  evidence  is  over- 
whelming that  these  were  transactions 
created  for  the  purpose  of  deceiving  the 
market.  We  call  that  fraud. ..."  He  is  char- 
acterizing a  certain  type  of  transaction  as 
fraudulent,  not  definitively  concluding 
that  AIG  committed  illegal  fraud. 

-Jeremy  Meilman 
Philadelphia 

AMPEXIS 

NO  "PATENT  TROLL" 

THE  ARTICLE  "How  Ampex  squeezes  out 
cash"  (Information  Technology,  Apr.  18) 
could  suggest  that  Eastman  Kodak  Co.— 
which  Ampex  Corp.  has  filed  complaints 
against  with  the  U.S.  International  Trade 
Commission  and  in  the  U.S.  District 
Court  of  Delaware— should  somehow  be 
entitled  to  profit  from  an  Ampex  creation 
without  paying  for  it.  In  particular,  the  ar- 
ticle quotes  a  defense  attorney  claiming 
"[t]here's  no  socially  useful  purpose  [for 
patents]"  and  refers  to  soaring  lawsuits 
involving  "patent  trolls."  A  "patent  troll" 


is  a  company  that  purchases  a  patent,  ty? 
ically  from  a  bankrupt  firm,  and  then  su 
another  company,  claiming  infringemei 
Ampex  has  done  no  such  thing.  Ampe 
an  American  company  with  innovatioi 
spanning  decades— and  the  place  whe 
Oracle  Corp.'s  Lawrence  J.  Ellison  as  wt 
as  Ray  Dolby  began  their  careers— conti 
ues  to  create  valuable  technology. 

It  is  ironic  that  Kodak  has  chosen 
engage  in  expensive  defense  litigatic 
rather  than  pay  Ampex  for  its  intellectu 
property.  The  fact  that  such  leading  mai 
ufacturers  and  marketers  as  Sony,  Cano 
Olympus,  Matsushita  Electric  Industri 
(Panasonic  and  other  brands),  Penta 
Victor  Company  of  Japan  (JVC  brand 
and  Sanyo  Electric  have  recognized  An 
pex*  innovations  says  much  about  the  vj 
lidity  of  Ampex5  property  and  the  appr< 
priateness  of  its  legal  strategy. 

-James  Feldma 
San  Diet 
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Now  being  in  a  hospital  doesn't 
feel  like  being  in  a  hospital. 


I  Philips  Ambient  Experience.   Hospitals  can  be  frightening  places,  so  to  help  patients 
^lax  and  let  doctors  get  their  work  done  more  easily,  it  made  sense  to  let  patients  decide 
what  they  want  to  see  around  them  -  a  field  with  flowers,  the  color  orange,  even  a 
Ticket  ship.  Now  Philips  is  enabling  patients  to  control  what  they  see  and  hear  inside 
Hospital  walls. 
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Talent:  Will  America  Lose  Out? 


THE  FLIGHT  OF  THE  CREATIVE  CLASS  The  New  Global  Competition  for  Talent 

By  Richard  Florida;  HarperBusiness;  326pp;  $25.95 


Richard  Florida  has  been  something  of  a 
hero  among  civic  activists  and  urban 
planners  since  the  2002  publication  of  his 
The  Rise  of  the  Creative  Class.  In  that  book, 
the  George  Mason  University  public 
policy  professor  argued  that  the  growth 
of  advanced  economies  like  America's  is 
driven  largely  by  knowledge  workers 


BcB-KHi"*""1"" 


such  as  scientists,  engineers,  managers,  professionals,  and 
artists.  For  cities  and  regions  to  thrive,  he  said,  they  must  foster 
a  welcoming  environment  for  such  people. 

Now,  Florida  is  back  with  The  Flight  of  the 
Creative  Class:  The  New  Global  Competition  for 
Talent,  a  sequel  that  extends  the  argument 
internationally.  Florida's  basic  point  is  that  the 
entire  global  economy  increasingly  revolves 
around  innovations  that  flow  from  the  creative 
classes.  In  this  rapidly  emerging  competitive 
environment,  he  says,  the  U.S.  is  in  danger  of 
losing  its  crucial  advantage  as  the  world's 
greatest  talent  magnet.  Social  and  economic 
inequality,  growing  political  intolerance,  and  a 
faltering  educational  system  are  making  the 
U.S.  less  attractive  to  a  global  class  of  workers 
whose  skills  are  in  rising  demand  everywhere, 
from  Europe  to  India  and  China.  This  is 
America's  most  serious  long-term  threat,  warns 
Florida,  "because  wherever  talent  goes, 
innovation,  creativity,  and  economic  growth  are  sure  to  follow.5 

If  s  a  compelling  and  seductive  thesis,  backed  up  by 
voluminous  statistics  and  analysis.  Too  bad  if  s  such  an 
incomplete  description  of  how  economies  actually  work. 
While  there's  a  good  bit  of  value  to  Florida's  insights,  he 
doesn't  account  for  US.  and  European  job  flight  caused  by 
low  wages  abroad.  His  analysis  also  turns  on  the  unproven— 
and  overblown— assertion  that  talented  workers  are  free  to 
change  jobs,  cities,  and  countries  whenever  they  see  more 
attractive  prospects. 

Unfortunately,  even  the  core  data  Florida  uses  to  prove  his 
thesis  explain  less  than  he  claims.  To  show  that  America's 
predominance  is  threatened,  he  constructs  an  index  of  the 
world's  creative  classes  based  on  occupations  that  involve 
creative  thinking.  There  are  up  to  150  million  such  workers  in 
the  39  countries  for  which  he  can  find  reliable  data.  The  U.S. 
still  has  the  greatest  number,  with  more  than  30  million,  and 
the  greatest  share  of  the  total,  at  about  20%.  But  if  you  take 
such  workers  as  a  share  of  each  country's  own  workforce,  the 
U.S.  ranks  only  11th  out  of  39.  "Far  from  being  the  world 
leader,  we  are  not  even  in  the  top  five,"  warns  Florida. 
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Problem  is,  he's  defining  the  creative  class  by  people's 
occupation  alone,  rather  than  years  of  schooling,  the  more 
conventional  gauge  of  workforce  ability.  And  by  the  latter 
measure,  the  U.S.  remains  No.  1.  Florida  concedes  the  point 
a  brief  sentence,  but  he  argues  that  his  approach  is  better 
because  a  focus  on  education  misses  the  contributions  of 
accomplished  college  dropouts  such  as  Microsoft  Chairman 
William  H.  Gates  III.  True  enough,  but  his  occupation  metri 
skips  people,  too.  Florida  has  a  point  when  he  warns  of 
America's  slipping  workforce  competitiveness,  but  it  would 
better  made  by  focusing  on  its  underinvestment  in  educatioi 
The  bigger  problem  is  Florida's  assumption  that  "talentei 
people  are  a  global  factor  of  production,  able  to  choose  amoi 
economically  vibrant  and  attractive  regions  of  the  world." 
There  is  of  course  some  truth  in  this,  as 
demonstrated  by  the  large  number  of  Asian 
graduate  students  in  U.S.  science  and 
engineering  programs. 

But  this  is  way  too  rosy  a  description  of  th< 
experience  of  skilled  workers,  who  quickly 
accrue  what  economists  call  "firm-specific 
human  capital."  In  other  words,  most 
professionals  learn  skills  specific  to  their 
companies  and  can't  easily  jump  ship  when 
they  spy  a  better  employer— or  country.  Ther> 
are  other  deterrents  too,  such  as  the  stress  of 
uprooting  one's  family  or  the  difficulty  of 
securing  a  work  visa.  It  would  be  great  for 
workers  if  companies  and  countries  had  to 
compete  head-on  in  a  global  talent  pool,  but 
that  happens  only  on  a  limited  basis— not 
enough  to  drive  entire 
economies. 

Finally,  there's  the  little 
matter  of  wages.  Florida  isn't  a 
economist,  and  it  shows.  In  his 
world,  talent  moves  to  the  best 
environment.  But  what  about 
U.S.  jobs  that  flee  to  low-wage 
countries?  He  dismisses 
competition  from  India  and 
China  by  saying  that  those 
countries  rank  low  on  his  glote 
creative  class  index.  In  other  words,  only  1.4%  of  China's  745 
million-plus  workers  have  a  college  degree,  vs.  nearly  30%  in 
the  U.S.  True  enough,  but  since  China's  10  million  college 
grads  are  available  at  a  dime  on  the  dollar  compared  with  US 
workers,  why  exactly  would  multinationals  kill  themselves  to 
please  America's  creative  classes,  as  Florida  suggests? 

Still,  Florida's  main  point  is  a  good  one:  For  the  U.S.  to 
remain  globally  competitive,  it  must  do  a  much  better  job  of 
investing  in  its  skilled  workforce.  ■ 

-By  Aaron  Bernste 


The  author 
fears  that 
"knowledge 
workers"  may 
flock  abroad 


As  inside  as  you 
can  get  without  an 
SEC  investigation. 


L   CNBC    *  ON  THE  MONK  4  w 


tint' 


i  ■*•" 


,»>«■■ 


THE  WORLD  LEADER  IN  BUSINESS  NEWS 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


Wi-Fi:  Pumping  Up 
The  Volume 


In  radio's  early  days,  engineers  learned  that  signals  bounce  off  obstacles 
between  the  transmitter  and  the  receiver  and  often  arrive  at  the  target 
antenna  via  multiple  paths.  Because  these  paths  vary  in  length,  the  waves 
arrive  slightly  out  of  sync.  The  resulting  babble  of  overlapping  signals  can 
confuse  the  receiver.  But  this  curse  has  now  been  turned  into  a  benefit  that 


can  extend  the  range  of  your  Wi-Fi  network. 

The  secret  is  the  amazing  processing  power  that 
can  now  be  built  cheaply  into  almost  any  gizmo.  For 
a  century,  radios  have  been  designed  to  reject  so- 
called  multipath  signals.  New  smart  antennas  and 
microprocessor-enhanced  radios  can  combine  the 
out-of-sync  radio  waves  to  create  a  single,  much 
stronger  signal.  The  result,  in  products  now  hitting 
the  market,  is  souped-up  Wi-Fi  gear  that  lets  a  single 
router  or  other  "access  point"  provide  wireless 
coverage  throughout  the  home,  including  spots  that 
normally  get  poor  coverage  or  none. 

The  new  technology  is  called  MIMO,  short  for  its 
less  sonorous  technical  name:  multiple  in,  multiple 
out.  MIMO  is  going  to  be  part  of  a  new  extended- 
range  specification  for  wireless  networks,  known  as      ^P\ 
802.11n  in  the  Wi-Fi  alphabet  soup.  While  formal 
approval  of  this  standard  is  still  two  years  off, 
gearmakers  are  already  bringing  preliminary  products  to 
market.  To  get  the  maximum  range,  you  have  to  pair  one  of 
them  with  a  receiver  of  the  same  brand.  But  even  older  Wi-Fi 
devices  that  don't  use  MIMO  will  stay  connected  at  greater 
distances  when  used  with  one  of  these  new  routers. 

I  TRIED  OUT  TWO  MIMO  ACCESS  POINTS,  a  Linksys  Wireless-G 
Broadband  Router  with  SRX  (around  $200)  and  a  Netgear 
RangeMax  Wireless  Router  (around  $130),  which  take 
different  approaches.  The  Linksys  uses  technology  from  Airgo 
Networks— also  found  in  products  from  BelMn  and  Buffalo 
Technology— that  employs  three  vertical  antennas  to  create  a 
more  robust  signal.  The  Netgear  relies  on  an  array  of  seven 
antennas  to  create  a  focused  beam  that  it  aims  at  the 
receiver— a  concept  also  used  in  some  radar  systems. 

Linksys  claims  triple  the  range  of  a  standard  access  point, 
while  Netgear  boasts  of  a  "1,000%  increase  in  coverage."  By 
themselves,  these  claims  are  as  meaningless  as  the  100-foot 
range  you're  supposed  to  get  with  standard  Wi-Fi.  Tests  are 
done  under  ideal  conditions  that  have  little  bearing  on  the  real 
world,  where  signals  have  to  get  through  walls  or  between  floors. 

Whatever  the  claims,  however,  both  of  these  new  access 
points  proved  to  be  splendid  performers  when  I  placed  a 
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matching  PC  card  adapter  in  my  laptop. 
They  maintained  good  signal  strength  eve 
with  considerable  distance  and  several  wall 
between  the  access  point  and  the  laptop.  Of 
course,  if  you  already  have  a  Wi-Fi  laptop,  it's 
annoying  to  cough  up  an  extra  $100  or  so  for  ai 
adapter  that's  clumsier  than  the  built-in  wireles 
And  on  some  devices,  such  as  Wi-Fi  Pocket  PCs. 
you  don't  have  the  option  of  using  a  PC  card. 

The  good  news  is  that  the  MIMO  access  point- 
are  not  only  compatible  with  existing  Wi-Fi 
receivers  (802.11b  or  g)  but  they  also  extend  the 
range  even  when  talking  to  these  older  devices.  1 
tested  such  an  arrangement  using  signal- 
measuring  software  and  found  that  the  signal 
from  the  new  Linksys  and  Netgear  access  points 
at  the  edge  of  normal  Wi-Fi  range  was  about 
twice  as  strong  as  with  a 
conventional  Linksys  access 
point.  That's  enough  to  make  tht 
difference  between  a  slow, 
marginal  connection  and  a  fast, 

the  range         sohdone 

There's  one  disadvantage  to 
extended  range:  The  signal  is  fai 
more  likely  to  reach  well  outside 
your  home  or  office.  This  means 
you  should  take  care  to  secure 
your  network.  Following  the 
instructions  in  your  manual,  make  sure,  at  a  minimum,  that 
Wired  Equivalent  Privacy  (WEP)  is  turned  on,  and  if  all  of  the 
devices  on  your  network  support  it,  go  for  the  stronger  Wi-Fi 
Protected  Access  (WPA).  Also  ensure  that  each  computer  has 
firewall  software  running.  Otherwise  you  may  find  yourself 
providing  access  to  your  Internet  connection,  and  maybe  you 
data,  to  the  whole  neighborhood.  ■ 

E-mail:  techandyou@businessweek.cor 
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Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


Imported  Energy:  How 
The  U.S.  Can  Be  Smarter 


Since  the  1973  OPEC  oil  embargo,  U.S.  Presidents  and  congressional  leader 
have  unrelentingly  promoted  energy  independence.  In  recent  days, 
President  Bush  has  been  pounding  this  drum  to  push  the  energy  bill  that  th 
House  of  Representatives  passed  in  late  April  and  that  now  awaits  Senate 
action.  But  the  production  of  oil  and  gas  has  peaked  in  America,  and  this 


country  has  been  unwilling  to  reduce  energy  consumption 
substantially.  Thus,  absent  a  radically  different  new  set  of 
policies— such  as  a  turn  to  nuclear  energy  or  extensive  taxes 
on  energy  usage— the  sad  reality  is  that  the  U.S.  will  become 
more  reliant  on  foreign  sources  of  fuel.  The  critical  issue  now 
is  how  to  manage  that  growing  dependence. 

The  U.S.  botched  that  challenge  with  regard  to  oil. 
Petroleum  imports  have  climbed  to  60%  of  domestic 
consumption  from  30%  over  the  past  30  years.  Meanwhile, 
much  of  America's  economic  and  national  security  is  still 
mortgaged  to  potentially  unstable  Middle  East  suppliers. 

We  have  a  chance  to  do  better  with  imported  liquefied 
natural  gas  (LNG).  This  fuel  is  produced  abroad,  liquefied  at 
extremely  low  temperatures,  and  shipped  to  the  U.S.  It  is  then 
restored  to  its  original  vaporous  state  in  regasification 
terminals  located  in  U.S.  ports  or  in  floating  terminals  offshore. 

Four  LNG  terminals  are  operating  in  North  America  now, 
and  the  Federal  Energy  Regulatory  Commission  (FERC) 
expects  at  least  eight  more  by  the  end  of  the  decade.  Today 
natural  gas  in  all  its  varieties  accounts  for  25%  of  U.S.  energy 
needs,  but  that  proportion  is  sure  to  increase  because 
environmentally  friendly  gas  has  become  the  fuel  of  choice  for 
new  electric  power  generating  plants.  Although  LNG  accounts 
for  only  3%  of  natural  gas  usage  today,  FERC  estimates  LNG 
could  grow  to  over  25%  of  that  within  15  years.  We  may  import 
even  more  LNG  than  projected.  Reason:  LNG  is  far  cheaper 
than  natural  gas  in  the  U.S.  and  more  imports  could  bring 
down  the  overall  price  of  natural  gas.  In  fact,  despite  protests 
by  community  groups  that  LNG  terminals  are  environmentally 
dangerous  or  could  become  targets  for  terrorists,  Cambridge 
Energy  Research  Associates  is  tracking  more  than  50  potential 
LNG  projects  in  North  America. 

ALTHOUGH  GAS  PLAYS  A  SMALLER  ROLE  than  oil,  higher  prices 
and  future  disruptions  in  foreign  gas  supplies  could  seriously 
hurt  the  economy.  So  Washington's  challenge  is  to  ensure  that 
LNG  supplies  are  strategically  diversified.  But  the  government 
is  not  organized  for  the  foreign  policy  challenges,  including 
how  to  deal  with  the  potential  next  OPEC— the  Gas  Exporting 
Countries  Forum,  composed  of  at  least  14  major  LNG 
producers  that  met  last  week  in  Trinidad.  Members  include 
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Algeria,  Egypt,  Iran,  Nigeria,  Qatar,  and  Russia. 

While  LNG  terminals  cannot  now  operate  without  a 
government  O.K.,  such  authority  is  split  among  FERC,  the 
Maritime  Administration,  and  individual  state  governments. 
To  lessen  the  possibility  of  an  OPEC-type  gas  cartel 
developing  and  jeopardizing  our  economic  and  national 
security,  Washington  should  exercise  more  centralized 
control,  involve  the  National  Security  Council  in  permit 
reviews,  and  use  its  leverage  to  ensure  that  imports  come 
from  the  widest  range  of  suppliers. 

The  federal  government  could  do  this  by  requiring  LNG 
terminal  owners  and  importers  to  report  trading  patterns  and 
future  purchasing  intentions,  reserving  the  right  to  intervene  i 

it  appears  that  a  concentration  of 
imports  is  coming  from  certain 
countries  that  one  day  could 
manipulate  supplies  for  economic 
or  political  purposes.  Such 
government  intervention  could  tak 
the  form  of  regular  consultations 
between  Washington  and  US 


Washington 
must  ensure 
that  LNG 
comes  from 

£1  "WlHp  ronap     importers  about  concentrated  risk 
€X  W  lUt  1  OAl^y     an^  wavs  t0  avoid  it,  backed  by 

QT  SUOOlierS        government  authority  to  revoke  a 

*■  license  in  extreme  cases  where 

^^^^^^™  national  security  could  be 

undermined.  Washington  should 
also  encourage  importers  to  maintain  a  healthy  mix  of  long- 
term  contracts  and  purchases  on  the  spot  market 

Admittedly,  further  federal  intrusion  into  the  energy 
markets  will  be  an  explosive  political  issue.  I'm  not 
comfortable  with  heavy  regulation  and  wish  there  were  bette 
alternatives.  But  secure  energy  supplies  are  at  the  heart  of 
America's  well-being.  And  the  specter  of  more  images  such  a 
an  American  President  pleading  with  a  Saudi  crown  prince  tc 
turn  on  the  oil  spigot— as  happened  yet  again  in  late  April- 
convinces  me  that  the  risk  of  leaving  regulation  of  critical 
LNG  imports  to  the  marketplace  is  way  too  high.  ■ 

Jeffrey  E.  Garten  is  dean  of  The  Yale  School  of  Management 
(jejfrey.garten  @yale.edu). 
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BY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 

The  GDP  Report: 
No  Reason  to  Sweat 

Upon  closer  study,  the  data  indicate  that  the  slowing  will  be  short-lived 


U.S.  ECONOMY 


Investors  have  good  reasons  to  be  jittery  right  now. 
[Uncertainties  over  oil,  inflation,  and  actions  by  the  Federal  Reserve 
are  weighing  heavily  on  the  prospects  for  economic  growth  and 
corporate  profits.  But  the  overwhelmingly  negative  response  in  the 
financial  markets  and  the  media  to  the  Apr.  28  news  that  real  gross 


domestic  product  grew  at  a  3.1%  annual  rate  in  the  first 
quarter  bordered  on  hysteria.  After  all,  3.1%  is  within  the 
range  for  the  economy's  long-run  growth  rate,  and  the 
pace  was  sufficient  to  produce  nearly  500,000  new  jobs 
last  quarter  and  a  gain  of  more  than  12%  in  corporate 
profits.  More  important,  investors  may  have  missed  the 
report's  positive  information  about  the  outlook. 

On  the  surface,  the  report  seemed  to  tell  a  worrisome 
tale.  Inventories  surged  at  a  time  when  demand  for  final 
products  weakened.  The  growth  in  business  outlays  for 
equipment  and  construction  slowed  sharply.  And  a  wider 
ide  deficit  subtracted  from  growth  as  exports  failed  to 
sep  up  with  imports.  The  report  confirmed  that  costlier 
|  energy  has  sapped  some  of  the  economy's  momentum. 
I  Moreover,  uniformly  poor-looking  data  for  March  gave 
;cond-quarter  GDP  growth  a  low  starting  point. 
If  the  top-line  numbers  told  the  entire  story,  investors 
I  might  be  justified  in  running  for  cover.  But  this  is  one 
1  report  that  requires  some  digging  into.  A  close  read  of 
jthe  GDP  data  shows  that  the  economy  remains 
I  fundamentally  sound.  That's  especially  true,  given  that 
[oil  prices  have  been  flirting  with  sub-$50  per-barrel  levels 
in  recent  days.  Plus,  gasoline  prices  in  early  May  had 
[fallen  below  their  April  peak  for  three  consecutive  weeks. 
Add  in  the  possibility  that  an  early  Easter  and  bad 
weather  distorted  some  of  the  March  data,  and  it  seems 
likely  any  soft  patch  will  be  temporary. 

DESPITE  THE  GENERALLY  DOWNBEAT  interpretations 
of  the  GDP  report,  the  Fed  has  not  changed  materially  its 
[view  of  the  economy's  growth  prospects.  In  fact,  in 
!  raising  interest  rates  by  another  quarter  point  on  May  3, 
I  policymakers  seemed  more  uneasy  about  inflation  than 
f  about  any  energy- related  impact  on  demand.  A  key 
change  in  the  Fed's  latest  statement  suggested  greater 
concern  that  energy  prices  were  working  their  way  into 
other  prices. 

Investors'  biggest  worries  about  the  GDP  report 
focused  on  capital  spending  and  inventories.  Outlays  for 
new  equipment  grew  at  an  annual  rate  of  6.9%,  a  two- 
(year  low,  after  surging  18.4%  in  the  fourth  quarter. 

But  the  slowdown  was  concentrated  in  one  sector, 
transportation  equipment,  where  spending  fell  at  a  20% 


annual  rate.  After  surging  117%  in  the  fourth  quarter, 
spending  on  aircraft  plunged  73%  in  the  first,  and 
business  oudays  for  autos  swung  from  a  39%  rise  to  a 
22%  drop.  Excluding  transportation,  which  accounts  for 
14%  of  all  equipment  outlays,  spending  rose  at  about  a 
12%  annual  rate,  little  changed  from  the  growth 
achieved  during  the  past  1/2  years. 

In  contrast,  demand 
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for  high-tech  gear,  which 
makes  up  more  than  half 
of  all  equipment  oudays, 
accelerated.  Spending  for 
computers  and  other 
information-processing 
machines  grew  at  a 
24.3%  pace,  up  from 
177%  in  the  fourth 
quarter  (chart).  If 
businesses  were  pulling 
in  their  horns,  tech 
oudays  would  not  have 
posted  their  strongest  gain  in  1/2  years. 

The  dichotomy  partly  reflects  a  rush  of  spending  in 
the  fourth  quarter  prior  to  the  expiration  of  the 
government's  special  depreciation  allowances  on 
machinery  purchased  before  the  end  of  last  year.  Long- 
lived  traditional  machinery  appears  to  have  benefited 
the  most  from  that  tax  incentive,  which  apparently 
pulled  more  spending  into  the  fourth  quarter  than 
analysts  had  predicted.  The  incentive  to  use  the 
provision  was  magnified  by  last  year's  acceleration  in 
prices  for  industrial  machinery.  If  so,  a  bounce  back  in 
equipment  outlays  this  quarter  is  a  good  bet. 

THAT'S  BECAUSE  PROFITS  and  demand  drive  capital 
spending,  and  both  are  holding  up  well.  In  particular, 
despite  all  the  hand-wringing  over  consumers,  household 
spending  grew  at  a  healthy  3.5%  annual  rate  last  quarter, 
a  not-so-steep  falloff  from  the  fourth  quarter's  4.2%  pace. 
And  in  April,  even  amid  rising  gas  prices,  consumers 
bought  new  autos  at  an  annual  rate  of  17.5  million,  the 
strongest  showing  so  far  this  year  (chart,  next  page). 
Firm  demand  is  also  the  chief  reason  the  first-quarter 
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speedup  in  inventory  growth  should  not  be  alarming.  At 
first  blush,  an  acceleration  in  the  pace  of  inventory 
building  from  $472  billion  in  the  fourth  quarter  to  $80.2 
billion  in  the  first  quarter  suggests  that  stockpiles  have 
suddenly  ballooned  out  of  control. 

But  bear  in  mind  three  key  points:  First,  the  ratio  of 
nonfarm  inventories  to  final  business  sales  barely  rose  in 
the  first  quarter,  suggesting  that  stock  levels  remain  in 
line  with  demand.  Moreover,  that  ratio  is  well  below  its 
long-term  downtrend,  implying  that  the  current  level  of 
inventories  is  far  from  excessive. 

Second,  U.S.  factory  output  last  quarter  grew  at  a  3.3% 
annual  rate,  down  from  a  4.8%  clip  in  the  fourth  quarter. 
That  slowdown  decreases  the  likelihood  of  an  unwanted 
inventory  buildup.  Instead,  manufacturers  seem  to  be 
adjusting  quickly  to  demand's  oil-related  soft  patch, 
helping  to  reduce  the  possibility  of  a  problem. 

Last,  data  in  recent  years  show  a  strong  connection 
between  the  growth  of  inventories  and  imports.  In  the 
first  quarter  imports  of  nonpetroleum  goods  grew  177%, 
up  from  the  fourth  quarter's  9.8%  pace.  To  the  extent 
that  the  inventory  jump  reflects  more  imports,  any 
reduction  in  U.S.  inventories  will  depress  foreign 
output.  So  in  future  quarters,  any  drag  on  GDP  from 
slower  inventory  growth  may  well  be  offset  partly  by  a 
cooler  pace  of  imports. 

NONETHELESS,  THE  FIRST-QUARTER  jump  in  imports 
took  a  giant  bite  out  of  GDP  growth.  Because  imports  rose 
more  than  twice  as  fast  as  the  7%  increase  in  exports,  the 


INDIA 


consequent  widening  in  the  trade  deficit,  by  itself, 
subtracted  1.5  percentage  points.  In  other  words,  last 
quarter's  real  GDP  growth  would  have  been  4.6%  if  the 
deficit  had  held  steady. 

While  that  widening  represents  lost  output  to  U.S. 
producers,  it  also  shows  that  U.S.  demand  remains 

healthy.  The  financial 
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markets  paid  much 
attention  to  the  GDP 
report's  weak  1.9% 
increase  in  final  demani 
for  U.S.  output  last 
quarter,  but  U.S.  deman 
for  both  domestic  and 
foreign  products  climbe 
a  much  faster  3.2%.  Thi 
rate  indicates  that 
consumer  spending  in 
the  U.S.  remains  well- 
supported  by  the  recove 
in  employment  growth  and  the  additional  income  that 
more  jobs  are  creating. 

Indeed,  the  main  risks  to  the  outlook  are  still  jobs  anc 
oil.  If  new  hiring  stays  closer  to  100,000  jobs  a  month 
than  to  200,000  or  if  oil  bounces  back  toward  $60,  the 
economy  will  have  significant  drags  to  overcome.  Barrin 
these  negatives,  though,  investors  should  soon  be  able  t( 
stop  worrying  about  the  economy.  A  careful  reading  of 
the  first- quarter  GDP  data  strongly  suggests  that  the 
current  soft  patch  won't  last  long.  ■ 
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Taking  the  Inflation  Threat  Seriously 


IN  AN  UNEXPECTED  move,  the 

Reserve  Bank  of  India  lifted  a  key 
interest  rate.  The  central  bank's  aim 
is  to  keep  a  lid  on  the  price  pressures 
building  in  the  economy.  What's 
more,  the  hawkish  tone  of  the  RBI 
policy  report  may  be  an  indication  of 
more  hikes  to  come. 

The  RBI  raised  the  rate  it  pays 
banks  for  overnight  funds  from 
475%  to  5%.  The  move  follows  the 
bank's  efforts  to  curb 
money  supply  growth 
The  central  bank's 
purpose  is  to  reduce 
excess  liquidity  after 
several  years  of  low 
interest  rates  that 
triggered  the  current 
boom  in  lending. 

Along  with  the  rate 
hike,  the  RBI  issued 
its  Annual  Policy 
Statement.  Central 
Bank  Governor  Y.  V. 
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Reddy  stated  that  he  is  concerned 
high  oil  prices  are  here  to  stay,  which 
could  prompt  a  more  permanent 
spiral  of  upward  price  pressures. 

Some  economists  in  India  believe 
inflation  remains  benign,  with 
wholesale  prices  up  5.64%  from  the 
previous  year  for  the  week  ended  Apr. 
16,  compared  with  4.68%  in  the  same 
period  in  2004.  The  economists  point 
to  signs  of  slower  global  growth  as  a 
reason  India  will 
avoid  a  self-sustaining 
cycle  of  rising  prices. 

Inflation  risks, 
though,  appear  to 
be  on  an  upward 
trend.  The 
government  is 
holding  down 
domestic  energy 
prices  but  is  expected 
to  allow  some  hikes 
in  petrol  prices,  just 
as  it  did  in  2004.  Last 
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year's  move  fed  a  surge  in  inflation 

Plus,  low  interest  rates  and  a 
stronger  rupee  have  boosted 
consumer  demand.  Vehicle  sales 
jumped  16.6%  in  the  fiscal  year  ende 
in  March.  Production  of  consumer 
durable  goods  in  February  rose  11.29 
from  the  year  before  while  capital 
goods  output  rose  4.5%.  Morgan 
Stanley  calculates  that  the  recent 
surge  in  imports  is  dominated  by  an 
influx  of  consumer-related  goods.  Th 
data  imply  demand  is  outpacing 
capacity  growth,  and  there  are  signs 
that  factories  are  raising  prices. 
The  RBI  also  said  it  will  meet 
quarterly  instead  of  twice  a  year. 
While  another  move  is  not  expected 
to  happen  at  the  newly  scheduled  Jul 
meeting,  the  central  bank  will  have  a 
better  read  on  where  inflation  is 
headed  and  could  once  again  prove 
the  consensus  view  wrong.  ■ 

-By  James  Mehring  in  New  Yor. 
with  Manjeet  Kripalani  in  Bombc 
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Microsoft   Office  has  evolved.  Have  you? 

After  all,  the  way  we  work  has  changed.  Today, 
managing  that  ever-rising  tide  of  information  is 
a  growing  challenge.  That's  why  you  need  the 
latest  version  of  Microsoft  Office  with  programs 
like  Microsoft  Office  Outlook*  and  Microsoft 
Office  OneNote:8  Now  you  can  organize,  prioritize, 
and  synthesize  information  like  never  before. 
It's  time  to  evolve  the  way  you  work.  Discover 
how  at  microsoft.com/office/evolve 


I  think  our  Office  97 
needs  an  upgrade. 


You  are  correct,  sir. 
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Microsoft" 
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MELTDOWN  MAN 

Silli's  mutual  fund 
lost  60%  in  value 
the  tech  bust 


> 

/W 

- 

nil 

n 

< 

•  *> 

SSfr    m 

^K*'                     ^^^^^^ 

*% 

H  *^  .      -«,.            .i3£'  V    'w.                                                  ' 

UIMMIUULill 


1 


Why  so  many  Americans  aren't  buying 
into  Bush's  Ownership  Society 

BY  LEE  WALCZAK  AND  RICHARD  S.  DUNHAM 


GEORGE  SILLI,  A  66-YEAR-OLD  WAITER  FROM  SUBURBAN 

Philadelphia,  had  a  brush  with  President  Bush's  Ownership  So- 
ciety, and  it  was  an  experience  he'll  not  soon  forget.  Silli's  psy- 
che and  his  wallet  still  bear  the  scorch  marks  of  the  2000  mar- 
ket meltdown.  He  saw  the  value  of  his  mutual  funds  drop  by 
60%  and  is  convinced  that  opening  Social  Security  to  individual 
investing  would  produce  similar  results  on  a  massive  scale.  "If 
people  are  left  to  their  own  devices,  we'll  become  top-heavy 
with  poor  people,"  Silli  says. 

A  political  independent,  Silli  has  learned  enough  about  the 
market  to  be  pessimistic  about  a  small  fry's  chances.  He  not 
only  wants  to  leave  Social  Security  alone  but  also  thinks  politi- 
cians should  expand  entitlements  by  mandating  near-universal 
health  insurance  as  a  shield  against  soaring  medical  bills. 

Although  Silli  may  not  know  it,  he  has  plenty  of  company 
from  all  walks  of  American  life.  He's  part  of  a  diverse  group  that 


;  includes  the  pathologically  risk-averse  and  those  who  are  will- 
1  ing  to  take  the  Ownership  Society  for  a  spin— as  long  as  it's 
equipped  with  air  bags. 

April  Tsirigotis,  a  30-year-old  Republican  and  an  informa- 
ftion  technology  executive  from  Lusby,  Md.,  is  a  big  fan  of  the 
President  and  applauds  his  efforts  to  solve  Social  Security's  fis- 
cal woes.  But,  says  Tsirigotis,  the  divorced  mother  of  a  7-year- 
old,  "I  disagree  with  the  idea  of  giving  people  private  accounts 
in  which  their  annual  returns  and  their  eventual  benefits  would 
'  be  based  on  the  stock  market.  If  s  too  risky.  No  one  knows  how 
much  will  be  there  in  the  end." 

While  many  members  of  Safety  Net  Nation  have  nothing 
1  against  investing  and  choice,  they're  worried  that  the  country's 
web  of  public  and  private  social  protections  is  fraying.  They  be- 
lieve in  more,  not  fewer,  safeguards  against  downward  mobili- 
fty  in  a  world  that's  already  pulsing  with  economic  uncertainty. 
Safety  Netters  include  plenty  of  card-carrying  Republicans  and 
independent  swing  voters,  and  the  group  may  represent  a 


broader  swath  of  America  than  the  White  House  imagines. 

A  Sept.  2-5,  2004,  survey  by  the  Civil  Society  Institute,  a 
Newton  Centre  (Mass.)  nonprofit  group,  found  67%  of  Ameri- 
cans think  it's  a  good  idea  to  guarantee  health  care  for  all  U.S. 
citizens,  as  Canada  and  Britain  do,  with  just  27%  dissenting. 
Support  for  a  government-directed  universal  insurance  system 
is  strong,  despite  GOP  warnings  about  socialized  medicine. 
Similarly,  a  Feb.  3-5  Washington  Posf/Kaiser  Family  Foundation 
poll  found  that  47%  of  respondents  believe  the  government 
ought  to  guarantee  a  minimum  standard  of  living  for  retirees, 
vs.  35%  who  felt  that  was  an  individual's  responsibility. 

The  most  predictable  members  of  Safety  Net  Nation  are  lib- 
erals who  favor  activist  government.  The  really  crucial  bloc, 
however,  is  made  up  of  those  who  backed  Bush  in  2004.  They 
still  approve  of  his  overall  job  performance  but  have  soured  on 
Wall  Street  and  dislike  the  President's  approach  to  Social  Secu- 
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rity.  This  faction— estimates  range  from  17%  to  22%  of  the  elec- 
torate—rejects both  traditional  liberalism  and  conservative 
laissez-faire.  In  an  era  of  rampant  job  insecurity,  when  em- 
ployer-provided pensions  and  health  coverage  can  no  longer  be 
taken  for  granted,  they  want  a  middle-class  security  blanket 
that  gives  them  protection  as  they  build  wealth. 


Stretched  Thin 


SAFETY  NETTERS'  FEAR  of  social  unraveling  comes  amid  some 
disquieting  trends.  Big  swings  in  family  income,  according  to 
studies  by  Yale  University  political  scientist  Jacob  S.  Hacker, 
have  increased  markedly  over  the  past  two  decades  as  the  fi- 
nances of  two-earner  households  have  been  stretched  thin 
(charts,  page  26).  Even  houses— most  Americans'  entree  to  the 
Ownership  Society— are  increasingly  in  hock:  In  the  past  15 
years,  mortgage  and  home-equity  borrowing  has  risen  from 
35.1%  of  home  values  to  43.9%.  That  has  made  families,  espe- 
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[If Americans 
have  personal 
accounts,]  they'll 
have  a  false  sense  of 
security...andget 
even  deeper  in  debt^ 


Jordan  shoes  they 
can't  afford. 
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Mary  Beth  Griffls,  41,  of  Englewood, 

Colo.,  is  a  mother  of  two,  an  interior 

designer,  and  a  "slow-and-steady  saver." 

A  Republican,  she  voted  for  Bush. 


daily  those  with  unskilled  workers,  more  vulnerable  to  a  cata- 
strophic jolt  such  as  job  loss  or  serious  illness.  Personal  bank- 
ruptcies increased  fivefold  from  1980  to  2002,  with  many  filers 
citing  a  layoff  or  medical  emergency  as  the  tipping  point. 

As  income  volatility  has  grown,  government— prodded  by 
free-market  Republicans  out  to  reverse  the  New  Deal— has  been 
offloading  ever  more  responsibility  onto  individuals.  The  fi- 
nancial pressure  has  become  much  more  acute  because  of  an- 
other squeeze  occurring  in  the  private  sector.  Corporations  vy- 
ing to  compete  globally  have  steadily  shifted  costs  and 
responsibility  for  pensions  and  health  care  to  their  employees 
as  part  of  the  restructuring  wave  that  began  in  the  1970s. 

The  Sellathon  That  Didn't 

CONSERVATIVES  SEE  disentitlement  as  a  recognition  of  new 
economic  realities— and  the  death  rattle  of  the  Nanny  State.  But 
skeptics,  among  them  prominent  New  Democratic  thinkers, 
counter  that  America's  safety  net  can  be  both  modern  and  mar- 
ket-based without  piling  still  more  financial  burdens  onto  the 
stooped  shoulders  of  Joe  and  Jane  Average. 

Because  social  engineering  through  tax  breaks,  preferential 
loan  and  savings  plans,  and  other  indirect  subsidies  favors 
those  with  good  jobs  and  income  to  invest,  New  Democrats  ad- 
vocate policies  that  tilt  savings  incentives  toward  lower-income 
Americans.  They  include  universal  401(k)s,  compulsory  savings 
plans  set  up  for  kids,  and  mandated  social  insurance— a  subsi- 
dized rainy-day  fund  for  financial  emergencies.  Hacker  is  work- 
ing on  "a  kind  of  catastrophic  insurance  plan  that  could  be  ad- 
ministered by  the  private  sector  but  heavily  regulated  by  the 
government."  Employers  would  be  required  to  match  employ- 
ee contributions  to  the  new  financial  umbrella.  The  price  tag,  he 
concedes,  "would  not  be  trivial"— meaning  a  multibillion-dol- 
lar  commitment. 

Conservatives  dismiss  such  proposals  as  security  pie-in-the- 
sky.  But  they've  got  their  own  problems  in  the  here  and  now  try- 


ing to  generate  momentum  for  personal  accounts  and  other  bt 
calmed  elements  of  the  Bush  ownership  initiative. 

The  centerpiece  is  an  audacious  bid  to  "modernize"  the  go^ 
ernmenr's  retirement  system  by  letting  workers  divert  part  < 
their  payroll  taxes  into  stocks  and  bonds.  On  the  road,  Bus 
tells  audiences  he's  selling  a  retirement  iPod— sleek,  shiny,  an 
designed  for  the  Digital  Age— while  Democrats  cling  to  a  sy 
tern  as  retro  as  an  LP  record.  Besides,  he  says,  the  downside  i 
personal  accounts  will  be  limited.  Those  who  opt  in  will  have 
carefully  chosen  range  of  investment  options,  selections  moc 
eled  on  conservative  fund  choices  found  on  401(k)  menus. 

Trouble  is,  the  President,  in  his  guise  as  Salesman-in-Chie 
may  have  done  too  good  a  job  raising  alarms  about  Social  St 
curity's  imminent  implosion.  "Bush  said,  We're  going  to  hav 
a  crisis,'  and  offered  private  accounts  as  part  of  the  solution 
says  James  K.  Glassman,  an  American  Enterprise  Institut 
scholar.  "But  the  two  things  are  really  separate,  and  the  Pres 
dent  was  never  able  to  make  a  connection  between  them. 
What's  more,  the  crisis-mongering  only  served  to  heighten  an> 
iety  among  the  risk-averse  cohort. 


Insecure 
Nation 

While  by  many 
measures  the 
country  has 
bounced  back 
from  the  tech 
bust  the  financial 
burden  on  the 
average  Joe  and 
Jane  is  building 


Americans'  net  worth 
has  been  recovering... 
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Social  Security 
will  be  gone  bv  the 
time  I  retire.  Or  the 
retirement  age  will  be 
bumped  up  to  such  a 
level  that  youTTwork 
until  you  die. 
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Douglass  Turner,  38,  is  an 

information  technology  specialist 
from  Chattanooga.  Married  and  the 
father  of  Erika,  13,  and  Douglass,  6,  Turner 
hung  on  to  his  job  when  the  tech  bubble 
burst,  but  his  outlook  on  risk  changed.  "I'm 
very  wary  now,"  he  says.  A  moderate- 
to-conservative  independent,  Turner 
voted  for  the  President  in  2004. 


Bush  made  an  overture  to  critics  on  Apr.  28  when  he  offered 
to  protect  payouts  for  the  poor.  His  idea:  preserve  the  current 
benefit  structure  for  the  bottom  third  of  wage  earners  while  pro- 
gressively reducing  guaranteed  payments  for  those  up  the  in- 
come scale.  The  result  is  a  means-tested  version  of  Social  Secu- 
rity. But  despite  such  gambits,  the  President  has  little  to  show  for 
a  60-day  national  sellathon  that  took  him  to  23  states.  If  Con- 
gress enacts  Social  Security  reform  this  year,  it  could  be  a  far  cry 
from  reformers'  dreams  of  big  private  accounts  carved  out  of 
payroll  taxes.  "Bush  will  come  out  of  this  with  something,  some 
change  or  other  that  allows  him  to  say  he  moved  the  ball,"  pre- 
dicts pollster  John  Zogby.  "But  it  won't  be  what  he  wanted." 


Down  on  Wall  Street 


OBJECTIVELY,  THIS  IS  NOT  a  bad  time  to  be  raising  the  issue  of 
reform.  Baby  boomers  are  about  to  retire  en  masse  and  on  pa- 
per, family  balance  sheets  have  improved.  Americans'  house- 
hold wealth  has  floated  upward  of  late,  propelled  by  recovering 
stock  valuations  and  soaring  real  estate  values.  Moreover,  real 


I 


wages  for  the  civilian  workforce  have  grown  8%  in  the  past 
decade  after  a  long  stretch  when  they  fell.  And  the  family  pover- 
ty rate,  tallied  at  10%  in  2003,  has  improved  from  the  13.9% 
numbers  recorded  four  decades  earlier. 

Still,  what  private-account  backers  seem  to  have  misjudged 
is  the  public's  current  jaundiced  view  of  Wall  Street  and  invest- 
ing risk.  America,  unlike  most  other  advanced  nations,  has  a 
dual  welfare  system.  There  are  direct  government- transfer 
payments  to  the  poor  and  elderly— programs  such  as  Medicare, 
Medicaid,  food  stamps,  and  Temporary  Assistance  for  Needy 
Families.  But  there  is  also  a  huge  set  of  private-sector  protec- 
tions for  workers,  largely  underwritten  by  employers— items 
such  as  subsidized  life  insurance,  disability  coverage,  and  help 
with  day  care.  Plus,  powerful  groups  in  society  snare  subsidies 
in  the  form  of  preferential  loans  offered  to  farmers,  disaster  re- 
lief, tax-deductible  flood  insurance  for  beachfront  property 
owners,  and  a  fistful  of  tax  breaks  for  small  businesspeople. 

While  federal  spending  on  the  safety  net  for  the  poor  has 
grown  briskly,  it  hasn't  kept  pace  with  society's  needs. 
Medicare  is  straining  to  cover  seniors'  bills,  and  some  states  are 


...but  they  must  take  more  risks 
for  their  retirement... 


.while  bearing  greater  costs 
for  health  care... 


.as  household  debt  continues 
to  ratchet  up 
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I've  learned 
that  there's  no 
such  thing  asa 
permanentjob. 
Anyone  can  be 
removed  from  a 
job  at  anytime. 
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Karen  Marshall  Hudson,  43 

Houston,  worked  for  12  years  as  a  bai 

vice-president  at  Chase  and  wa? 

manager  at  Enron  when  it  crashe 

wiping  out  a  chunk  of  her  401(1- 

She  is  now  director  of  commun1 

outreach  at  the  Houston  Metropolit 

Transit  Authority.  While  she  likes  tf 

idea  of  investing  a  portion  of  h 

payroll  taxes,  the  Enron  experience  le 

her  with  a  diminished  appetite  for  ris 

An  independent,  she  voted  f 

Democrat  John  Kerry  last  Novembi 


downsizing  Medicaid  programs.  In  1996,  strict  time  limits  were 
put  on  welfare  dependency,  a  step  that  slashed  the  rolls  by  half. 
Meantime,  huge  holes  have  been  ripped  in  the  private  safety  net 
as  the  cost  shift  to  workers  has  accelerated. 

The  result  is  riskophobia.  "With  a  far  greater  portion  of  fam- 
ily budgets  devoted  to  the  mortgage,  car  payment,  and  health 
insurance,  a  transitory  shock  to  wages  becomes  much  more 
menacing,"  says  Raj  Chetty,  a  University  of  California  at  Berke- 
ley economics  professor  who  studies  risk.  "Equities  are  seen  as 
risky,  and  if  people  aren't  jumping  for  the  investment  option  [as 
part  of  Social  Security  reform],  there's  a  reason.  Risk  in  gener- 
al has  become  a  much  more  pervasive  issue." 

In  January,  2000,  before  the  dot-com  bubble  burst,  67%  of 
Americans  said  that  if  they  had  $1,000  to  spare,  investing  it  in 
stock  would  be  a  good  idea,  according  to  the  Gallup  Poll.  By 
April,  2005,  that  percentage  had  fallen  to  45%,  with  51%  saying 
the  stock  market  would  be  a  bad  choice.  Among  the  groups 
whose  faith  in  the  market  dipped  most  are  three  key  Bush  con- 
stituencies: baby  boomers,  college  grads,  and  suburbanites. 

Chasing  Gushers 

TO  GEORGE  W.  BUSH,  a  Texan  who  revels  in  the  myth  of  the 
wildcatter,  running  risks  in  pursuit  of  the  big  gusher  is  a  quin- 
tessential part  of  the  American  character.  But  as  the  scion  of  an 
aristocratic  Eastern  dynasty,  the  budding  young  tycoon  always 
had  a  network  of  family  friends  and  relations  to  call  on.  Those 
golden  connections  bailed  George  W.  out  of  his  early  forays  into 
the  oil  business. 

The  not-as-well-fixed  Net  Setters  want  some  bedrock  guar- 
antees in  turbulent  times,  too.  Private  Social  Security  accounts? 
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Sure,  in  addition  to  core  benefits.  Portable  medical  savings  a 
counts?  Fine,  but  not  as  a  replacement  for  employer-providt 
health  insurance.  "They  want  the  Ownership  Society— but  th< 
want  it  with  a  warranty,"  says  Representative  Rahm  Emanu 
(D-Ill.),  who  has  introduced  legislation  to  expand  tax  credits  f< 
lower-tier  families  and  to  make  college  savings  easier. 

According  to  a  BusinessWeek  analysis  of  data  compiled  by  tf 
Pew  Research  Center  for  the  People  &  the  Press,  at  the  core 
Safety  Net  Nation  are  white  men.  You  read  that  right.  These  a1 
the  same  white-male  swing  voters  who  have  been  trendir 
strongly  Republican  in  recent  Presidential  contests.  They  tend  I 
be  socially  conservative  and  patriotic.  They  have  average  incom< 
and  are  slighdy  less  educated  than  the  citizenry  as  a  whole. 

The  Safety  Netters  are  not  monolithic,  however.  They  incluc 
aging  men  who  are  suspicious  of  Big  Government  and  Bi 
Business  and  who  view  private  accounts  as  a  giveaway  to  Wa 
Street  and  a  gamble  for  their  children  and  grandchildren.  Thei 
are  suburban  Security  Moms— convinced  by  Bush  that  Unc 
Sam  should  aggressively  protect  them  from  terrorists  and  cu 
tural  pollution— who  worry  that  the  President  is  making  retir< 
ment  dicier.  And  there  are  the  burned  investors  of  the  Bat 
Boom  generation,  who  want  some  government  safeguarc 
from  the  serrated  edge  of  globalism— from  corporate  downsL 
ing  to  vaporware  pensions  and  rampant  outsourcing. 

Bush  uber-strategist  Karl  Rove,  who  commands  the  Whii 
House's  Social  Security  war  room,  sees  personal  accounts  as  v 
tal  to  shifting  the  allegiance  of  younger  voters  to  the  GOP.  Bi 
there's  a  glitch  in  Rove's  machine:  Polls  show  that,  rather  tha 
flocking  to  Bush  over  Social  Security,  the  under-40s  are  grov 
ing  skeptical  of  his  approach. 

Among  those  resisting  a  Bush  move  to  pare  middle-class  er 


With  Sprint,  wireless  is  beautiful. 
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You  can  get  more  out  of  your  technology  investment  by  making  sure  employees  have  access 
whenever  they  need  it.  No  downtime.  No  waiting  for  answers.  Now  it's  easy  to  keep  them 
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'A  one-week 
stay  in  the  hospital 
for  [my  son]  is 
$100,000-plus. 
Someofhis 
prescriptions  run 
between  $100  and 
$200  a  week. 
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Bruce  Zeestraten,  46,  of  Huj 

Minn.,  is  a  quality-control  inspector 

a  Ford  Motor  assembly  plant.  K 

22-year-old  son,  Anthony,  suffers  frc 

cystic  fibrosis.  A  UAW  member  w 

voted  for  Bush  and  describes  hims 

as  "more  conservative  than  a  lot 

people,"  Zeestraten  worries  tr 

the  Health  Savings  Accounts  t 

President  favors  would  transfer  t 

heavy  a  burden  to  individua 


titlements  are  thirtysomethings  who  feel  squeezed  between  sav- 
ing for  their  kids'  college  education  and  taking  care  of  retired  or 
soon-to-retire  parents.  Then  there  are  disillusioned  techies  who 
once  wanted  government  to  get  out  of  the  way  and  let  them  get 
rich  by  age  30  but  who  now  favor  a  federal  role  in  shielding 
them  from  the  excesses  of  capitalism. 

Put  these  pieces  of  the  electorate  together,  and  you  have  the 
makings  of  a  political  boulder  that  stands  between  Bush  and 
his  shining  city  on  Ownership  Hill.  "We  are  now  living  in  the 
Security  Society,"  says  independent  pollster  Thomas  H.  Riehle. 
"People  say,  'Protect  me.' " 

If  the  President  can't  win  over  some  of  these  skeptics,  GOP 
knees  will  continue  to  buckle  on  Capitol  Hill.  More  important, 
other  elements  of  his  agenda,  from  new  savings  plans  to  per- 
sonal health-care  accounts,  could  be  imperiled  by  the  flight  to 
safety.  "If  Social  Security  reform  stalls,  blood  will  be  in  the  wa- 
ter," warns  Daniel  J.  Mitchell,  a  senior  fellow  at  the  conservative 
Heritage  Foundation.  "Democrats  fighting  for  what  I  prefer  to 
call  the  Dependency  Society  will  be  emboldened  to  oppose  all  of 
Bush's  ownership  agenda." 

To  complicate  the  President5 s  push  for  private  accounts,  the 


performance  of  stocks  in  what  was  supposed  to  be  a  spright 
spring  has  led  to  more  skepticism.  In  April,  the  Dow  Jones  i 
dustrial  average  hit  a  new  low  for  the  year  on  stagflation  wc 
lies,  and  the  major  indexes  gave  up  most  of  their  '05  gains 
investors  fled  from  risk. 

"Bush's  timing  is  not  good,"  notes  Eva  Bertram,  a  politic 
scientist  at  the  University  of  California  at  Santa  Cruz.  "The  pul 
lie  is  leery  of  becoming  more  dependent  on  the  market,  ar 
there  is  great  anxiety  over  employment  prospects  and  stagna 
incomes.  Right  now  it's  just  very  hard  to  give  up  the  security  o 
fered  by  things  like  Social  Security  and  traditional  Medicare. 

Shifting  the  Risk 

DEMOCRATIC  POLLSTER  Stanley  B.  Greenberg  is  more  blun 
"I  never  believed  this  Investor  Class  hype  for  a  minute 
he  says.  "What  happened  is  that  Bush  gave  the  nation  a 
extended  tutorial  on  risk,  and  that  came  on  top  of  grov 
ing  awareness  of  the  risk  shift  from  private  institutions  t 
individuals"  as  both  traditional  pensions  and  401(k 
fell  short  of  offering  true  security.  The  result,  Greenberg 
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data  show,  "is  a  collapse  in  support  for  Social  Security  reform." 
What  the  White  House  proposes,  in  fairness,  is  not  a  com- 
plete swap  of  a  public  retirement  supplement  for  a  private  one. 
Bush  says  that  letting  workers  voluntarily  set  aside  a  chunk  of 
their  payroll  taxes— say,  4  points  of  the  12.4%  tax— in  conser- 
vative investment  options  will  let  retirees  reap  a  richer  reward 
than  the  government  system's  puny  2%  return.  But  if  guaran- 
teed benefits  are  slashed  for  the  middle  class  and  above,  more 
Americans  will  be  drawn  into  private  accounts  to  make  up  the 
difference,  changing  the  nature  of  Social  Security.  "The  plan 
does  have  a  guarantee  in  it  in  the  form  of  the  core  benefit,"  says 
Kent  Smetters,  a  Wharton  School  associate  professor  and  for- 
mer Bush  Treasury  official.  "Since  it's  only  partial  privatization, 
Bush  needs  to  play  up  the  safety  net  angle." 

The  model  for  private  accounts  is  the  401(k)  system  of  work- 
place savings.  But  critics  claim  Bush  is  overselling  the  ability  of 
such  self-directed  plans  to  build  a  nest  egg.  Former  Clinton 
economist  Alicia  H.  Munnell,  director  of  Boston  College's  Cen- 
ter for  Retirement  Research  and  an  expert  on  401(k)s,  says  the 
numbers  don't  bode  well  for  Social  Security. 

Skimpy  Savings 

MUNNELL'S  RESEARCH  SHOWS  that  26%  of  eligible  people 
never  opt  in  to  401(k)s,  fewer  than  half  of  the  participants  take 
the  advice  of  financial  planners  and  diversify  their  holdings  be- 
tween stocks  and  bonds,  and  55%  cash  out  their  savings  when 
they  change  jobs— which  is  frequently.  Models  project  that  a 
median-wage  worker  contributing  6%  of  pay,  plus  a  3%  em- 
ployer match,  should  have  about  $300,000  in  his  401(k)  as  he 
approaches  retirement.  The  actual  figure:  $42,000. 

"People  have  not  done  a  very  good  job  with  401(k)s,  and  it 
weighs  on  them,"  Munnell  says.  "I  don't  see  any  sign  that 
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I  don't  think 
anyone  can 
guarantee  against 
major  economic 
reversals.  You  can 
do  everything 
right  and  stillnave 
everything  come 
outwrong. 
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Cyl  Proulx,  53,  of  Waterford,  Mich.,  i: 

part-time  customer-service  rep  fo 

suburban  Detroit  bank.  Her  husbarv 

job  as  a  graphic  artist  was  eliminate 

throwing  their  retirement  plans  ir 

disarray.  And  their  mutual  funds  ha 

dropped  15%  since  the  bubble  burst. , 

economically  conservative  and  socia 

liberal  independent,  she  voted  for  Buc 


they're  dying  to  take  on  still  more  of  this  kind  of  responsibili 
The  Social  Security  debate  may  be  testing  the  limit  of  the  swii 
to  individualism  we  have  seen  for  the  last  20  to  30  years." 

To  the  counter-reformers  who  believe  Bush  is  misguided 
his  ownership  strategy,  the  question  is  not  whether  to  kill  ( 
market-based  measures  that  aim  to  increase  family  savings 
health- care  security.  It's  how  to  use  markets  and  choice  in 
more  effective  way. 

Democrats  would  keep  core  Social  Security  intact  but  are  wi 
ing  to  augment  it  with  an  add-on  investment  option.  "If  the  Pre 
ident  says  individual  accounts  would  be  separate  from  Social  S 
curity  and  was  willing  to  make  the  financing  of  refor 
progressive,  he  could  get  Democrats  to  sit  down,  and  [he  woulc 
have  a  shot,"  says  Gene  Sperling  of  the  Center  for  America 
Progress,  a  Democratic  think  tank.  "If  he  wants  to  start  down  tf 
slippery  slope  toward  privatization,  why  should  we  work  towai 
goals  that  are  the  antithesis  of  what  Democrats  believe  in?" 

Other  Dems  are  more  forgiving.  "The  President  has  the  rig 
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idea  to  strive  and  make  more  people  own  more  of  America," 
says  Ray  Boshara,  director  of  the  asset-building  program  at  the 
New  America  Foundation  (NAF),  a  centrist  think  tank.  "Owners 
are  better  citizens.  But  we  need  to  preserve  the  safety  net  while 
helping  people  build  wealth." 

The  NAF  is  pushing  two  pet  ideas:  a  tax-favored  savings  ac- 
count for  every  child,  seeded  with  a  $500  grant  at  birth  and 
with  government  subsidies  for  low-income  kids,  and  an  option 
for  taxpayers  to  direct  the  IRS  to  channel  part  of  their  tax  re- 
funds into  savings  accounts.  If  savings  can  be  made  automatic, 
backers  claim,  taxpayers  are  less  likely  to  spend  refunds. 

An  Elemental  Struggle 

THE  "KID-SAVE"  IDEA  is  no  pipe  dream.  An  early  fan  was  for- 
mer Bush  Treasury  Secretary  Paul  H.  O'Neill,  and  conservatives 
such  as  Senator  Rick  Santorum  (R-Pa.)  are  mulling  legislation 
to  create  the  accounts.  Projected  cost  over  10  years:  $38  billion. 
Yale  political  scientist  Hacker  and  economist  Peter  R.  Orszag 
of  the  Brookings  Institution  are  thinking  on  a  larger  scale.  Hack- 
er's plan  for  a  universal  family  savings  account  is  being  fleshed 
out  and  is  scheduled  to  be  unveiled  in  August.  "You  have  to  pro- 
vide workers  with  a  basic  form  of  protection  that  follows  them 
from  job  to  job  and  covers  big  risks,"  Hacker  says.  Universal  in- 


surance would  be  regulated  by  the  government,  and  employ 
would  have  to  kick  in  mandated  matching  payments.  But ; 
ministration  of  accounts  would  be  left  to  the  private  sector. 

Nat  so  long  ago,  Republican  economists  would  have  been  <. 
lighted  to  hear  political  rivals  floating  ideas  for  boosting  savir 
and  shoring  up  Social  Security's  solvency.  But  in  today's  hyp 
partisan  climate,  the  fight  over  the  ownership  agenda  has  tak 
on  a  larger  dimension.  Bush  wants  to  wind  down  dependence 
the  bureaucratic  welfare  state.  Democrats  want  to  revalidate  g< 
eminent  by  weaving  costly  new  safety  nets  for  workers.  It's  an 
emental  struggle,  but  one  in  which  outcomes  can  be  perverse 

In  2003,  for  instance,  the  White  House  set  out  to  revan 
Medicare  by  putting  a  lid  on  runaway  costs  of  the  huge  en 
dement  program  for  seniors.  GOP  lawmakers,  though,  fean 
they  would  be  hammered  over  the  issue  in  the  '04  electio 
so  tough  cost  controls  went  out  the  window.  What  Bu 
wound  up  signing  into  law  still  has  many  conservativ 
seething:  a  $1.3  trillion  expansion  of  entitlements  in  the  for, 
of  a  new  Medicare  prescription- drug  benefit.  It  was  hardly  tl 
monument  he  envisioned.  But  it  was  a  testament  to  the  ra 
power  of  Safety  Net  Nation,  which— for  now— seems  to  be  ju 
saying  no  to  more  financial  risk.  ■ 

-With  Mike  McNamee  in  Washingti 
and  Ann  Therese  Palmer  in  Chica± 


"The  Least  Risk  Is 
Investing  Yourself 


Allan  B.  Hubbard,  head  of  the 
White  House  National 
Economic  Council,  is  the 
President's  point  man  on 
Social  Security  reform.  He 
talked  recently  with  Washington  Bureau 
Chief  Lee  Walczak  and  Washington  Outlook 
Editor  Richard  S.Dunham. 

There  is  a  big  group  of  voters  who  fear 
additional  financial  risk  and  like  the 
idea  of  government  safety  nets.  How  do 
you  win  these  people  over? 

If  we  are  given  the  opportunity  to  com- 
municate the  program  to  the  folks 
you're  talking  about,  I  am  convinced 
that  at  least  two-thirds  will  be  support- 
ive. If  they're  over  55,  they  are  not  af- 
fected. No.  2,  the  accounts  are  volun- 
tary. While  the  other  side  is  accusing 
the  President  of  forcing  everybody  to 
put  money  into  high-risk  stocks,  that's 
just  not  a  fact. 

Why  the  resistance  to  stocks? 

People  have  the  impression  that  the 
stock  market  goes  up  and  down,  and 
obviously  they  are  concerned  that  these 


are  going  to  be  risky  in- 
vestments. When  you 
explain  that  there  are 
only  going  to  be  six  [in- 
vestment] options— all 
of  them  broad-based 
mutual  funds— they  be- 
come very  comfortable. 
The  sixth  option  is  a 
life-cycle  fund  that 
automatically  reinvests 
your  money,  depending 
on  how  close  you  are 
to  retirement. 


But  what  do  you  tell 
risk-averse  people? 

There's  risk  in  staying 
with  what  has  been  tra- 
ditionally defined  as  a  safety  net  pro- 
gram. The  least  risk  is  investing  your- 
self, and  you  can  [always]  decide  to 
invest  in  risk-free  investments,  such 
as  Treasuries. 

Many  liberals  and  AARP,  the  seniors' 
lobby,  would  let  people  invest 
some  retirement  savings— but  only 


NEC'S  HUBBARD  "[Bush's] 

plan  understates  what 
the  return  will  be" 


as  an  addition  to  Social  Security.  What 
about  that? 

AARP  is  not  going  to  be  with  us  de- 
spite what  they  say.  They  don't  want 
a  solution. 

Research  shows  that  a  huge  number  of 
contributors  to  401(k)  plans  make  poor 
investment  decisions  and 
reduce  their  available  earn- 
ings. How  do  you  respond  to 
critics  who  say  the  juicy 
returns  you  promise  for 
private  accounts  will 
likewise  prove  elusive? 
I  don't  agree  with  those  crit- 
ics. My  economist  friends 
say  our  plan  understates 
what  the  return  will  be.  The 
President  is  a  big  believer  in 
giving  people  options— not 
just  on  Social  Security,  but 
on    schools,    health    care, 
homeownership.  It's  part 
of  freedom. 


So  Social  Security  reform 
lives? 

What  was  the  general  thinking  on 
the  President's  tax  cut  at  this  point 
in  2003? 

Dead,  dead,  dead... 

Right.  And  this  is  not  like  the  tax  cut, 
which  you  didn't  have  to  do.  The  coun- 
try would  have  kept  going.  This  has  to 
be  done.  There's  no  choice. 
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JUST  WHAT  GM  NEEDS 


A  passive  investment?  Kirk  Kerkorian's 
investment  is  anything  but 


AS  IF  FALLING  SALES, 
weak  stock  price,  and 
mounting  losses  didn't 
give  General  Motors 
Corp.  enough  to  worry 
about.  Now  Kirk  Kerko- 
rian,  the  billionaire  agi- 
tator who  tried  to  take  over  Chrysler  Corp. 
in  1995,  has  come  knocking.  Kerkorian 
said  on  May  4  that  his  investment  firm, 
Beverly  Hills  (Calif.)-based  Tracinda 
Corp.,  had  snatched  up  22  million  shares 
in  GM,  a  4%  stake.  Moreover,  it  offered 
$31  a  share— a  13%  premium  over  that 
morning's  price— to  buy  enough  stock  to 
boost  Kerkorian's  holdings  in  the  strug- 
gling auto  giant  to  nearly  9%. 

By  day's  end,  GM  shares  had  soared 
18%  as  investors  jumped  at  the  chance  to 
ride  Kerkorian's  often  profitable  coattails. 
Given  GM's  market  cap  of  just  $15.7  bil- 
lion before  the  tender  offer  was  an- 
nounced, most  figure  Kerkorian  aims  to 
gobble  up  a  cheap  stake  and  use  his  posi- 
tion to  compel  the  auto  maker  to  sell  off 
noncore  assets,  cut  costs,  or  restructure 
the  bloated  auto  business  far  faster  than 
current  management  appears  inclined  to 
do.  Many  figure  his  goal  may  be  to  force  a 
sale  of  all  or  part  of  the  General  Motors 
Acceptance  Corp.  (GMAC)  finance  arm, 
which  could  potentially  bring  billions. 
Such  moves,  if  successful,  would  go  a 
long  way  to  bolster  GM's  shares. 

SHAKING  THE  TREE 

KERKORIAN  IS  ALSO  undoubtedly  eyeing 
the  $38.3  billion  in  cash  that  GM  has 
stockpiled  between  the  auto  company 
and  GMAC.  If  the  past  is  any  guide,  some 
of  that  money  could  eventually  end  up  in 
the  hands  of  shareholders  through  a  spe- 
cial dividend  or  a  stock  buyback.  Ulti- 
mately, Kerkorian  may  push  to  get  one  or 
more  of  his  own  people  on  the  board  to 
increase  the  pressure  on  GM  Chairman 
and  CEO  G.  Richard  Wagoner  Jr.  to  make 
such  moves.  But  first,  says  a  senior  in- 
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vestment  banker  close  to  GM,  Kerkorian 
will  do  everything  possible  to  unlock  val- 
ue: "He's  going  to  shake  the  tree  to  see 
what  falls  off." 

GM  would  not  comment  for  this  story. 
Terry  Christensen,  a  lawyer  for  Tracinda, 
says  it  is  simply  making  a  "passive"  in- 
vestment because  GM's  shares  are  so  un- 
dervalued. "They  have  great  assets,  great 
cash  flow,  and  a  lot  of  cash  on  hand,"  he 
says.  "[GM]  has  major  liabilities, 
but  it  also  has  a  major  _ 

bank   account   to   solve    /  V  ~ 

some  of  those  problems." 
Yet  Kerkorian,  who  over 
the  years  has  held  stakes 
in  a  range  of  companies 
and  industries  includ- 
ing MGM,  Chrysler,  and 
Western  Airlines,  has 
made  such  claims  be- 
fore. Indeed,  the  deal- 
maker,  now  a  robust 
87,  has  a  history  of 
coming  on  soft  and 
gentlemanly        at 
first— and        then 
shaking  things  up 
if     management 
doesn't  make  the 
moves  he  wants 
or    succeed    in 
boosting  share- 
holder value. 

Consider        what 
happened  in  the  1990s, 
when  Kerkorian  bought  a 
stake  in  then-ailing  Chrysler 
Corp.  The  dealmaker  agitated  for 
change  but  did  so  in  a  series  of 
quiet  conversations  with  then- 
CEO  Robert  Eaton,  according  to 
Kerkorian    insiders.    He    even 
toured  the  Detroit  auto  show 

BACKSEAT  DRIVER?  Kerkorian 
could  force  a  restructuring 


', 


with  the  CEO,  trying  out  the 
flashy  new  Viper  sports  car. 
"Kirk  considers  it  dishonor- 
able to  be  anything  but  cour- 
teous," says  a  longtime  asso- 
ciate. "He  treats  people  like 
he  wants  to  be  treated." 

Chrysler  managed  to  re- 
verse its  fortunes,  but  the 
stock  price  eventually  lan- 
guished. After  failing  to 
convince  management  to 
buy  back  shares  or  pay  out  some  of  its  $6 
billion  cash  hoard  as  a  dividend  to  boost 
shares,  Kerkorian  launched  a  $20.5  bil- 
lion hostile  takeover  bid.  In  the  end, 
Kerkorian  couldn't  raise  the  money  to  fi- 
nance his  bid.  But  by  the  time  Daimler  ac- 
quired Chrysler  in  1998,  he  had  made  an 
estimated  paper  profit  of  $4.8  billion. 

Thus  many  expect  Kerkorian  to  move 
slowly,  spending  months  quiedy  pushing 
management  for  change.  Only  if  that  tac- 
tic fails  is  he  likely  to  publicly  demand  ac- 
tion. But  just  because  Kerkorian  is  quiet, 

doesn't  mean  nothing  will  happen.  He 
could  pressure  GM  to  announce 


S 
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clearer  plans  to  fix  the  car 
business.  GM  lost  $1.1  bil- 
lion in  the  first  quarter  due 
to  huge  health- care  costs 
for  union  workers  and  re- 
tirees and  a  sharp  market- 
share  slide.  Wall  Street  ana- 
lysts say  that  Wagoner's 
reluctance  to  release  a  de- 
tailed repair  plan  is  a  weight 
on  the  stock.  Some  are  opti- 
mistic Kerkorian  could  push 
management  into  deeper  cuts  with  the 
union.  Says  UBS  Securities  analyst  Rob 
Hinchliffe:  "It  might  force  management 
to  deal  more  directly  with  the  union." 

Wagoner  is  already  talking  to  the  Unit- 
ed Auto  Workers  about  cutting  health- 
care costs  and  production.  But  many  on 
Wall  Street  think  GM  needs  to  start 
downsizing,  and  fast.  Kerkorian  could  be- 
come management's  new  gadfly,  de- 
manding plant  closings  and  other  cuts 
that  could  boost  GM's  operating  perform- 
ance, says  Joseph  S.  Philhppi,  president  of 
AutoTrends  Consulting:  "If  he  could 
force  management  to  restructure  the 


Kirk's  Biggest  Moves 

AIRLINES  The  onetime  flight  instructor  begins  ferrying 
gamblers  between  Los  Angeles  and  Las  Vegas  in  1947, 
borrowing  $3  million  to  create  Trans  International  Airlines. 
Eventually  sells  it  in  1968,  netting  $104  million.  Buys 
Flamingo  Hotel  in  Vegas  and  30%  stake  in  Western 
Airlines.  Takes  a  board  seat,  forces  out  the  CEO,  and 
unsuccessfully  tries  to  merge  with  American.  In 
1976  sells  remaining  17%  stake  back  to  the  company. 

METRO-GOLDWYN-MAYER  Gains  control  of  the 
studio  in  1969;  merges  it  with  United  Artists  in 
1981.  When  cable  and  home  video  make  MGM's 
library  of  films  valuable,  sells  some  assets  to  Ted 
Turner  in  1986  and  the  remainder  to  an  Italian 
financier  in  1989.  After  buying  MGM  back  in 
1996,  sells  out  to  a  Sony-led  group  this  year.  Pockets  $2  billion  for  his  69% 
stake  on  top  of  $1.4  billion  dividend  paid  before  the  deal. 

MGM  MIRAGE  Having  bought  and  sold  two 
Vegas  casinos  by  the  early  '80s,  reenters 
gambling  in  1993  by  building  MGM  Grand  Hotel 
on  the  Strip.  In  2000,  MGM  Grand  buys  Mirage 
Resorts  for  $4.4  billion.  This  year,  MGM  Mirage 
snapped  up  Mandalay  Resort  Group  for  $7.9  billion.  His 
57%  stake  is  now  worth  $5.6  billion. 

CHRYSLER  After  amassing  stock  and  initially  backing  turnaround 
plans,  launches  a  hostile  bid  in  1995  when  Chrysler  fails  to  boost  the 
stock.  Bid  fails,  but  Kerkorian  earns  an  estimated  $4.8  billion  in  paper 
profits  by  the  time  of  the  1998  merger  with  Daimler  Benz.  Later  sues 
Daimler  and  CEO  Jurgen  Schrempp  for  allegedly  misrepresenting  the 
deal  as  a  "merger  of  equals"  that  cost  him  billions.  Loses  case  in  April; 
is  now  appealing. 


X 


company,  it  would  pay  big  dividends." 
But  that  may  not  be  the  only— or  even 
the  main— focus  of  Kerkorian's  second 
foray  into  Detroit.  GM  has  $19.8  billion  in 
cash  in  its  auto  business  and  another 
$18.5  billion  in  GMAC.  Merrill  Lynch  & 
Co.  analyst  John  A.  Casesa  says  the  auto 
maker  could  sell  its  GMAC  mortgage  and 
insurance  businesses  for  billions.  The 
same  day  Kerkorian  made  his  move,  GM 
put  its  residential  mortgage  business  un- 
der a  separate  holding  company,  which 
would  make  it  easier  to  spin  off.  Kohlberg 
Kravis  Roberts  &  Co.,  a  New  York  private 
equity  firm,  is  also  looking  at  the  com- 
mercial mortgage  business,  say  bankers. 
KKR  declined  to  comment.  Moreover,  GM 
owns  20%  each  of  Suzuki  Motor  Corp. 
and  Subaru  parent  Fuji  Heavy  Industries 
Ltd.,  both  of  Japan. 

BREAKUP  AHEAD? 

COULD  KERKORIAN  or  another  investor 
try  to  take  over  GM  and  cause  such  a 
breakup?  For  now  that  looks  unlikely. 
Private  equity  firms  have  been  sniffing 
around  but  are  mosdy  interested  in  pick- 
ing off  what  they  can  from 
the  financing  operations.  Be- 
sides, the  costs  of  fixing  GM 
would  be  prohibitive,  say 
bankers.  It  will  take  tens  of 
billions  of  dollars  to  shrink 
GM's  auto-making  business 
to  a  profitable  level.  Even  if 
that  happens,  GM  has  $57 
billion  in  unfunded  health- 
care liabilities. 

Instead,  most  expect 
Kerkorian  to  grab  a  big 
enough  stake  to  make  his 
voice  heard,  a  move  that  could 
lead  him  to  try  to  gain  seats  on 
the  board.  Given  Kerkorian's 
track  record,  his  presence 
alone  may  be  enough  to  get 
GM  more  focused  on  restruc- 
turing. While  that  could  be 
disruptive,  some  execs  say 
Wagoner  might  actually  wel- 
come the  threat  of  someone 
like  Kerkorian  as  a  way  to  win 
support  for  more  massive 
change.  Says  one  GM  insider: 
"Puck  could  use  the  cover  to 
make  some  of  the  difficult  de- 
cisions that  we  need  to 
make."  Who  knows?  Kerkori- 
an could  end  up  lending  Wag- 
oner a  hand.  ■ 

-By  David  Welch  in  Detroit, 

with  Ronald  Grover  in  Los 

Angeles  and  Emily  Thornton 

in  New  York 
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THE  TREASURY 


BETTING  BIG 
ON  LOW  YIELDS 

The  government  thinks  reissuing  30-year 
bonds  will  cut  its  borrowing  costs.  Will  it? 


WHEN  THE  U.S. 
Treasury  shocked 
the  financial  mar- 
kets in  October, 
2001,  with  the  an- 
nouncement that  it 
was  ending  the 
sale  of  30-year  bonds,  it  gave  two  main 
reasons  for  the  move.  It  argued  that  the 
government's  finances  had  improved  to 
such  an  extent  that  30-year  bonds  were 
no  longer  necessary.  It  further  contended 
that  the  government  could  save  money  by 
not  issuing  higher-yielding  long  bonds. 

Now,  says  Assistant  Treasury  Secretary 
Timothy  S.  Bitsberger,  "it's  a  different 
world."  Indeed.  On  May  4  the  govern- 
ment announced  that  it  may  resume  sales 
of  30-year  bonds  early  next  year.  If  so,  the 
Treasury  will  be  betting  that  long  rates 
will  remain  low,  allowing  it  to  put  a  lid  on 
the  government's  borrowing  costs. 

It's  a  risky  bet  since  no  one,  Federal  Re- 
serve Chairman  Alan  Greenspan  includ- 
ed, can  fully  explain  why  long-term  rates 
have  remained  so  low.  But  the  move  re- 
flects a  belief  that  the  world  is  awash  with 
excess  savings  that  will  last  for  some  time 
as  aging  baby  boomers  in  Japan,  Europe, 
and  the  U.S.  stash  away  money  for  retire- 
ment. "Treasury  is  taking  the  view  that 
we've  entered  an  extended  period  of  low 
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global  bond  yields,"  says  Louis  Crandall 
of  consultant  Wrightson  ICAP  LLC. 

At  the  same  time,  the  government's  fi- 
nances look  a  lot  worse  than  they  did  in 
October,  2001.  Thanks  to  stepped-up 
spending  on  defense  and  homeland  secu- 
rity and  President  George  W.  Bush's  big 
tax  cuts,  the  deficit  swelled  last  year  to  a 
record  $412  billion.  While  if  s  expected  to 
decline  this  year  as  the  recovering  econo- 
my boosts  federal  tax  receipts,  the  legacy 
of  past  deficits  means  the  Treasury  will 
face  heavy  financing  needs  for  years. 

That' s  partly  the  result  of  the  Trea- 
sury's earlier  decision  to  end  issuance  of 
30-year  bonds  and  increase  sales  of 
shorter-dated  notes.  Those  notes— princi- 
pally of  three-  and  five-year  maturities- 
come  due  sooner  than  bonds  and  must  be 


Narrower  Spreads 

The  premium  investors  demand  for  the  longest-term 
bonds  has  shrunk 

JUNE  24.  2003 

MAR.  24.  2005 

MAY  4.  2005 

30-year  Treasury  yield 

4.33% 

4.84% 

4.59% 

10-year  Treasury  yield 

3.25 

4.60 

4.19 

Difference 

1.08 

0.24 

0.40 

Data:  :  ;.;~  berg  F  na 

IN  THE  PITS  refinanced.  Economist 

There's  plenty  Drew  T.  Matus  of  Wall 
of  demand  from  street  broker  Lehman 
pension  funds  Brothers  Holdings  Inc. 
reckons  the  Treasury 
will  face  an  annual  financing  burden  of 
close  to  $950  billion  by  2008  as  a  result. 
While  there's  no  argument  that  the 
government  faces  some  steep  borrowing 
demands  in  the  years  ahead,  it's  not  clear 
that  bringing  back  the  30-year  bond  will 
save  taxpayers  money.  Historically,  the  in- 
terest rate  on  the  30-year  bond  has  been 
well  above  that  of  the  10-year  note  as 
lenders  have  demanded  a  premium  to 
compensate  for  taking  on  extra  risk. 
That's  a  big  reason  why  Treasury  officials 
stopped  issuing  long  bonds  3/2  years  ago. 
They  wanted  to  save  money  by  borrowing 
at  the  lower  rates  available  on  shorter- 
dated  securities. 


ASIAN  SELL-OFF 

BUT  IN  RECENT  MONTHS  the  spread  be- 
tween the  yield  on  the  30-year  bond  and  a 
10-year  note  has  narrowed  markedly, 
making  it  more  attractive  to  borrow  long 
term.  The  collapse  in  the  yield  spread  has 
been  driven  in  part  by  increased  buying 
by  U.S.  and  European  pension  funds, 
which  are  under  regulatory  and  other 
pressure  to  shore  up  their  finances  by 
more  closely  matching  the  maturity  of 
their  assets  with  their  longer-dated  liabil- 
ities. It's  those  buyers  that  Treasury  lc: 
hopes  to  tap  by  resuming  long-bond  t 
sales.  Such  a  shift  could  also  help  insulate 
the  U.S.  Treasury  market  from  cutbacks  in 
buying  of  shorter- dated  paper  by  Asian 
central  banks  seeking  to  diversify  their 
currency  reserves  out  of  dollars. 

It's  not  just  higher  demand  from  pen- 
sion funds  thaf  s  behind  the  low  long 
bond  yields.  Lack  of  supply  has  also 
played  a  part  That's  about  to  change.  In 
deed,  the  yield  on  the  Treasury's  longest- 
dated  bond,  which  matures  in  2031,  rose 
to  4.59%  after  the  announcement,  up 
from  4.48%  the  day  before. 

Long  rates  have  also  been  held  down 
as  hedge  funds  and  others  have  bought 
bonds,  gambling  that  the 
Fed  will  raise  short-term 
rates  slowly.  But  the  strate- 
gy could  backfire,  pushing  Jv 
up  long-term  rates  if  the 
Fed  gets  more  aggressive 
about  tightening  credit.  In  1 
that  case,  Treasury  may 
have  some  hard  thinking 
to  do  before  it  decides  to  0 
reissue  30-year  bonds. 

-By  Rich  Miller  in  t 
Washington    • 
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ONE  BIG 
QWESTION  MARK 

After  losing  MCI  to  Verizon,  CEO 
Notebaert  lias  to  shift  strategy 


t 
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THE  STAT 


A  DAY  AFTER  DROPPING 
out  of  a  bruising  two- 
month  battle  to  snatch 
MCI  Inc.  from  a  merger 
with  Verizon  Communi- 
cations Inc.,  Qwest 
Communications  Inter- 
national Inc.  Chairman  and  Chief  Execu- 
tive Richard  C.  Notebaert  quickly  set  out 
to  reassure  investors  that  his  company's 
oudook  was  sunny.  "A  beautiful  day  here 
in  Denver,"  Notebaert  began  a  May  3 
conference  call.  "You  can  see  the  moun- 
tains. It  is  clear." 

Notebaert  may  have  a  great  view  of 
the  Rockies,  but  truth  is,  the  future  of 
Qwest  is  a  lot  less  clear.  The  57-year-old 
telecom  veteran  has  lim- 
ited options,  and  none  of 
them  look  very  promis- 
ing. Qwest's  problems 
are  myriad:  It  lacks  a 
wireless  company,  its 
money-losing  fiber-optic 
network— short  on 
business  customers— is 
hugely  underutilized, 
and  it  continues  to  lose 
customers  in  its  tradi- 
tional residential  phone 
business.  Whether  Note- 
baert attempts  to  expand 
Qwest,  or  shape  it  up  for 
a   sale,   the   company's  ■■ 

$17.3  billion  total  debt  load  and  weak- 
ened market  position  make  either  strate- 
gy a  Herculean  task. 

Investors  are  already  coming  to  that 
conclusion.  Qwest's  stock  price  is  down 
more  than  15%  since  the  takeover  battle 
began  in  mid-February,  vs.  a  2%  decline 


$17.3 

BILLION 

Qwest's  total  debt 
level,  more  than 
twice  the  company's 
market  cap 


Data   -ompany  reports 


Services  Index.  Though  Notebaert  has 
significandy  trimmed  Qwest's  losses,  he's 
hardly  out  of  the  woods.  Excluding  a  one- 
time gain  of  $257  million  from  asset 
sales,  Qwest  lost  $180  million  in  the  first 
quarter  on  sales  of  $3.4  billion,  a  1%  drop. 
"They  don't  have  any  clear  exit  plans  or 
alternatives,"  says  Timothy  Gilbert,  a 
telecom  analyst  at  Principal  Financial 
Group.  "They  become  less  and  less  rele- 
vant in  the  telecom  universe." 

FIBER-OPTIC  FUTURE 

NOTEBAERT,  OF  COURSE,  sees  it  differ- 
endy.  "Strategically,  there  are  a  lot  of  op- 
portunities in  our  sector,"  he  told  in- 
vestors on  May  3.  He  sees  his  best  shot  in 
revamping  Qwest's  fiber- 
optic network  business. 
Built  to  serve  businesses 
with  high-speed  data 
services,  it  lost  $200  mil- 
lion in  the  first  quarter. 
Acquiring  MCI  had  been 
key  to  Notebaert's  plans, 
since  filling  the  network 
with  MCl's  corporate 
clients  would  have  elimi- 
nated those  losses.  So 
Notebaert  has  now  shift- 
ed back  to  his  original 
strategy— looking  for 
smaller  telecom  outfits  to 
^^^^^^"    beef  up  Qwest's  traffic. 

So  which  companies  could  Qwest  buy 
now?  Last  year,  Notebaert  lost  a  lower- 
profile  bidding  war  for  Allegiance  Tele- 
com, a  bankrupt  provider  of  telecom 
services  to  corporate  customers.  Donna 
Jaegers,  a  telecom  analyst  at  Janco  Part- 
ners Inc.  in  Englewood,  Colo.,  says  the 


for  the  Standard  &  Poor's  500  Telecom     winner  of  that  fight,  the  $1.3  billion-in- 


revenues  XO  Commu-    FEWER  OPTIONS 

nications  Inc.,  might    Fiber  is  tying 
now  be  a  target  for    Notebaert's 
Qwest.  So  would  Time    ^^^ 
Warner  Telecom  Inc.,  a 
$700  million-in-revenues  offshoot  of 
the  big  media  company;  it  too  provides 
telecom  services  to  businesses. 

Notebaert  will  also  press  the  Justice 
Dept.  and  the  Federal  Communications 
Commission  to  require  SBC  Communica- 
tions Inc.  to  divest  some  network  assets 
before  approving  its  acquisition  of  AT&T. 
He'll  likely  do  the  same  with  Verizon  and 
MCI.  That  could  give  Qwest  better  access 
to  business  customers  in  cities  such  as 
New  York  or  San  Francisco.  Even  if  all 
these  steps  only  got  Qwest' s  fiber-optic 
network  to  the  break-even  point,  that 
might  be  enough.  Qwest  could  then  begin 
to  pay  down  its  huge  debt  load  with  cash 
flow  from  its  profitable  local  phone  unit. 

That  may  be  Qwest' s  best  hope.  A  sale  of 
the  company's  fiber-optic  network  to  a 
"super  carrier"  such  as  SBC/AT&T,  Veri- 
zon/MCI, or  Sprint  Corp.  isn't  likely.  They 
all  have  extensive  networks,  and  Qwest 
wouldn't  add  enough  revenue  to  justify  a 
deal,  figures  Jay  E.  Pultz,  a  telecom  analyst 
at  Gartner  Inc.  At  the  right  price,  Pultz  fig- 
ures, BellSouth  Corp.,  might  be  interested, 
although  it  says  it  doesn't  have  any  acqui- 
sition plans.  But  private-equity  firms 
might  make  Qwest  an  offer  it  can't  refuse. 
They  could  recapitalize  the  balance  sheet 
and  sell  its  fiber  network,  leaving  Qwest  as 
a  slow-growing,  cash-generating  local 
phone  provider.  Avoiding  that  fate 
will  take  some  fancy  footwork  on  Note- 
baert's part.  ■ 

-By  Christopher  Palmeri  in  Los  Angeles 
and  Brian  Grow  in  Atlanta 
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CONSUMER  ELECTRONICS 

WHO'S  GOT 
GAME  NOW? 

With  its  next  Xbox,  Microsoft  is  out  to 
grab  more  share  from  Sony  and  Nintendo 


HO  KNEW  PROD- 
uct  briefings  could 
be  so  entertain- 
ing? For  months, 
Microsoft  Corp. 
talked  up  the  long- 
awaited  unveiling 
of  its  new  game  console,  which  is  expect- 
ed to  be  called  Xbox  360,  set  for  May  16. 
Then  Sony  Corp.  tried  to  steal  Microsoft's 
thunder  by  scheduling  a  news  conference 
a  scant  three  hours  earlier  to  reveal  its 
own  console.  Microsoft's  ri- 
poste: a  "sneak  peek"  of  the 
new  Xbox  during  a  30- 
minute  infomercial  airing 
on  MTV  on  May  12.  "Every- 
one's watching  what  Sony 
will  come  out  with  and 
what  we  will  come  out  with 
and  who  can  be  the  leader 
this  time  around,"  says  Mi- 
crosoft Chairman  William 
H.  Gates  III. 

Like  gunslingers  in  their 
own  shoot-'em-up  games, 
top  console  makers  are 
blasting  away  with  market- 
ing salvoes  months  before 


High 
Stakes 


MICROSOFT 


products  even  hit  the  shelves.  Analysts 
don't  expect  Xbox  360  to  go  on  sale  until 
November,  with  machines  from  Sony  and 
Nintendo  Co.  coming  in  early  2006.  Still, 
the  company  that  captures  the  lead  will 
not  only  sell  the  most  hardware,  it  will 
likely  collect  the  biggest  slice  of  revenues 
from  sales  of  game  software  and  fees 
from  gamemakers  whose  tides  run  on 
their  consoles.  They're  battling  to  rule  a 
$24  billion  industry  that's  expected  to 
grow  to  $27  billion  by  2007. 

The  stakes  are  even  higher 
than  usual  with  this  genera- 
tion of  consoles.  These  ma- 
chines are  so  powerful  that 
they're  capable  of  becoming 
all-purpose  entertainment  ap- 
pliances in  the  digital  home  of 
the  future.  They  will  deliver 
not  just  games  but  also 
music,  movies,  e- 
mail,  and  ad- 
vertisements. 
And  the  top 
console  com- 
pany     will 
hold    sway 
over  the  tech- 
nologies that 
link  home  devices— giving  it  a 
leg  up  in  the  race  to  sell  scads 
of  related  products. 

Microsoft  did  little  more 

NINTENDO 


Xbox  360 


PlayStation  3 


Revolution 


Includes  a  hard  drive 
so  gamers  can  fetch 
customized  characters 
and  music  from  the  Web. 


Sony's  Blu-ray  Disc 
DVD  technology  will  let 
consumers  watch 
high-definition  video. 


Little  is  known.  The 
company's  focus  is 
more  on  games  than 
hardware. 


Expected      November,  in  U.S.;  later 
Arrival       elsewhere. 


March,  in  Japan;  later 
elsewhere. 


Around  the  same 
time  as  PlayStation  3. 


Price     ;    $300  to  $350. 

*  Not  yet  finalized 


Probably  higher  than  Xbox.     Unknown. 


than  establish  a  beachhead  with  its  first 
console,  but  this  time  it  could  do  much 
better.  For  starters,  Xbox  360  will  hit 
stores  ahead  of  PlayStation  3— -rather 
than  being  20  months  behind,  as  the  first 
Xbox  was  when  it  debuted  four  years  ago. 
Its  own  Halo  2  was  the  No.  2-selling 
game  last  year.  And  Microsoft  has  pulled 
out  the  stops  to  woo  gamemakers  by 
making  it  much  easier  to  create  exciting 
games  for  Xbox.  "Microsoft  is  finally 
thinking  like  a  software  company— and 
about  how  they  can  help  their  partners 
build  games,"  says  Brian  J.  Farrell,  CEO  of 
game  developer  THQ  Inc.  Farrell  is  devel- 
oping new  games  designed  to  harness 
Xbox5  features. 

HOTTER  TECHNOLOGY 

ANALYSTS  BELIEVE  Microsoft  will  gain 
market  share  on  both  rivals.  Unlike  the 
last  time  around,  it  will  have  a  wide  selec- 
tion of  popular  games  from  the  get-go. 
"There  will  be  more  games  because  Xbox 
is  now  proven,"  says  equity  analyst  Ed- 
ward S.  Williams  of  Harris  Nesbitt  Corp. 
Right  now  Sony  has  a  69%  market  share 
worldwide,  vs.  16%  for  Microsoft  and  15% 
for  Nintendo,  according  to  market  re- 
searcher DFC  Intelligence.  By  the  time  the 
next  generation  peaks,  Williams  predicts, 
Microsoft  will  have  25%  market  share, 
Sony  65%,  and  Nintendo  10%. 

That' s  despite  the  fact  that  PlayStation 
3  is  expected  to  boast  hotter  technology. 
In  addition  to  high-definition  graphics 
and  massive  processing  power  in  its  Cell 
multimedia  chip,  it  also  will  offer  a  new 
DVD  technology  called  Blu-ray  Disc.  Un 
like  Xbox  360,  the  new  PlayStation  will  be 
able  to  run  high-definition  movies.  "We 
look  at  delivering  a  quantum  leap  in  tech- 
nology, not  just  Xbox  version  1.5,"  says 
Sony  spokeswoman  Molly  Smith.  But  an 
alysts  believe  if  s  the  games  that  matter 
most— so  being  a  little  less  hot  won't  hurt 
Microsoft  much. 

Nintendo  is  a  wild  card.  Executives 
there  say  they'll  launch  their  new  console, 
code-named  Revolution,  around  the 
same  time  as  Sony.  But  they  haven't  pro 
vided  any  information  so  far  about  its  ca- 
pabilities—and little  has  leaked  out. 
Gates  dismisses  the  industry  stalwart  as  a 
"niche  player,"  but  game  developers  say 
it's  way  too  early  to  count  Nintendo  out 

Microsoft  isn't  likely  to  crush  the  com- 
petition. But  a  year  from  now  the  contest 
between  Xbox  and  PlayStation  could  be 
much  more  even.  One  thing's  sure:  Al] 
this  one-upmanship  is  going  to  prove 
mighty  entertaining  for  gamers.  ■ 

-By  Cliff  Edwards  in  San  Francisct 
and  Jay  Greene  in  Seattlt 
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With  lightning  speed  and  brilliant  color,  no  wonder 

the  Xerox  Phaser*  8400  printer  is  getting  rave  reviews, 

And  starting  at  just  $999,  it's  cause  for  celebration. 

Xerox  Color.  It  makes  business  sense. 


What  does  $999  buy  you?  Quite  a  bit,  when  you're 
talking  about  the  Phaser  8400.  It  prints  vivid  color 
plus  black  and  white  at  the  same  incredible  speed— 24 
pages  per  minute.  So  it's  no  surprise  that  it's 
winning  all  kinds  of  industry  recognition.  Like  PC 
World's  Best  Buy  Award  for  Color  Laser  Printers,  as 


\° 
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well  as  Buyer's  Laboratory's  Pick  of  the  Year  for 
Outstanding  Critical  Color  Printer.  Not  to  mention 
Better  Buys  for  Business's  2004  Hot  Pick  Award.  To 
learn  more  about  our  full  line  of  Xerox  network 
printers,  digital  copiers  and  multifunction  systems, 
call  or  visit  our  website  today.  Champagne,  anyone? 


XEROX. 


Technology  |  Document  Management  |  Consulting  Services  | 


xerox.com/office/winning8400 
1-877-362-6567  ext.  1977 


©2005  XEROX  CORPORATION  All  rights  reserved  XEROX*  Phaser*  and  Xerox  Color  It  makes  business  sense  are  trademarks  of  XEROX  CORPORATION  in  the  United  States  and/or  other  countries 
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DETOUR  IN 
ABBY'SROAD 

Abigail  Johnson,  daughter  of 
Fidelity  Investments 
Chairman  and  CEO  Edward 
"Ned"  Johnson  III,  has  been 
seen  as  her  dad's  successor 
since  joining  the  firm  in  1988. 
So  it  was  a  bit  of  a  surprise 
when  the  mutual-fund  giant 
announced  on  May  2  that  the 
younger  Johnson,  43,  was 
being  immediately 
transferred  from  running 
Fidelity's  high-profile  mutual- 
fund  division  to  a  more 
mundane  unit  that 
administers  retirement, 
payroll,  and  other  services  for 
corporate  clients. 

A  demotion?  Hardly— 
Abby  Johnson  isn't  being  sent 
to  a  backwater.  While  less 
glamorous  than  investments, 
the  processing  and 
administration  unit  is  the  top 
provider  of  401(k)s  and 
similar  savings  plans  in 
Corporate  America.  It  not 
only  generates  43%  of 
Fidelity's  assets  under 
management  but  also  is 
Fidelity's  fastest-growing 
business.  The  move  will 
broaden  Johnson's 
experience-a  must  since  her 
next  job  is  likely  to  be  the  top 
spot  when  Ned,  74,  retires. 

-Aaron  Pressman 


BIG  BLUE 
WIELDS  THE  AX 

IBM  didn't  wait  long  to  let  the 
other  shoe  drop.  After  the 
market  closed  on  May  4,  the 
tech  giant  announced  a 
pretax  write-off  of  between 
$1.3  billion  and  $1.7  billion  to 
reduce  its  workforce  by  3%, 
or  about  10,000  to  13,000 
jobs.  Most  of  the  cuts  will 
come  in  Europe.  IBM  had 
telegraphed  the  restructuring 
at  the  same  time  it  reported 
disappointing  first- quarter 
earnings  on  Apr.  14. 
Revenues  grew  just  3%,  to 
$22.9  billion,  while  earnings 
per  share  of  85<t  missed  Wall 
Street's  estimates  by  a  nickel. 
Big  Blue  was  hurt  by  weak 
demand  for  services  and 
mainframes  in  March, 
especially  in  Europe. 


BOEING'S 
NEW  BUDDY 


LOCKHEED  M 
MARTIN'S^ 
ATQSV     J 

Rivals  Boeing  and  Lockheed 
Martin  have  put  aside  their 
bickering  over  government 
rocket  launches  and  formed  a 
joint  venture.  The  companies 
have  been  at  odds  since  the 
disclosure  that  Boeing 
employees  had  thousands  of 
pages  of  confidential 
Lockheed  Martin  documents, 
but  the  companies  are 
dropping  their  lawsuits.  The 
government  has  wanted  two 
viable  launch  companies  to 
assure  access  to  space,  but 
the  shrunken  launch  market 
prompted  the  U.S.  Air  Force 


to  prop^up  the  companies  by 
allocating  launches,  rather 
than  holding  cutthroat 
competitions.  The  companies 
estimate  Uncle  Sam  could 
save  $150  million  a  year  from 
the  consolidation.  How  much 
the  two  rivals  save  will 
depend  on  how  well  they 
recover  consolidation  costs. 
Their  commercial  launch 
operations  will  stay  separate. 


WHERE  ARE 
TIME' 


Time  Warner  disclosed  on 
May  2  that  computer  backup 
tapes  with  the  names  and 
Social  Security  numbers  of 
current  and  past  employees 
are  missing.  There  is  no 
evidence  that  the  data  have 
been  misused,  but  the 
company  referred  the  matter 
to  U.S.  Secret  Service 
investigators.  Time  Warner 
joins  other  companies, 
including  ChoicePoint, 
Lexis/Nexis,  Polo  Ralph  Lauren, 
and  DSW  Shoes,  that  have 
reported  missing  or  stolen 
customer  or  employee  data. 
In  Time  Warners  case, 
Boston-based  data  storage 
company  Iron  Mountain  picked 
up  a  container  of  tapes  in 
New  York  on  Mar.  22,  but  the 
box  failed  to  show  up  later 
that  day  at  a  secure  storage 
facility  in  New  Jersey.  Iron 
Mountain  chalked  it  up  to 
human  error,  while  noting  its 
99-99%  accuracy  rate. 


THEVICEMAIL 
SQUAD 

Federal  authorities  are 
cracking  down  on  what  the 
Securities  &  Exchange 
Commission  dubs  "vicemail," 
the  latest  twist  in  scams  to 
pump  and  dump  micro-cap 
stocks.  On  May  3,  the  SEC 
charged  Michael  O'Grady,  a 
Georgia  telemarketing 
executive,  and  two 
companies  he  controls  with 


broadcasting  thousands  of 
phony  "wrong  number" 
stock  tip  voicemails.  The 
messages  were  crafted  to 
sound  as  if  the  caller  were 
passing  along  a  tip  on  a  hot 
stock  to  a  friend  and  dialed 
the  number  by  mistake. 
O'Grady  and  the  two 
companies  settled  the 
charges  without  admitting  o 
denying  wrongdoing. 


ETCETERA... 

^Troubled  insurance  brokei 
Marsh  &  McLennan's  first- 
quarter  profits  fell  70%. 
>>Morgan  Stanley  named 
lawyer  David  Heleniak  vice- 
chairman. 

»US  Airways  Group  took  a 
$91  million  charge  to 
terminate  pension  plans. 


CLOSING  BELL 


Shares  of  MetLife 
rose  12.1%,  to 
$43.55,  on  May  4, 
after  it  reported  a 
65%  gain  In  first- 
quarter  earnings, 
beating  Street 
expectations.  The 
insurer,  which 
profited  from  higher 
fees,  raised  its 
annual  forecast, 
citing  its  purchase 
of  Travelers  Life  & 
Annuity. 


h 

•es 

irif 


DOLLARS 


APR.  26. '05  MAY  4, '05 

Data:  Btaxntefg  Financial  Martets 


42  i  BusinessWeek  I  May  16.  2005 


loll 

iaii 

JSt 

is 


'■'.- 


'ddenafil  citrate)  tablets 


Keep  that  spark  alive. 

FACT:  Viagra  can  improve  erections 
for  guys  with  ED.  Studies  show 
Viagra  can  also  improve  their 
sexual  relationship  satisfaction. 


Viagra  can  improve  the  ability  to  achieve 
and  maintain  an  erection  for  guys  with 
erectile  dysfunction.  Ask  your  doctor  if 

VIAGRA 
is  right  for  you. 


To  learn  more, 


-888-4VIAGRA 


VIAGRA  is  prescribed  to  treat  erectile  dysfunction.  We  know  that  no  medicine  is  for  everyone. 
If  you  use  nitrate  drugs,  often  used  for  chest  pain  (known  as  angina),  don't  take  VIAGRA. 
Taking  these  drugs  together  could  cause  your  blood  pressure  to  drop  to  an  unsafe  level. 

The  most  common  side  effects  of  VIAGRA  are  headache,  facial  flushing,  and  upset  stomach. 
Less  common  are  bluish  or  blurred  vision,  or  being  sensitive  to  light.  These  may  occur  for  a 
brief  time.  Remember  to  protect  yourself  and  your  partner  from  sexually  transmitted  diseases. 

Talk  with  your  doctor  first.  Make  sure  you  are  healthy  enough  to  have  sex.  If  you  have  chest 
pain,  nausea,  or  other  discomforts  during  sex,  seek  medical  help  right  away.  Although  erections 
lasting  for  more  than  four  hours  may  occur  rarely  with  all  ED  treatments  in  this  drug  class, 
it  is  important  to  seek  immediate  medical  attention.  Erections  lasting  longer  than  six  hours 
can  result  in  long-term  loss  of  potency. 

VIAGRA  is  covered  under  most  Managed  Care  Plans. 

Please  see  our  patient  summary  of  information  for  VIAGRA  (25  mg,  50  mg,  100  mg)  tablets  on  the  following  page. 

(JjJ^ft  I  .S.  Pharmaceuticals 

VG242505C  ©  2005  Pfizer  Inc.  All  rights  reserved. 


PATIENT     SUMMARY     OF 
INFORMATION     ABOUT 


VIAGRA 

(sildenafil  citrate)  tablets 


This  summary  contains  important  information  about  VIAGRA*.  It  is 
not  meant  to  take  the  place  of  your  doctor's  instructions.  Read  this 
information  carefully  before  you  start  taking  VIAGRA.  Ask  your 
doctor  or  pharmacist  if  you  do  not  understand  any  of  this  information 
or  if  you  want  to  know  more  about  VIAGRA. 
This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by 
their  doctors.  However,  VIAGRA  is  not  for  everyone  it  is  intended  for 
use  only  by  men  who  have  a  condition  called  erectile  dysfunction. 
VIAGRA  must  never  be  used  by  men  who  are  taking  medicines  that 
.itain  nitrates  of  any  kind,  at  any  time.  This  includes  nitroglyc- 
erin. If  you  take  VIAGRA  with  any  nitrate  medicine  your  blood  pres- 
sure could  suddenly  drop  to  an  unsafe  or  life  threatening  level. 

•  What  Is  VIAGRA? 

VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in  men. 
It  can  help  many  men  who  have  erectile  dysfunction  get  and  keep  an 
erection  when  they  become  sexually  excited  (stimulated). 
You  will  not  get  an  erection  just  by  taking  this  medicine.  VIAGRA 
helps  a  man  with  erectile  dysfunction  get  an  erection  only  when  he  is 
sexually  excited. 

•  How  Sex  Affects  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  fills  with  more  blood 
than  usual.  The  penis  then  expands  and  hardens.  This  is  called  an 
erection.  After  the  man  is  done  having  sex,  this  extra  blood  flows  out 
of  the  penis  back  into  the  body.  The  erection  goes  away.  If  an  erection 
lasts  for  a  long  time  (more  than  6  hours),  it  can  permanently  damage 
your  penis.  You  should  call  a  doctor  immediately  if  you  ever  have  a 
prolonged  erection  that  lasts  more  than  4  hours. 
Some  conditions  and  medicines  interfere  with  this  natural  erection 
process.  The  penis  cannot  fill  with  enough  blood.  The  man  cannot  have 
an  erection.  This  is  called  erectile  dysfunction  if  it  becomes  a  frequent 
problem. 

During  sex,  your  heart  works  harder.  Therefore  sexual  activity  may 
not  be  advisable  for  people  who  have  heart  problems.  Before  you  start 
any  treatment  for  erectile  dysfunction,  ask  your  doctor  if  your  heart  is 
healthy  enough  to  handle  the  extra  strain  of  having  sex.  If  you  have 
chest  pains,  dizziness  or  nausea  during  sex,  stop  having  sex  and 
immediately  tell  your  doctor  you  have  had  this  problem. 

•  How  VIAGRA  Works 

VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  to 
sexual  stimulation.  When  a  man  is  sexually  excited.  VIAGRA  helps  the 
penis  fill  with  enough  blood  to  cause  an  erection.  After  sex  is  over,  the 
erection  goes  away. 

•  VIAGRA  Is  Not  for  Everyone 

As  noted  above  {How  Sex  Affects  the  Body),  ask  your  doctor  if  your 
heart  is  healthy  enough  for  sexual  activity. 
If  you  take  any  medicines  that  contain  nitrates  -  either  regularly  or 
as  needed  -  you  should  never  take  VIAGRA.  If  you  take  VIAGRA  with 
any  nitrate  medicine  or  recreational  drug  containing  nitrates,  your 
blood  pressure  could  suddenly  drop  to  an  unsafe  level.  You  could  get 
dizzy,  faint,  or  even  have  a  heart  attack  or  stroke.  Nitrates  are  found 
in  many  prescription  medicines  that  are  used  to  treat  angina  (chest 
pain  due  to  heart  disease)  such  as: 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes,  and 
tablets  that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets  that 
are  swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or 
nitrite  ("poppers").  If  you  are  not  sure  if  any  of  your  medicines  contain 
nitrates,  or  if  you  do  not  understand  what  nitrates  are.  ask  your  doctor 
or  pharmacist. 

VIAGRA  is  only  for  patients  with  erectile  dysfunction.  VIAGRA  is  not 
for  newborns,  children,  or  women.  Oo  not  let  anyone  else  take  your 
VIAGRA.  VIAGRA  must  be  used  only  under  a  doctor's  supervision. 

•  What  VIAGRA  Does  Not  Oo 

•  VIAGRA  does  not  cure  erectile  dysfunction.  It  is  a  treatment 
for  erectile  dysfunction. 

•  VIAGRA  does  not  protect  you  or  your  partner  from  getting 
sexually  transmitted  diseases,  including  HIV  —  the  virus  that 
causes  AIDS 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac 

•  What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  decide  if  VIAGRA  is  right  for  you.  VIAGRA  can 
cause  mild,  temporary  lowering  of  your  blood  pressure.  You  will  need 
to  have  a  thorough  medical  exam  to  diagnose  your  erectile  dysfunc- 
tion and  to  find  out  if  you  can  safely  take  VIAGRA  alone  or  with  your 
other  medicines.  Your  doctor  should  determine  if  your  heart  is  healthy 
enough  to  handle  the  extra  strain  of  having  sex. 
Be  sure  to  tell  your  doctor  if  you: 

•  have  ever  had  any  heart  problems  (e.g.,  angina,  chest  pain, 
heart  failure,  irregular  heart  beats,  heart  attack  or  narrowing 
of  the  aortic  valve) 

•  have  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 

•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  have  ever  had  any  kidney  problems 

•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sickle  cell 
anemia  or  leukemia 

•  are  allergic  to  sildenafil  or  any  of  the  other  ingredients  of 
VIAGRA  tablets 

•  have  a  deformed  penis,  Peyronie's  disease,  or  ever  had  an 
erection  that  lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  of  bleeding  problems 

•  are  taking  any  other  medicines 


•  VIAGRA  and  Other  Medicines 

Some  medicines  can  change  the  way  VIAGRA  works.  Tell  your  doctor 
about  any  medicines  you  are  taking.  Do  not  start  or  stop  taking  any 
medicines  before  checking  with  your  doctor  or  pharmacist.  This 
includes  prescription  and  nonprescription  medicines  or  remedies: 

•  Remember,  VIAGRA  should  never  be  used  with  medicines 
that  contain  nitrates  (see  VIAGRA  Is  Not  for  Everyone). 

•  If  you  are  taking  alpha-blocker  therapy  for  the  treatment  of 
high  blood  pressure  or  prostate  problems,  you  should  not 
take  a  dose  of  greater  than  25  mg  of  VIAGRA  at  the  same  time 
(within  4  hours)  as  you  take  your  dose  of  alpha-blocker. 

•  If  you  are  taking  a  protease  inhibitor,  your  dose  may  be 
adjusted  (please  see  Finding  the  Right  Dose  for  You). 

•  VIAGRA  should  not  be  used  with  any  other  medical  treatments 
that  cause  erections.  These  treatments  include  pills,  medicines 
that  are  injected  or  inserted  into  the  penis,  implants  or  vacuum 
pumps. 

•  Finding  the  Right  Dose  lor  You 

VIAGRA  comes  in  different  doses  (25  mg.  50  mg  and  100  mg).  If  you 
do  not  get  the  results  you  expect,  talk  with  your  doctor.  You  and  your 
doctor  can  determine  the  dose  that  works  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes. 

•  If  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with 
your  doctor. 

•  VIAGRA  should  not  be  taken  more  than  once  a  day. 

If  you  are  older  than  age  65,  or  have  serious  liver  or  kidney  problems, 
your  doctor  may  start  you  at  the  lowest  dose  (25  mg)  of  VIAGRA.  If  you 
are  taking  protease  inhibitors,  such  as  for  the  treatment  of  HIV,  your 
doctor  may  recommend  a  25  mg  dose  and  may  limit  you  to  a  maxi- 
mum single  dose  of  25  mg  of  VIAGRA  in  a  48  hour  period.  If  you  are 
taking  alpha-blocker  therapy,  you  should  not  take  a  dose  of  greater  than 
25  mg  of  VIAGRA  at  the  same  time  (within  4  hours)  as  your  dose  of 
alpha-blocker. 

•  How  To  Take  VIAGRA 

Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex.  Beginning 
in  about  30  minutes  and  for  up  to  4  hours,  VIAGRA  can  help  you  get 
an  erection  if  you  are  sexually  excited  If  you  take  VIAGRA  after  a  high- 
fat  meal  (such  as  a  cheeseburger  and  trench  fries),  the  medicine  may 
take  a  little  longer  to  start  working.  VIAGRA  can  help  you  get  an  erec- 
tion when  you  are  sexually  excited.  You  will  not  get  an  erection  just  by 
taking  the  pill. 

•  Possible  Side  Effects 

Like  all  medicines,  VIAGRA  can  cause  some  side  effects.  These  effects 
are  usually  mild  to  moderate  and  usually  don't  last  longer  than  a  few 
hours.  Some  of  these  side  effects  are  more  likely  to  occur  with  higher 
doses.  The  most  common  side  effects  of  VIAGRA  are  headache,  flush- 
ing of  the  face,  and  upset  stomach.  Less  common  side  effects  that 
may  occur  are  temporary  changes  in  color  vision  (such  as  trouble 
telling  the  difference  between  blue  and  green  objects  or  having  a  blue 
color  tinge  to  them),  eyes  being  more  sensitive  to  light,  or  blurred 
vision. 

In  rare  instances,  men  have  reported  an  erection  that  lasts  many 
hours.  You  should  call  a  doctor  immediately  if  you  ever  have  an  erec- 
tion that  lasts  more  than  4  hours.  If  not  treated  right  away,  permanent 
damage  to  your  penis  could  occur  (see  How  Sex  Affects  the  Body). 
Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been 
reported  rarely  in  men  taking  VIAGRA.  Most,  but  not  all,  of  these  men 
had  heart  problems  before  taking  this  medicine.  It  is  not  possible  to 
determine  whether  these  events  were  directly  related  to  VIAGRA. 
VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this 
sheet.  If  you  want  more  information  or  develop  any  side  effects  or 
symptoms  you  are  concerned  about,  call  your  doctor. 

•  Accidental  Overdose 

In  case  of  accidental  overdose,  call  your  doctor  right  away. 

•  Storing  VIAGRA 

Keep  VIAGRA  out  of  the  reach  of  children.  Keep  VIAGRA  in  its  origi- 
nal container.  Store  at  25°C  (77°F);  excursions  permitted  to  15-30°C 
(59-86°F)  [see  USP  Controlled  Room  Temperature]. 

•  For  More  Information  on  VIAGRA 

VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction. 
Only  your  doctor  can  decide  if  it  is  right  for  you.  This  sheet  is  only  a 
summary.  If  you  have  any  questions  or  want  more  information  about 
VIAGRA,  talk  with  your  doctor  or  pharmacist,  visit  www.viagra.com,  or 
call  1-888-4VIAGRA. 
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They  Come  Not  to  Bury 
Tom  DeLay— Yet 


PUBLICLY,  EMBATTLED  HOUSE  Majority  Leader  Tom  "The  Hammer" 
DeLay  enjoys  the  near-unanimous  support  of  Republican  law- 
makers. Colleagues  defend  him  against  a  list  of  ethics  allegations 
and  excoriate  Dems  and  the  media  for  spreading  rumors.  J  But 
behind  the  scenes,  if  s  a  different  story.  Capitol  cloakrooms 

are  full  of  chatter  about  who  might  take  De-      chair  of  the  Republican  Conference,  is 


Lay's  job  if— or,  many  believe,  when— the 
Texas  firebrand  falls.  And  among  business 
lobbyists,  the  follow-up  question  is: 
"Who's  best  for  Corporate  America?" 

This  quiet  jockeying  is  risky  business  for 
the  three  front-runners  in  the  post-DeLay 
sweepstakes:  House  Majority  Whip  Roy 
Blunt  (Mo.),  House  Education  &  Workforce 
Committee  Chairman  John  Boehner 
(Ohio),  and  National  Republican  Congres- 
sional Committee  Chairman  Tom 
Reynolds  (N.Y.).  Overt  campaigning  would 
be  viewed  as  disloyal.  But  no  one  wants  a 
rival  to  get  a  leg  up.  Says  one  GOP  staffer: 
"All  three  are  nervous  about  the  others." 

The  stakes  are  higher  than  DeLa/s  job. 
One  of  the  trio  could  become  the  next 


Speaker  of  the  House,  second  in 
the  Presidential  line  of  succes- 
sion. President  Bush  persuaded 
Speaker  Dennis  Hasten  of  Illi- 
nois not  to  retire  in  2006,  but  he 
may  only  stay  through  '08.  "We  all  know 
that  these  three  guys  are  going  to  be  sitting 
at  the  leadership  table,"  says  one  Republi- 
can member  of  Congress.  "The  only  ques- 
tion is,  which  seats  will  they  be  sitting  in?" 

So  who  are  the  three  anxious  amigos  in 
the  wings?  They  all  scored  a  perfect  100% 
on  the  most  recent  U.S.  Chamber  of  Com- 
merce rankings  for  probusiness  votes. 
Their  differences  are  mostly  stylistic. 

Boehner,  55,  the  chain-smoking  former 


IN  THE  WINGS  Blunt, 

Boehner,  and 
Reynolds  all  strongly 
back  business 


crafting  a  comeback  after  he  was  blamed 
when  the  GOP  lost  seats  in  the  late  1990s 
and  was  ousted  from  the  leadership.  He's  a 
business  favorite:  For  three  years  Boehner 
ran  the  "Thursday  Group,"  a  weekly  meet- 
ing of  top  lobbyists.  He's  also  seen  as  close 
to  the  Ohio  steel  industry  and  local  compa- 
nies such  as  Procter  &  Gamble  Co. 

Darling  of  the  Right 

REYNOLDS,  A  JOCULAR  fourth-termer 
from  upstate  New  York,  has  spent  far  less 
time  in  Washington  than  his  rivals.  But  his 
ability  to  raise  and  distribute  money  makes 
friends  fast.  "Tom  Reynolds  is  the  one  to 
watch— he  has  all  the  qualities  to  be  the 
next  Speaker,"  says  GOP  strategist  Scott 
Reed.  Reynolds,  54,  is  an  ally 
of  Wall  Street  firms  as  well  as 
upstate  companies  such  as 
Eastman  Kodak  Co. 

Blunt,  55,  No.  3  in  the 
current  leadership  and  a  De- 
Lay  protege,  is  the  early  fa- 
vorite for  promotion.  He's  a 
darling  of  the  Religious 
Right,  tight  with  Bush,  and 
close  to  Missouri  compa- 
nies, including  Anheuser- 
Busch,  Emerson  Electric, 
and  Jones  Financial  Cos.  If 
Republicans  believe  DeLay 
was  railroaded,  Blunt  bene- 
fits. But  if  The  Hammer  gets  nailed,  Blunt 
could  suffer  collateral  damage. 

The  big  imponderable  is  DeLa/s  future. 
He  denies  wrongdoing,  and  unless  new 
charges  surface,  he  could  well  survive 
through  the  2006  election.  But  even  some 
hard-core  defenders  are  starting  to  think 
about  AD.— after  DeLay.  That's  a  world  of 
opportunity— and  peril— for  three  ambi- 
tious lawmakers  who  would  be  leader.  II 
-By  Eamonjavers 


CAPITAL 
WRAPUP 

TED  OLSON  VS.  AN 
ASBESTOS  FIX 

A  FIX  FOR  the  asbestos  morass 
is  high  on  President  Bush's  tort 
reform  agenda,  but  a  proposal 
being  weighed  in  Congress 
might  lead  instead  to  more 
litigation.  So  claims  Theodore  B. 
Olson,  Bush's  former  solicitor 
general,  who  is  threatening  to 
sue  if  Congress  approves  a 
$140  billion  asbestos  trust  fund 
being  debated  by  the  Senate 
Judiciary  Committee.  Olson, 
now  at  Gibson,  Dunn  & 
Crutcher  in  Washington, 
represents  five  existing  private 
asbestos  trust  funds  that  don't 
want  to  be  part  of  a  global 
fund.  Olson  says  the  proposal 
might  violate  the  Constitution's 
ban  on  taking  property  without 
pay,  the  equal  protection 
principle,  and  due  process 
guarantees.  "It's  stealing  by  the 
government,"  he  says.  If 
private  funds  can  opt  out  and 
take  their  money  with  them, 
the  global  trust  can't  work. 

WHY  A  RELIC  OF  THE 
COLD  WAR  LIVES  ON 

when  Ukrainian  President 
Viktor  A.  Yushchenko  addressed 
Congress  in  April,  he  asked 
that  his  nation  be  exempted 
from  the  Jackson-Vanik 
Amendment.  The  law  is  a 
Cold  War  relic  that  denied  the 
Soviet  Bloc  favorable  tariffs 
because  of  Communist  curbs 
on  emigration,  particularly  of 
Jewish  refuseniks.  "Please 
tear  down  this  wall," 
Yushchenko  pleaded.  The 
Soviet  Union  may  be  dead,  but 
Jackson-Vanik  lives— and  don't 
expect  the  wall  to  crumble 
soon.  Hollywood  and  other 
industries  use  the  law  as  a 
weapon  to  demand  tough  anti- 
piracy  protections.  Ukraine  and 
other  Eastern  European 
countries  where  piracy  is 
widespread  will  have  trouble 
winning  waivers. 

May  16.  2005  I  BusinessWeek  I  45 
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GERMANY 


THE  BAD  GUY? 
PRIVATE  EQUITY 

As  the  economy  reels,  German 
politicians  blame  foreign  investors 


EW  PLACES  HAVE  BEEN  HIT 
I  harder  by  the  decline  of  the 
German  steel  industry  than 
Gelsenkirchen,  a  city  of 
271,000  in  the  Ruhr  Valley 
where  unemployment,  at 
26%,  is  among  the  worst  in 
the  nation.  So  when  Franz  Muntefering, 
chairman  of  the  governing  Social  Demo- 
crats, likened  foreign  buyout  artists  to 
"swarms  of  locusts  sucking  the  sub- 
stance" from  German  companies,  that 
was  just  what  Alfred  Schleu  was  yearning 
to  hear.  "It's  about  time  someone  told  it 
like  it  is,"  says  Schleu,  local  chief  of  IG 
Metall,  the  union  that  represents  workers 
in  industries  such  as  steel  and  autos. 

Popular  hostility  is  escalating  fast  to- 
ward private-equity  funds,  which  buy 
companies  or  subsidiaries  and  turn  them 
around.  Never  mind  that  the  Social 

46  I  BusinessWeek  I  May  16.  2005 


Democrat-led  government  itself  has  bel- 
lied up  to  the  private  equity  trough, 
which  last  year  was  worth  $277  billion  in 
Germany.  Since  1998,  the  government 
has  sold  two  businesses  to  New  York- 
based  Apax  Partners  Inc.— 
Tank  &  Rast,  a  chain  of  Auto- 
bahn rest  stops,  and  the  Federal 
Printing  Office.  The  attacks  on 
foreign  investors  are  not  about 
facts  so  much  as  emotion.  Most 
of  all,  they're  a  blatant  attempt 
by  Chancellor  Gerhard 
Schroder's  government  to  cater 
to  red-meat,  left-wing  voters  in 
North  Rhine-Westphalia,  Ger- 
many's most  populous  state, 
which  includes  Gelsenkirchen 
and  hundreds  of  other  hard-hit 
communities. 

Schroder  &  Co.  are  desperate. 


Polls  show  the  state  will  fall 
to  the  opposition  Christian 
Democrats  in  May  22  elec- 
tions, possibly  bringing  the 
end  of  Schroder's  coalition 
government  with  the  Green 
Party.  "[The  attacks]  are 
coming  from  someone  who 
has  his  back  to  the  wall," 
says  Peter  Hammermann, 
Munich-based  managing 
director  of  Barclays  Private 
Equity  Co.  in  Germany.  In 
fact,  Muntefering's  critique 
of  foreign  capital  doesn't  go 
far  enough  for  some  on  the 
hard  left,  who  pelted  him 
with  eggs  at  a  May  1  rally  in 
Duisburg. 

Some  of  the  discourse 
has  taken  a  decidedly  ugly 
tone.  The  cover  of  IG  Met- 
all's  May  magazine  called 
U.S.  buyout  firms  "bloodsuckers."  The 
backlash  could  lead  to  attempts  to  slap  a 
higher  tax  on  private  equity  profits  or 
impose  licensing  requirements  on  pri- 
vate equity  professionals,  which  could  be 
used  as  a  tool  to  restrict  their  activities. 
"The  population  wants  companies  to  be 
more  responsible  to  society,"  says 
Richard  Hilmer,  managing  director  of 
Berlin  pollster  Infratest-Dimap. 

The  backlash  is  most  visible  in  Ger- 
many, but  there  are  stirrings  in  France  as 
well.  The  French  may  reject  the  proposed 
new  European  Union  Constitution  in  a 
referendum  on  May  29,  not  because  of  ^ 
what  the  constitution  says  but  out  of 
protest  against  pressure  from  Brussels  on  : 
all  EU  members  to  break  down  barriers  to  I : 
competition  and  allow  free  movement  of 
labor.  There  is  even  a  nascent  attempt  to 
blame  foreign  investors  for  France's  slow 
growth.  "The  behavior  of  some  of  these  e 
funds  is  shocking  for  Europeans,"  says 
Bernard  Carayon,  a  French  parliamentar- 
ian who  has  proposed  legislation  restrict- 
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Dealmakers 
on  the  Prowl 

The  value  of  private  equity  deals  in 
Europe  is  soaring 
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ing  access  to  the  capital  of  French  com- 
panies. "They  invest  for  two  reasons:  ei- 
ther to  fire  the  company's  workers,  then 
chop  it  up,  or  because  they  want  to  cap- 
ture our  technology." 

OVERLOOKING  THE  FACTS 

WHY  SINGLE  OUT  foreign  buyout 
firms?  More  than  80%  of  private-equity 
funding  in  Germany  last  year  came 
from  German  investors  such  as  banks 
and  insurance  companies,  according  to 
the  German  Private  Equity  &  Venture 
Capital  Assn.  And  Germany's  biggest 
job  exporters  are  blue-chip  names  like 
Siemens  and  Robert  Bosch. 

In  fact,  private  equity  has  gone  where 
no  other  investor  dared.  Under  Los  An- 
geles investor  Haim  Saban,  German 
broadcaster  ProSiebenSat.l  Media  im- 
proved ratings  and  more  than  doubled 
its  stock  price  while  maintaining  em- 
ployment at  near- 
ly the  previous 
level.  Private  equi- 
ty has  also  helped 
German  compa- 
nies restructure 
by  providing  a 
market  for  non- 
core  holdings. 
Wincor  Nixdorf,  a 
former  Siemens 
^^^^  software       and 

^™BIB  services  unit,  was 

floated  on  the 
Frankfurt  exchange  last  year  after  a  re- 
structuring led  by  KKR.  Wincor  more 
than  doubled  its  workers  after  KKR  took 
over  in  1999,  to  more  than  6,000,  most- 
ly in  Germany. 

But  the  anxiety-ridden  German  pub- 
lic is  hardly  open  to  nuanced  argument 
amid  stagnant  growth,  near-record  job- 
lessness, and  declining  social  welfare 
benefits.  So  far,  Chancellor  Schroder  has 
stayed  in  the  background,  and  his  party 
has  not  yet  offered  any  proposals  to 
back  up  Miintefering's  rhetoric.  On  the 
contrary,  it  was  only  in  March  that 
Schroder  proposed  cutting  Germany's 
corporate  tax  rate  from  39%  to  33%  to 
help  business  become  more  competi- 
tive. Having  fanned  the  flames,  though, 
the  Social  Democrats  will  probably  have 
to  make  at  least  a  token  show  of  curtail- 
ing the  buyout  firms.  "We  need  incen- 
tives to  create  jobs,  not  incentives  to 
make  a  quick  buck,"  says  union  official 
Schleu.  At  the  moment,  if  s  hard  to  con- 
vince anyone  in  Germany  that  the  two 
might  go  hand  in  hand.  ■ 

-By Jack  Ewing  in  Frankfurt 
with  Rachel  Tiplady  in  Paris 


A  union 
called  U.S. 
buyout 
firms 
"blood- 
suckers" 


INDIA 


READ  ALL  ABOUT  IT: 
INDIA'S  MEDIA  WARS 

As  the  middle  class  expands,  print  and  broadcast 
outlets  are  multiplying-and  competing  fiercely 


HE  BILLBOARDS  ARE 
hard  to  miss.  Bombay 
has  been  plastered 
with  nearly  1,300  ads 
featuring  all  manner 
of  ordinary  citizens 
speaking  out  on  every- 
thing from  global  politics  to  sex. 
"George  Bush  should  go  back  to 
school,"  says  one.  "Why  can't  pubs 
be  open  all  night?"  asks  another. 
They  all  bear  the  tagline:  "Speak  up. 
It's  in  your  DNA." 

DNA  is  Daily  News  &  Analysis,  an  Eng- 
lish-language newspaper  to  be 
launched  in  August  by  Bombay 
television  station  Zee  Telefilms 
Ltd.  and  the  Hindi-language 
Dainik  Bhaskar,  the  country's 
largest-circulation  daily.  DNA 
will  go  head-to-head  with  Bom- 
bay market  leader  The  Times  of 
India,  and  both  sides  are  spoiling 
for  a  fight.  "This  will  be  the 
mother  of  all  battles,"  vows 
Girish  Agarwal,  marketing  direc- 
tor of  Dainik  Bhaskar. 

India's  media  scene  is  becom- 
a  free-for-all.  In  Bombay 


spending  on  TV  spots  is  expected  to  in- 
crease by  nearly  12%  this  year,  almost 
twice  the  global  average  of  6.7%. 

EXTRA  CASH 

THERE'S  ALSO  PLENTY  of  new  invest- 
ment money  sloshing  around.  Last  year, 
New  Delhi  changed  rules  barring  for- 
eigners from  the  sector,  allowing  them  to 
hold  up  to  26%  of  Indian  news  media 
companies.  In  the  past  18  months,  Indi- 
an media  ventures  have  raised  about 
$300  million  in  foreign  funds,  and  an 
additional   $250   million   is   expected 


ing 

alone,  three  groups  are  expected 
to  launch  new  broadsheet  papers 
this  year,  and  The  Times  is  plan- 
ning to  introduce  a  tabloid  called 
the  Bombay  Mirror.  The  newspa- 
pers are  being  joined  by  four  new  all- 
news  TV  channels,  which  will  add  to  In- 
dia's existing  18  news  channels— twice 
as  many  as  a  year  ago. 

One  reason  for  the  boom:  As  the 
economy  prospers,  there's  a  wave  of 
new  advertisers.  Cellular  operators, 
banks,  and  carmakers  are  all  looking  to 
sell  to  the  country's  growing  middle 
class.  Ad  spending  in  print  is  expected 
to  grow  as  much  as  25%  this  year,  to 
$2.1  billion,  compared  with  3.8% 
growth  worldwide,  according  to  Bom- 
bay investment  bank  YesBank.  And 


PAPER  PLETHORA 

Print  ad  outlays 
are  soaring 


soon,  says  YesBank.  Local 
investors  are  jumping  in, 
too.  The  past  year  has 
seen  four  initial  public  of- 
ferings of  media  stocks, 
and  three  more  are  expected  by  yearend. 
That  extra  cash  means  more  competi- 
tion is  on  the  way.  The  Times  of  India  is 
planning  Times  Global  Broadcasting,  a 
venture  with  Reuters  Group  PLC,  while 
North  India's  Dainik  Jagran  has  joined 
forces  with  the  Irish  Independent  to 
launch  a  nationwide  Hindi-language 
news  channel.  "It's  the  beginning  of  Indi- 
an media  conglomerates,"  says  Sunir 
Khetarpal,  YesBank's  point  man  on  media 
deals.  And  it's  the  beginning  of  a  new  era 
of  choice  for  Indian  news  junkies.  ■ 

-By  Manjeet  Kripalani  in  Bombay 

May '16.  2005  I  BusinessWeek  i  47 
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Michael  G.  Cherkasky, 

President  and  CEO 
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We  know  we.  have  to  prove  ourselves  every  day,  as  we've  done  for  more  than  130  years.  The  client  is  paramount 
and  we're  focused  on  working  to  make  all  our  clients  more  successful.  Now  more  than  ever,  in  an  atmosphere  of 
total  transparency,  we  are  dedicated  to  delivering  outstanding  solutions  and  providing  real  value  to  our  clients  and 
our  shareholders.  As  the  world  of  risk  grows  in  scope  and  complexity,  Marsh  will  be  there.  Marsh  is — and  will 
continue  to  be— the  worlds  #1  risk  specialist. 


MMK.  Marsh  &  McLennan  Companjei 
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EDITED  BY  ROSE  BRADY 


Why  North  Korea  May 
Start  Nuclear  Testing 


NORTH  KOREA'S  RECLUSIVE  leader,  Kim  Jong  II,  is  back  in  the  spot- 
light as  he  plays  a  dangerous  survival  game,  threatening  the 
world  yet  again  with  his  nuclear  arms  program.  On  May  1, 
Pyongyang  heightened  concern  by  launching  a  short-range  mis- 
sile into  the  Sea  of  Japan.  North  Korea  announced  in  February 


that  it  has  produced  atomic  weapons  as  a 
"deterrent  for  self-defense."  The  U.S.  be- 
lieves it  may  have  enough  nuclear  material 
to  produce  six  to  nine  bombs.  Now  specula- 
tion is  rampant  that  Pyongyang  will  soon 
launch  an  underground  nuclear  test.  Here's 
a  look  at  the  complex  issues  in  the  standoff. 

Is  North  Korea's  nuclear  test  imminent? 

A  test  would  represent  a  drastic  step  for 
Kim,  since  North  Korea  has  lots  to  lose 
from  such  a  move.  Its  poor  economy,  with 
severe  food  and  energy  shortages,  is  not 
sustainable  without  outside 
help,  particularly  from  Chi- 
na. Kim  would  have  to  con- 
vince Beijing  that  Washing- 
ton is  to  blame  for  the  failure 
to  resolve  the  nuclear  stale- 
mate—otherwise his  al- 
liance with  China  could  be 
damaged  irreparably.  "The 
importance  of  the  China  fac- 
tor will  make  it  hard  for  the 
North  to  go  ahead  with  a  nu- 
clear test,"  says  Koh  Yu 
Hwan,  a  North  Korea  expert 
at  Dongguk  University  in 
Seoul.  Still,  some  U.S.  offi- 
ials  think  Pyongyang  may 
be  moving  toward  a  test,  es- 
pecially since  Kim  has 
crossed  every  other  red  line 
with  impunity. 


SEOUL  PROTEST 

The  South  fears 
more  hardship 
in  the  North 


Why  would  Kim  take  such  a  risk? 

If  he  is  convinced  the  U.S.  is  serious  about 
ousting  him,  Kim  may  want  to  prove  that 
he  indeed  has  the  bomb.  His  gamble 
would  be  that  full  recognition  as  a  nuclear 
power  would  give  him  more  leverage  in 
talks— even  though  the  North  would  face 
international  sanctions  that  could  cut  off 
food  and  energy  supplies.  As  Kim  sees  it, 
any  deal  must  guarantee  that  he  remains  in 


power.  Since  last  June,  Pyongyang  has  re- 
fused to  take  part  in  six-party  talks  hosted 
by  China  because  it  wants  firm  security 
guarantees  from  Washington,  which  the 
Bush  Administration  has  refused  to  give. 

What  are  the  likely  consequences  of  a  test? 

Even  China  would  probably  back  a  push 
for  international  sanctions  via  the  U.N.  Se- 
curity Council.  And  millions  could  face 
starvation  if  aid  from  China,  South  Korea, 
and  Japan  were  to  be  cut  off.  Experts  be- 
lieve a  nuclear  North  Korea  also  could  trig- 
ger an  arms  race  involving 
Japan,  South  Korea,  and  Tai- 
wan, which  would  feel  they 
need  nukes  to  defend  them- 
selves. They  would  say: 
"This  is  a  security  threat  to 
us,  and  we  have  to  match  it 
in  kind,"  says  Joseph  Cirin- 
cione,  an  arms-control  ex- 
pert at  Washington's 
Carnegie  Endowment  for 
International  Peace. 


What  about  other  strains? 

Although  states  protesting  a 
test  would  be  united  at  first, 
relations  could  deteriorate  as  sanctions 
bite.  While  Washington  for  years  has 
wanted  to  see  the  North  collapse  eco- 
nomically and  politically,  Beijing  and 
Seoul  fear  the  flood  of  refugees  that 
could  result.  Thus  Beijing  and  Seoul  want 
the  U.S.  to  be  more  accommodating  and 
coax  North  Korea  back  to  the  table. 
"Ruptures  among  involved  parties  will  only 
grow  if  the  U.S.  seeks  a  regime  change," 
warns  Paik  Hak  Soon,  director  of  the  Center 
for  North  Korea  studies  at  the  Sejong  Insti- 
tute, which  advises  Seoul.  This  labyrinth 
may  stymie  all  attempts  at  escape.  ■ 

-By  Moon  Ihlwan  in  Seoul,  with 
Stan  Crock  in  Washington 


GLOBAL 
WRAPUP 

MORE  TAX  REFORMS 
AHEAD  IN  ISRAEL 

ISRAEL'S  ECONOMY  is  forecast 
to  grow  4%  in  2005,  and  the 
government's  budget  deficit  is 
expected  to  be  a  relatively  small 
3.4%  of  gross  domestic  product 
for  the  year.  So  Finance 
Minister  Benjamin  Netanyahu  is 
preparing  for  another  round  of 
tax  cuts.  He  is  looking  to  reduce 
the  corporate  tax  rate  to  30%, 
from  34%;  lower  value-added 
tax  by  a  percentage  point,  to 
16%;  and  cancel  a  2.5%  tax  on 
home  sales.  He  is  also 
considering  a  massive  sell-off 
of  state-owned  land. 

A  Finance  Ministry  official 
says  the  finalized  plan  would  be 
announced  within  weeks.  Initial 
reports  on  the  tax  package 
surfaced  on  May  1,  the  same  day 
that  former  Citigroup  Vice- 
Chairman  Stanley  Fischer  took 
over  as  governor  of  the  Bank  of 
Israel.  The  news  of  the  planned 
reforms  and  the  swearing-in  of 
the  new  governor  sent  the  Tel 
Aviv  stock  market' s  main  index 
to  a  new  record  high. 

CAN  VENEZUELA  FIX  ITS 
OIL-INDUSTRY  WOES? 

FOR  THE  first  time,  Venezuelan 
President  Hugo  Chavez  admitted 
on  May  3  that  state  oil  company 
Petroleos  de  Venezuela  (pdvsa) 
is  pumping  100,000  barrels  per 
day  less  than  its  OPEC-agreed 
target  of  3.165  million  bpd. 
Chavez  has  steadfastly  denied 
any  problems  with  the  industry 
since  he  fired  18,000  workers 
and  managers  after  a  2003 
strike  aimed  at  toppling  him. 
Now  he's  blaming  poor 
maintenance  of  aging  oil  wells 
and  perhaps  sabotage  by 
disgruntled  workers.  What's 
unclear  is  whether  a  new  shake- 
up  lies  ahead.  Analysts  say  the 
shortfall  is  worse  than 
acknowledged— at  least 
400,000  bpd.  Venezuela  is  the 
No.  4  oil  supplier  to  the  U.S. 
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Legal  Affairs  Investor  Lawsuits 


The  Kings  of 
Class  Actions 

Max  Berger  and  Sean  Coffey  are  riding  high 
after  making  WorldCom's  bankers  pay  up 


HERE'S  WHAT  LIFE  IS 
like  for  Max  W.  Berger 
these  days:  The  maitre  d' 
at  Manhattan  restaurant 
Cite  prances  around  the 
58-year-old  founding 
partner  of  plaintiffs'  law 
firm  Bernstein  Litowitz  Berger  &  Gross- 
mann  LLP  (BLBG)  as  Berger  is  delivered  to 
his  favorite  corner  table.  He  is  offered  a 
sampling  of  fine  wine,  and  his  filet  mignon 
is  on  the  house  after  he  complains  that  the 
first  one  is  too  fatty.  Berger  soaks  up  the  at- 
tention. But  the  real  treat  arrives  with 
dessert.  Jonathan  J.  Lemer,  a  partner  at 
venerable  law  firm  Skadden,  Arps,  Slate, 
Meagher  &  Flom  LLP,  who  opposed  Berg- 
er in  a  massive  shareholder  lawsuit  five 
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years  ago,  saunters  up  and  says  to  his  din- 
ner companion:  "This  guy  took  $3  billion 
from  me.  He's  the  best  lawyer  in  New  York" 
Berger  and  his  partner,  senior  trial  at- 
torney John  P.  "Sean"  Coffey,  are  feeling 
pretty  good  about  themselves  these  days. 
Coffey,  49,  has  just  finished  up  a  $65  mil- 
lion  settlement  with   accounting   firm 
Arthur  Andersen  LLP  over  its  dubious 
number-crunching   at  dis- 
graced   telecom    company    T-t-i  f"Vip  TVI^t" 
WorldCom  Inc.  That's  a  pal-    ^1 1  LI  It  pao  L 
try  amount,  but  it  marks  the    QCCaQe    OVer 
end  of  an  exhausting  two-     ^^  _,  ■•    •-»■?• 
year  battle  against  World-     £pJ_0  DliilOn 
Com  on  behalf  of  a  group  of    •       J  a 

investors  led  by  the  New    Wl  UalllagCj 
York  State  Common  Retire- 


BERGER 

AND  COFFEE 

Bronx-borr 
fighters 


ment  Fund.  Coffey  and  Berger's  rea 
achievement,  and  the  main  reason  for  thei 
newfound  prominence,  came  in  March,  af 
ter  the  two  persuaded  17  financial  titans 
including  Citigroup  and  JPMorganChasi 
&  Co.,  to  pay  investors  $6.2  billion  fb 
pushing  WorldCom  bonds  when  th< 
banks  allegedly  knew  the  company's  fi 
nancial  condition  had  deteriorated.  Thi 
banks  all  denied  liability.  BLBG  will  ge 
about  $100  million  for  the  partners'  effort; 
It  has  been  an  exceptionally  rich  tim< 
for  plaintiffs"  lawyers,  and  for  Berger  am 
Coffey  in  particular.  BLBG  has  helped  wii 
the  five  largest  securities  litigation  settle 
ments  ever  and  more  than  $15  billion  i 
damages  for  investors  over  the  pas 
decade.  On  May  1,  Securities  Class  Actio 
Services,  a  unit  of  Institutional  Sharehold 
er  Services,  named  the  firm  the  top  share 
holder  litigators  in  2004,  with  settlement 
worth  $3.5  billion,  almost  four  times  th 
amount  won  by  well-heeled  competito 
Milberg  Weiss  Bershad  &  Schulman  LLF 
The  fees  from  all  those  cases  amount  b 
some  $200  million  for  BLBG. 

With  that  success  come 
more  scrutiny.  Berger  stil 
keeps  his  credit  card 
wrapped  in  a  green  rubbe 
band,  and  he  and  Coffey  sti 
ride  the  subway  to  court  h 
Manhattan.  They  say  the 
never  chase  frivolous  case 
and  are  always  prepared  t 
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make  good  on  the  threat  of  going  to  trial. 
But  they  can't  avoid  the  charge  that  their 
fees  are  excessive;  in  fact,  after  their  case 
against  travel  and  real  estate  company 
Cendant  Corp.  in  1999  a  judge  ordered 
them  and  their  co-lead  counsel,  Barrack, 
Rodos  &  Bacine,  to  cut  their  take  from 
$262  million  to  $55  million.  And  there's 
not  a  plaintiffs'  attorney  around  who 
wouldn't  say  he's  trying  to  restore  integri- 
ty to  his  besmirched  profession.  For  the 
record,  Berger  says  he  would  never  take  a 
lousy  case  just  for  the  fee:  "We  will  never 
practice  law  on  an  eat-what-you-kill  basis." 
Plaintiffs'  lawyers  are  also  criticized  for 
being  too  cozy  with  big  institutional 
shareholders,  especially  the  public  pension 
funds  they  often  represent.  Berger  and 
Coffey  get  grief  for  political  contributions 
Berger  gave  to  New  York  politicians  who 
control  the  state's  pension  fund,  in  what  is 
commonly  regarded  as  an  unsavory  "  pay- 
to  -play"  arrangement.  Before  being  hired 
in  the  WorldCom  case,  Berger  raised 
$10,000  for  H.  Carl  McCall,  New  York's 
former  comptroller,  who  did  in  fact  hire 
BLBG  after  the  fund  lost  more  than  $300 
million  when  WorldCom  collapsed.  Berger 
has  also  raised  money  for  Alan  G.  Hevesi, 
the  current  comptroller.  Berger  calls  these 
contributions  "getting  a  foot  in  the  door" 
and  insists  that  his  firm's  record  of  big  set- 
tlements for  investors  speaks  for  itself. 
Hevesi  says  the  allegations  of  favoritism 
are  "nonsense." 

DIVIDE  AND  CONQUER 

THERE'S  NO  DENYING  that  the  World- 
Com case  is  what  allowed  BLBG  to  enter 
the  upper  echelon  of  plaintiffs'  law  firms. 
After  WorldCom  tumbled  into  bankruptcy 
in  July,  2002,  amid  an  $11  billion  account- 
ing scandal,  oodles  of  shareholder  suits  al- 
leging fraud  against  former  Chairman 
Bernard  J.  Ebbers,  execs  and  directors,  as 
well  as  Arthur  Andersen,  followed.  Work- 
ing with  lead  plaintiff  Hevesi  and  Barrack 
Rodos  again,  Berger  and  Coffey  devised  a 
plan  to  go  after  the  17  banks  that  helped 
WorldCom  raise  $17  billion  in  bonds. 


Their  strategy  relied  in  large  part  on  the 
complex  liability  system  for  investor  law- 
suits. Under  the  Securities  Act  of  1933,  a 
defendant  can  be  held  "jointly -and  sever- 
ally liable"  for  damages  sought  by  the 
plaintiffs.  That  meant  that  as  banks  settled 
individually,  those  left  could  be  held  re- 
sponsible for  all  remaining  damages,  even 
if  the  amount  would  be  higher  than  the 
corresponding  percentage  of  bonds  they 
actually  sold.  The  defendants  also  faced 
the  very  real  prospect  of  a  trial— and  former 
New  York  prosecutor  Coffey,  unlike  many 
plaintiffs'  lawyers,  relished  that.  "It  wasn't 
going  to  get  any  easier  for  them,"  he  says. 

Lawyers  for  the  17  banks  initially 
offered  to  settle  for  just  $35  million,  ac- 
cording to  sources  familiar  with  the  talks. 
Berger  and  Coffey  considered  that  an 
insult.  They  demanded  $10 
billion.  Then,  one  by  one, 
they  picked  off  defendants. 
Citigroup,  dogged  by  al- 
legedly tainted  research 
from  telecom  analyst  Jack  B. 
Grubman  and  suggestions 
that  it  may  have  used  his  re- 
ports to  win  business  from 
WorldCom,  recognized  that 
it  risked  losing  a  trial.  It  set- 
tled for  $2.65  billion  last 
May.  Then,  in  January,  11 
WorldCom  directors  agreed 
to  pony  up  $54  million  Qater  reduced  to 
$20.25  million)  in  personal  funds,  while 
denying  liability.  By  the  end  of  March,  the 
16  other  banks  had  hammered  out  deals. 
JPMorganChase  was  the  last  to  give  in  and, 
as  a  result,  ended  up  paying  $2  billion— 
which,  measured  against  the  share  of 
WorldCom  bonds  it  underwrote,  was 
about  45%  more  than  Citigroup  agreed  to. 

It  was  a  divide-and-conquer  strategy 
aimed  squarely  at  Jay  B.  Kasner,  lead  coun- 
sel for  the  group  of  17  banks  as  well  as  JP- 
Morgan  Chase  individually— and  widely 
blamed  for  bungling  the  case.  Those  near 
Kasner,  in  turn,  accuse  Berger  and  Coffey 
of  distorting  public  accounts  of  the  negoti- 
ations and  call  the  news  leaks  "dirty  pool." 


Next  they 
will  take  on 
HealthSouth, 
whose  former 
CEO  is  on 
trial  for  fraud 


They  say  Kasner  was  hamstrung  by  the 
difficulty  of  coordinating  strategies 
among  17  different  banks. 

Berger  and  Coffey  do  share  a  street- 
tough  attitude.  Born  in  a  Bronx  housing 
project,  Berger  grew  up  sharing  a  bedroom 
with  his  sister  in  a  Queens  tenement.  His 
father,  Izzy,  managed  the  RKO  Palace  The- 
ater and,  Berger  says,  "never  made  any 
money."  Berger  earned  an  accounting  de- 
gree from  City  College  of  New  York  and 
got  through  Columbia  Law  School  on  a 
scholarship  and  by  working  three  jobs.  He 
and  three  partners  founded  BLBG  in  1983- 
Coffey,  the  eldest  of  seven  children, 
grew  up  a  self-described  B.I.C.— Bronx 
Irish  Catholic.  Both  parents  came  to  the 
U.S.  in  the  1950s  and  sent  the  kids  back  to 
Ireland  each  summer.  Coffey's  dad,  a  jani- 
tor and  guitar  player,  drank 
hard  and  worked  little.  His 
mom,  Mary,  ran  the  family 
with  a  wry  sense  of  humor, 
once  joking  she  may  have 
used  boric  acid  instead  of 
baking  soda  in  the  bread 
she  made  for  Coffey's  boss, 
then-Vice-President  George 
H.W  Bush.  Coffey  attended 
the  Naval  Academy  and  be- 
came a  spotter  on  the  P-3C 
Orion  plane,  a  submarine 
chaser  that  hunted  Soviet 
vessels  in  the  Atlantic.  Later,  while  serving 
as  Bush's  personal  aide,  Coffey  attended 
Georgetown  Law  School  at  night.  "I  am 
proud  of  his  accomplishments  and  his 
reputation,"  Bush  told  BusinessWeek. 

Next  on  the  docket:  HealthSouth  Corp. 
BLBG  and  another  firm  represent  Retire- 
ment Systems  of  Alabama,  the  state  em- 
ployees' pension  fund,  in  a  class  action 
against  the  troubled  hospital  chain;  its 
founder,  Richard  M.  Scrushy,  is  on  trial  for 
fraud.  Coffey  and  Berger  say  they'll  ask  for 
billions  in  damages  in  the  civil  case.  If  they 
prevail,  the  lawyers  of  the  moment  will 
earn  more  bragging  rights— along  with 
some  $10  million  in  fees.  ■ 

-By  Brian  Grow  in  New  York 
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Plaintiff  Payouts 

Berger  and  Coffey  have  helped  their  clients  win  more  than  $15  billion,  mostly  in  securities-fraud  cases  against  big  companies 
WorldCom  Cendant  McKesson         Lucent  Technologies      DaimlerChrysler  Texaco** 


TOTAL 

SETTLEMENT 

(BILLIONS) 


ATTORNEYS' 

FEES 

(MILLIONS) 


$6.20  $3.50   $1.00    $0.56    $0.30   $0.18 


$100+    $26  I  $20+    $20+      $13       $10 
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The  McGraw-Hill  Companies 


Where  will  you  find  the  mark  of 
The  McGraw-Hill  Companies? 

The  answer  might  surprise  you. 


/ 


The  mark  of  The  McGraw-Hill  Companies  is  spread 
across  financial  services,  education  and  business 
information.  Through  Standard  &  Poor's,  McGraw-Hill 
Education,  BusinessWeek  and  our  other  trusted 
brands,  we  share  a  common  goal:  to  foster  economic 
growth  and  to  help  individuals,  markets  and  societies 
perform  to  their  potential. 


It's  how  we  leave  our  mark  on  the  world. 


www.mcgraw-hill.com 
NYSE  :  MHP 


Science&Technolosv  Biotech 


Bristling 
With  Promise 

Startup  Curis  is  developing  a  class  of  drugs 
that  could  halt  hair  loss— and  treat  cancer 


IF  YOU'RE  FIGHTING  A  RECED- 
ing  hair  line,  the  options  are  prob- 
ably all  too  familiar.  There  are 
comb-overs,  hair  potions,  and 
more  drastic  transplants.  Then 
there's  Propecia,  which  may  actu- 
ally work— if  you  can  get  past  the 
warnings  about  sexual  dysfunction.  But 
with  such  treatments,  the  result  may  be 
little  more  than  peach  fuzz,  and  the  hairs 
fall  out  when  you  stop  using  the  drugs, 
says  David  H.  McDaniel,  director  of  the 
Institute  for  Anti-Aging  Research  in  Vir- 
ginia Beach,  Va. 

It's  no  wonder  combined  U.S.  sales  of 
the  leading  branded  hair-growth  tonics 
and  drugs  amount  to  less  than  $1  billion  a 
year,  despite  the  fact  that  about  40  million 


men  in  the  U.S.  alone  are  losing  their  hair. 
"People  thought  they'd  go  from  Kojak  to 
Chia  Pet,"  says  McDaniel.  "But  the  results 
have  been  underwhelming." 

A  tiny  biotech  company  named  Curis 
Inc.  believes  it  has  a  promising  alternative. 
It's  an  experimental  drug  based  on  a  cel- 
lular mechanism  with  a  brisdy  moniker: 
the  Hedgehog  signaling  pathway.  Named 
after  the  furry-looking  mutant  fruit  flies  in 
which  it  was  first  discovered,  the  pathway 
is  a  complex  network  of  proteins  that  cells 

HEDGEHOG'S  HANDIWORK  In  shaved 
mice,  Curis'  drug  kick-starts  hair 
growth.  Tests  will  show  if  it  can  delay 
male  pattern  baldness  in  humans 


use  to  communicate.  Scientists  have  dis- 
covered that  these  specific  cellular  signals 
can  also  serve  as  a  molecular  switch.  Flip  it 
in  one  direction,  and  you  can  wake  up 
sleeping  hair  follicles.  Tweak  it  in  another 
way,  and  you  might  conceivably  halt  tumor 
growth  in  certain  types  of  cancers,  temper 
neuron  destruction  in  the  brain,  and  alter  a 
variety  of  other  disease  progressions. 

So  far,  the  results  have  only  been 
observed  in  animal  experiments— and 
everyone  agrees  that  lab  critters  rarely  re- 
spond exactly  like  humans.  Still,  the  data 
are  so  promising  that  some  of  the  world's 
top  biotech  and  pharma  companies  have 
cut  deals  with  Curis.  In  April,  Genentech 
Inc.,  which  has  licensing  agreements 
with  Curis,  said  it  hopes  to  start  human 
trials  of  a  skin-cancer  drug  this  year. 
Curis  is  also  working  with  Wyeth  Phar- 
maceuticals on  a  stroke  treatment. 

HEALTHY  SIGNALS 

THESE  TWO  PARTNERS  alone  could  shell 
out  more  than  $300  million  in  licensing 
payments  over  the  next  five  or  six  years, 
providing  a  much-needed  infusion  for 
Curis,  which  has  been  unprofitable  ever 
since  it  was  born  out  of  the  merger  of  three 
cash-starved  biotechs  in  2000.  And  CEO 
Daniel  R.  Passeri  says  that  by  the  end  of 
this  year  he  expects  to  sign  up  a  partner  to 
help  with  human  clinical  trials  for  a 
Hedgehog-related  treatment  for  baldness. 
Like  the  mammal,  the  Hedgehog  sig- 
naling pathway  is  especially  frisky  when 
it's  young.  In  embryos,  this  biochemical 
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The  BlackBerry  7100rfrom  T-Mobile.  It's  the  first  phone  that  comes  with  the  power  of  BlackBerry® 
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chain  reaction  operates  at  full  force,  con- 
trolling the  formation  of  certain  organs. 
In  adults,  Hedgehog  is  less  active,  but  it 
kicks  back  into  high  gear  periodically  to 
help  the  body  recover  from  injuries.  That 
power  intrigues  Lee  L.  Rubin,  Cutis'  chief 
scientific  officer.  "The  idea  is  that  maybe 
in  adults  you  can  reactivate  the  pathway 
to  regenerate  tissues,"  he  explains. 

Hedgehog  is  one  of  many  cell-signal- 
ing pathways  that  scientists  are  scrutiniz- 
ing. And  Cutis  hopes  it  will  work  wonders 
on  thinning  pates  of  both  males  and  fe- 
males. When  you  see  a  lustrous  head  of 
hair,  chances  are  it's  at  least  partly  due  to 
healthy  Hedgehog  signaling,  which 
prompts  the  body's  multitalented  stem 
cells  to  proliferate  around  follicles,  initi- 
ating hair  growth.  By  activating  Hedge- 
hog, Cutis'  drug  targets  hair  growth  at  its 
root,  so  to  speak.  That  could  make  the 
drug  more  effective  than  current  treat- 
ments, which  mainly  aim  to  increase  the 
size  of  shrunken  hair  follicles  or  to  fight 
certain  hormones  involved  in  hair  loss. 

Cutis'  decision  to  farm  out  some  of  its 
hair-loss  research  costs— and  hence  share 
the  potential  payoff— was  painful.  The 
company  had  planned  to  retain  100% 
rights  to  the  baldness  market,  hoping  to 
pour  proceeds  from  any  gold  rush  back 
into  research  on  life-saving  drugs.  But  af- 
ter several  companies'  painkillers  got 
pulled  from  the  market  because  of  safety 
concerns,  Passeri  came  to  a  sobering  real- 
ization. "Any  quality- of-life  drug  is  going 
to  be  looked  at  very  carefully"  by  the  U.S. 
Food  &  Drug  Administration,  he  says. 
"The  FDA  is  likely  to  require  big  safety 
studies— broader  than  we  can  subsidize 
ourselves."  Having  lost  $13.9  million  on 
just  $5  million  in  sales  in  2004,  Cutis  now 
sees  partnerships  as  its  most  viable  route. 

PATCHED  AND  SMOOTHENED 

SHARING  THE  BALDNESS  market  will 
help  Cutis  conserve  the  cash  it  needs  to 
foster  its  other  promising  drugs.  Its  scien- 
tists are  especially  optimistic  about  their 
partnership  with  Genentech  to  develop  a 
topical  treatment  for  basal  cell  carcinoma. 
About  1  million  new  cases  of  this  form  of 
skin  cancer  are  diagnosed  yearly,  making  it 
the  most  common  human  cancer.  Surgery 
is  effective,  but  it  can  leave  unsightly  scars. 
When  a  topical  drug  co-developed  by 
Cutis  and  Genentech  was  applied  directiy 
to  samples  of  cancerous  animal  skin,  the 
tumors  disappeared  and  the  surrounding 
healthy  skin  remained  intact. 

The  key  to  the  cancer  treatment  is  not 
to  turn  the  Hedgehog  signaling  pathway 
on,  as  Cutis  is  doing  for  hair  loss,  but 
rather  to  turn  it  off.  In  basal  cell  carcino- 


ma, the  pathway  goes  hay- 
wire, upsetting  a  whole 
menagerie  of  quaintly 
named  proteins.  Normally, 
the  Hedgehog  gene  makes  a 
protein  that  binds  to  anoth- 
er protein  called  Patched, 
found  on  the  outer  surface 
of  cells.  Patched  is  supposed 
to  repress  a  cancer-causing 
protein  called  Smoothened. 
But  in  basal  cell  carci- 
noma, Patched  malfunc- 
tions, Smoothened  runs  wild,  and  tumors 
form  and  grow. 

Cutis  scientists  figured  out  how  to 
block  the  abnormal  Hedgehog  signal 
with  a  substance  that  has  the  same  effect 
as  a  chemical  originally  discovered  in  the 
1950s  by  Idaho  sheepherders.  When  their 
sheep  ate  corn  lilies  containing  the  chem- 
ical, their  lambs  were  born  with  just 
one  eye.  Scientists  later  discovered  that 


Curisis 
joining  with 
Wyeth  and 
Genentech 
on  other 
treatments 


Pathways 

To  Prosperity 

Curis'  therapies  are  based 
on  a  cellular  process 
called  Hedgehog  signaling- 
first  identified  in  mutant  fruit 
flies-that  helps  some  organs 
repair  themselves. 

SKIN  CANCER  A  topical  treatment 
that  blocks  cancer-causing  Hedgehog 
signals  may  clear  up  a  common 
form  of  skin  cancer,  helping  patients 
avoid  surgery 

HAIR  LOSS  Boosting  the  Hedgehog 
signal  could  mobilize  the  body's  own 
stem  cells  to  gather  around  sleeping 
hair  follicles  and  push  them  back  into 
growth  mode 

STROKE  A  drug  that  turns  on  Hedgehog 
in  patients  who  have  had  strokes  may  be 
able  to  slow  the  damage-and  possibly 
perform  repairs 


the  substance,  which  they 
dubbed  cyclopamine,  was 
causing  defects  by  interrupt- 
ing the  Hedgehog  signal. 
Now  they  believe  they  can 
harness  the  chemical's  dis- 
ruptive power  and  direct  it 
straight  at  tumors,  potential- 
ly yielding  entirely  new  ways 
of  treating  many  different 
cancers.  "Over  the  last  two 
years,  Hedgehog  has  been 
implicated  in  pancreatic, 
prostate,  and  some  forms  of  lung  cancer," 
says  Fred  de  Sauvage,  senior  director  of 
molecular  biology  at  Genentech,  which 
plans  to  work  with  Curis  to  find  other  po- 
tential uses  of  Hedgehog  inhibitors. 

Hedgehog's  multifaceted  role  in  the 
body  might  also  be  its  undoing.  Because 
the  pathway  seems  useful  in  some 
diseases  when  it's  shut  off  and  in  others 
when  it's  turned  on,  forcing  it  in  one 
direction  might  bring  on  dangerous 
side  effects. 

Wyeth  is  looking  into  that  prospect  as 
it  works  with  Curis  on  a  drug  designed  to 
activate  the  Hedgehog  pathway  in  the 
brain  after  stroke.  The  researchers  believe 
that  Hedgehog  will  de- 
crease damage,  and  they 
hope  it  will  mobilize 
stem  cells  to  make  new 
neurons.  But  when  they 
look  at  the  growing  body 
of  research  that  shows  Hedgehog  playing 
a  role  in  some  cancers,  they  wonder  about 
turning  the  pathway  on  after  stroke.  "We 
have  to  make  sure  we're  not  causing  tu- 
mors," says  Menelas  N.  Pangalos,  vice- 
president  of  neuroscience  discovery  at 
Wyeth.  Cutis'  Rubin  says  he  believes  the 
risk  will  be  tempered  by  the  fact  that  the 
stroke  drug  would  only  be  given  to  pa- 
tients once.  But  no  one  will  know  for  cer- 
tain if  any  of  Curis'  therapies  are  safe  un- 
til they  are  tested  in  humans. 

That  uncertainty  may  explain  why  in- 
vestors are  keeping  their  distance.  Cutis' 
stock  has  dropped  from  $5  a  share  in  Jan- 
uary to  $3.40.  That  frustrates  Passeri.  And 
he's  sometimes  embarrassed  by  the  notion 
that  baldness  could  be  Cutis'  ticket  to  the 
biotech  big  leagues.  "Scientifically,  it's  not 
what  we're  most  excited  by,"  says  Pas- 
seri—who  himself  is  blessed  with  natural- 
ly thick  hair.  "But  from  a  business  stand- 
point, it  has  huge  potential."  If  all  the  bald 
pates  in  the  world  help  Curis  fund  cancer 
research,  the  potential  beneficiaries  will 
surely  outnumber  all  the  sheep,  fruit  flies, 
mice,  and  humans  that  have  contributed 
to  the  Hedgehog  discovery.  ■ 

-ByArlene  Weintraub  in  New  York 
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Stop  wasting  assets.  Start  HiPath. 


If  it  hasn't  happened  yet,  sooner  or  later,  IP  telephony  will  become  a  reality  in  your  business.  With  some  vendors' 
solutions,  the  switch  to  IP  means  switching  your  entire  infrastructure.  With  Siemens  HiPath®  solutions,  you  can 
continue  to  use  your  existing  equipment  and  thus  safeguard  your  investments.  New,  advanced,  future-oriented 
components  can  be  integrated  step  by  step.  Tailored  to  your  requirements  and  the  growth  of  your  business. 
Interested?  Call  us.  You'll  reach  us:  1 .800.765.61 23. 
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hile  the  full  legacy  of  the  Internet  and  World  Wide  Web  has  yet  to  be  written, 
the  swiftness  with  which  these  innovations  are  drawing  the  world  closer  con- 
tinues to  astound.  The  newly  discovered  desire  to  control  all  the  permutations 
and  combinations  of  the  ways  people  communicate,  through  time  and  space,  is 
creating  infinite  challenges.  In  response,  communications  innovators  are  mining 
the  vast  potential  of  the  Internet  and  coming  up  with  ever-richer  solutions. 


Indeed,  the  rapid  spread  of  IP,  or  Internet  Protocol,  across  all  wired  and  wireless  networks,  includ- 
ing the  public  Internet,  service  provider  networks,  and  corporate  LANs— and  the  IP-enabling  of 
communications  and  computing  equipment  designed  to  connect  to  these  networks— has  created 
the  foundation  for  a  whole  new  set  of  powerful  communications  capabilities.  Says  Jeff  Pulver,  CEO 
of  Melville  (NY)-based  pulver.com  and  a  leading  proponent  of  IP  communications  technology,  the 
advent  of  IP-based  communications  "opens  up  voice  as  an  application  on  the  network,  allowing  it 
to  converge  with  other  media,  such  as  video,  instant  messaging,  and  other  IP-based  applications, 
such  as  presence,  that  together  create  entirely  new  classes  of  service  and  functionality." 

This  generation  of  IP-based  technology  can  achieve  quantum  leaps  in  productivity  for  businesses. 
The  following  pages  describe  products  and  services  that  deliver  new  communications  power: 
fully  integrated  telephony  and  computing  resources  at  the  desktop;  communications  seamlessly 
networked  at  all  levels  of  an  enterprise;  presence-based,  workgroup  collaboration  that  incorpo- 
rates instant  messaging;  and  virtual  contact-center  operations. 
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Navigating  the  New  Waters  of  IP 
By  now,  all  the  major  vendors  of  corporate  phone 
systems  have  introduced  IP-based  communications 
systems  —  commonly  referred  to  as  IP-PBXs  —  that  are 
designed  to  leverage  the  flexibility,  cost-effectiveness, 
and  rich  new  functionality  enabled  by  IP  networking, 
while  at  the  same  time  retaining  the  features  common 
to  traditional  systems. 

One  such  company  is  Mitel,  in  Ottawa,  Ont.  Mitel 
stands  at  the  forefront  of  design  and  innovation  and  has 
developed  a  number  of  intuitive,  breakthrough  devices 
and  applications  that  are  helping  to  enhance  employee 
productivity  and  redefine  busi- 
ness communications.  Mitel's 
new  Navigator  device  is  one 
such  device,  radically  enhancing 
the  potential  of  voice,  video,  and 
data  convergence  on  the  desktop. 
The  Mitel  Naviga- 
tor delivers  a  unique 
experience  and 
can  be  personally 
tailored  for  spe- 
cific horizontal 
and  vertical 
market  applications. 
The  Navigator  is  a  sleek,  silver  device  designed  to  fit  neatly 
under  a  flat  screen  monitor.  It's  easy  to  use  and  can  deliver 
powerful  functionality  and  applications  via  a  tightly  knit 
interface  with  the  PC.  As  a  telephony  endpoint,  the  Mitel 
Navigator  supports  the  Session  Initiation  Protocol  (SIP) 
and  Mitel's  own  proprietary  MiNet  protocol.  Mitel  Naviga- 
tor can  also  be  linked  to  Mitel  Your  Assistant,  which  is  a 
highly  intuitive  suite  of  tools  delivering  presence,  collabo- 
ration, video  and  instant  messaging,  and  call  and  directory 
management.  The  Mitel  Navigator  can  also  be  used  with 
Microsoft's  Live  Communications  server  to  enhance  the 
telephony-enabled  desktop  experience. 

To  simplify  task  navigation,  nine  user-programmable 
keys  can  be  used  to  access  a  variety  of  telephony 
functions  and  computer  applications.  Employing  the 
Navigator  keypad  or  a  mouse,  these  buttons  invoke 
telephony  features  or  launch  local  PC  applications 
or  network-based  business  processes.  Multiple  appear- 
ances enable  users  to  access  up  to  27  commands  and 
tasks.  The  Mitel  Navigator  also  supports  PC  speakers 
and  headphones  that  can  be  used  with  an  embedded  full- 
duplex  microphone  and  speakers  for  hands-free  or  con- 
ference calling.  The  Navigator  can  even  be  used  to  play 
music  from  the  computer  and  interrupt  the  music  when  a 
phone  call  is  initiated  or  received.  Says  Don  Smith,  CEO 
of  Mitel:  Today's  challenge  is  achieving  convergence  for 
the  user,  not  just  for  the  communications  infrastructure." 


Innovative  new  IP-based  communications  services 
known  variously  as  IP  Centrex  and  Hosted  IP-PBX  are  now 
beginning  to  be  offered  by  service  providers.  Their  appeal 
is  in  enabling  an  enterprise  to  subscribe  to  next-genera- 
tion communications  services  rather  than  requiring  the 
purchase  of  corporate-based  equipment,  thus  saving  on 
significant  capital-expenditures  and  the  ongoing  costs  of 
maintenance  and  operations. 

All  Together  Now:  Communicate! 
AT&T  recently  announced  aggressive  plans  to  roll  out  a 
portfolio  of  network-based,  IP  communications  services 
across  the  U.S.  this  year,  called  AT&T  Dynamic  Network 
Applications  (DNA).  AT&TVoice  DNA,  a  component  within 
this  portfolio,  delivers  the  functionality  of  network-based 
IP  communications  without  the  complexity  associated  with 
premises-based  solutions.  AT&TVoice  DNA  provides 
enhanced  features  such  as  mid-call  move,  personalized 
call  handling,  on-demand  audio  conferencing,  integra- 
tion with  Microsoft  Outlook,  plus  much  more.  The  service 
comes  with  a  choice  of  calling  plans  (any  distance  and 
local),  a  full  suite  of  comprehensive  online  management 
tools,  and  support  for  a  number  of  IP  phones. 

With  AT&T  Dynamic  Network  Applications,  the 
complexity  and  cost  of  communications  can  be  reduced 
through  the  centralized  control  of  communications  across 
an  entire  enterprise,  including 
remote,  branch,  and  head- 
quarters sites.  Says  Michael 
Antieri,  group  executive  of 
product  management  at  AT&T, 
in  Bedminster,  N.J.:  "Net- 
work-based, IP  communica- 
tion applications  are  essential 
for  competing  in  today's 
business  marketplace.  They 
are  the  core  DNA  for  how  busi- 
nesses will  increase  productiv- 
ity and  create  new  ecosystems 
of  opportunity.''  What's  more, 
remote  workers  can  plug  in  at 
the  office  or  at  home  and  be 
immediately  operational— their 
n  jmber  travels  with  them. 

For  corporate  telecom- 
munications administrators, 

a  user-friendly  Web  portal  provides  centralized  control 
across  the  enterprise  for  managing  moves,  adds, 
changes,  disconnect  activity,  and  reports.  For  employ- 
ees, AT&TVoice  DNA  provides  a  personal  portal  to  help 
individuals  manage  both  their  e-mail  and  voice  mail  with 
a  simple  interface  that  is  accessible  from  virtually  any 
Internet  connection  in  the  world. 


AT&Ts  Michael  Antieri  says 
customers  value  the  convergence 
of  all  types  of  communication 
applications. 
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IP  Telephony  without  the  hang-ups 


Mitel  Networked  Business  Solutions 

Established,  reputable  and  innovative,  Mitel®  has  the  attributes  and  the  experience 
for  worry-free  IP.  A  recognized  world  leader  in  Networked  Business  Solutions,  Mitel 
has  a  solution  to  fit  your  business.  Our  broad  portfolio  of  IP  Telephony  applications 
combine  voice,  video  and  data  over  a  single  high-speed  network.  And  that  helps 
lower  your  communication  costs  and  enhance  employee  productivity.  Our  feature- 
rich  products  are  designed  with  the  end-user  in  mind.  That  means  greater  ease  of 
use  and  more  rapid  adoption.  Better  still,  Mitel  has  an  intelligent  migration  strate- 
gy to  ensure  you  can  update  your  communications  platform  without  disrupting  or 
replacing  your  existing  infrastructure.  For  worry-free  IP,  look  to  Mitel. 

To  find  out  more  about  Mitel,  visit  www.mitel.com 
or  call  1-800-648-3579. 


IP  Telephony 


Mobility 


Conferencing  and  Collaboration 


Messaging 


Contact  Center 


MiService 


® 


MITEL 


it's  about  YOU 


Special  Advertisina  Section 


P  Communications 


Powerful  Collaboration 
Today's  advanced  collaborative  computing  solutions 
allow  geographically  dispersed  users  to  interact  and 
share  applications  and  documents  as  if  they  were  in 
the  same  conference  room.  Collaborative  computing 
applications  are  supported  by  many  of  the  IP-PBXs 
on  the  market  today  and  offer  an  extremely  rich  and 
highly  cost-effective  communications  experience. 

The  HiPath  OpenScape  middleware  solution,  from 
Siemens  Communications  Inc.,  in  Boca  Raton,  Fla., 
provides  users  with  consolidated  access  to  all  enterprise 
communication  resources,  including  voice  features  and 
services,  e-mail,  and  instant  messaging  (IM).  HiPath 
OpenScape  also  takes  collaborative  computing  to  the 
next  level,  offering  intelligent,  real-time  access  to  people, 
calendars,  and  files  through  three  new  capabilities:  pres- 
ence-based communication,  multi-resource  collaboration, 
and  an  architecture  based  on  open  industry  standards. 

People  have  grown  accustomed  to  using  IM  buddy  lists 
and  checking  the  availability  or  presence  of  contacts  before 
starting  a  communication.  HiPath  OpenScape  brings  the 
buddy-list  concept  to  the  entire  spectrum  of  enterprise  com- 
munications, making  it  possible  to  extend  presence  aware- 
ness to  the  desk  phone,  the  cell  phone,  e-mail,  IM,  and  other 
media.  Employees  can  click  to  identify  which  resources 
they  want  others  to  use  at  different  times  or  circumstances, 
and  the  buddy  list  identifies  the  available  choices. 


Beyond  an  IP-PBX 

IP  Telephony  continues  to 
grow  dramatically,  but  what 
are  the  compelling  drivers 
for  the  future?  New  value- 
added  applications  centered 
on  presence,  collaboration, 
and  ad  hoc  interactions  among  individuals,  teams, 
and  other  stakeholders  are  extending  the  reach 
of  enterprise  communications  and  fundamentally 
changing  the  conventional  landscape. 

"Applications  can  now  be  extended  to  almost 
any  device  on  a  wired  or  wireless  network,  but  at 
the  same  time,  must  be  secure  and  managed  and 
incorporate  legacy  environments  seamlessly," 
says  Don  Smith  (above),  CEO  of  Mitel.  'This  will  be 
achieved  by  applications  and  services  gateways 
that  extend  the  value  of  IP  beyond  the  realm  of  a 
traditional  IP-PBX.' 
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Siemens'  HiPath  OpenScape  brings  the  buddy-list  concept  to 
the  entire  spectrum  of  enterprise  communications. 

HiPath  OpenScape  also  helps  simplify  the  task  of 
setting  up  multimedia  conferencing,  dramatically  decreasing 
conference-service  expense.  HiPath  OpenScape  users 
can  launch  a  robust  collaboration  session  simply  by 
selecting  contacts  from  their  buddy  list  and  clicking 
on  "audio  conference"  or  "multimedia  collaboration."  The 
application  proactively  contacts  all  users  by  their  preferred 
device  and  gives  them  access  to  documents  via  the 
collaboration  portal,  saving  time  and  money. 

Help  is  Where  You  Find  It 
With  traditional  premise-based  technologies,  every 
contact-center  location  typically  requires  its  own  dedi- 
cated systems,  which  must  be  custom-integrated  at 
tremendous  cost  on  a  site-specific  basis  and  provided 
with  dedicated  licenses,  phone  lines,  and  IT  staff  for 
each  location. 

New  IP  contact-center  technology  enables  companies 
to  centralize  their  technology  resources  and  leverage 
them  across  a  global  network.  This  cuts  costs  and  also 
increases  productivity  by  enabling  callers  to  be  matched 
with  the  agent  best  qualified  to  deliver  world-class  service 
in  the  shortest  time,  wherever  he  or  she  is. 

IP  contact-center  systems  that  enable  companies 
to  share  centralized  systems  across  locations  while 
keeping  the  data  of  different  groups  separate  are  called 
"multi-tenant"  technology  solutions.  One  leading  system, 
Telephony@Work's  multi-tenant  CallCenterAnywhere, 
"enables  contact-center  technology  to  be  centralized 
while  empowering  local  autonomy  for  individual  sites  or 
groups  of  sites  without  any  of  the  traditional  technology 
risks,"  says  Eli  Borodow,  CEO  of  La  Jolla  (Calif. )-based 
Telephony@Work  Inc.  "It  also  enables  all  technology-driven 
contact-center  business  processes  to  be  modified  on 
demand  at  a  local  or  global  level,  empowering  companies 
to  maximize  productivity  by  optimizing  technology-driven 
business  processes  in  real  time." 

Telephony@Work's  multi-tenant  CallCenterAnywhere 
technology  is  deployed  across  the  spectrum  of  large 
companies,  government,  and  service-provider  networks. 
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smart  cookie? 


When  the  Bakers  of  Entenmann 
needed  to  make  sure  the  shelves  were  stocked  full  with  only  the  freshes 
product,  they  headed  straight  for  the  world's  networking  company.  Now, 
with  networking  solutions  from  AT&T,  Entenmann's  Bakeries  can  receive 
detailed  sales  information  from  thousands  of  retail  stores,  utilize  that 
information  to  identify  the  products  needed,  transmit  the  data  to  regional 
bakeries,  and  dispatch  trucks  to  fill  the  shelves  with  fresh  pastry 
even  before  it  has  a  chance  to  cool. 
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IP  Communications 


It  is  also  offered  in  Canada  by  Telus  Com- 
munications Inc.,  in  Vancouver.  In  running 
this  multi-tenant  solution,  Telus  is  supporting 
diverse  companies  and  government  agencies, 
including  the  Health  Benefits  Organisation  of 
British  Columbia. 

"We  picked  Telephony@Work  because  of 
the  unique  f  itness-for-purpose  of  their  hosted- 
services  technology,"  says  Kevin  Hayden, 
director  of  integrated  contact  centre  solutions 
at  Telus.  "We  needed  a  solution  that  would 
maximize  our  economies  of  scale  in  order  to 
pass  on  the  savings  to  our  customers,  and, 
at  the  same  time,  address  all  of  the  reliability, 
scalability,  and  network  security  issues  related 
to  rolling  out  a  large-scale  hosted  service." 


Telephony@Work's  Borodow 
Centralizing  contact-center 
technology  while  empowering 
local  autonomy  is  key. 


Brave  New  World 

New  IP-based  phone  systems,  services,  presence-based  collaborative 
computing  applications,  and  IP  contact-center  solutions  are  delivering 
real  benefits  to  businesses.  But  it's  also  evident  that  we're  just  starting 
to  discover  what's  possible  with  IP  communications  technology,  as 
presence  and  other  powerful  capabilities  begin  to  be  integrated  into  the 
systems  we  use  for  our  everyday  communications.  Observes  industry 
guru  Pulver:  "For  the  first  time,  we  have  the  opportunity  to  do  things  that 
were  never  before  practical  or  possible." 

About  the  author 

Marc  Robins  is  an  internationally  known  authority  in  the  field  of  IP 
telephony  and  emerging  new  IP  communications  technologies,  with 
more  than  24  years  experience  in  the  communications  industry  as  a 
reporter  and  analyst,  conference  producer  and  publisher,  and  marketing 
executive  and  consultant.  From  1998  to  2003,  Marc  served  as  vice 
president  of  publications  and  trade  shows  and  group  editorial  director 
at  TMC,  publisher  of  the  trade  magazine  Internet  Telephony,  and  pro- 
ducer of  the  Internet  Telephony  Conference  &  EXPO  trade  shows,  for 
which  he  also  served  as  chief  architect  and  conference  co-chairman. 
Today,  Marc  runs  an  IP  communications  industry  marketing  firm,  and 
has  recently  launched  a  new  publishing  company  focused  on  providing 
definitive  sources  of  information  for  prospective  buyers  of  IP  communica- 
tions -echnology.  For  more  information,  contact  Marc  at  718-548-7245 
or  e-mail  robinsconsult@optonline.net. 
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no  cost.  This  enables  them  to  provision  or  modify  any  technology-driven  business  process  on  demand,  at  any  location.  It  also 
empowers  them  to  eliminate  bottlenecks  and  increase  efficiency  on  any  communications  channel:  phone,  fax  or  Internet. 
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Workplace  Retirement 


Rising  Tensions 
Over  Pensions 

The  Bushies  want  companies 
to  rev  up  retirement  plans. 
Business  isn't  happy 


Usually,  the  Bush  Admin- 
istration and  Big  Busi- 
ness get  along  just  fine. 
Opening  public  lands  to 
logging  and  oil  explo- 
ration, lowering  taxes, 
going  after  personal 
bankruptcies— it's  all  common  ground. 

But  since  January,  a  deep  chasm  has 
opened  between  the  two  over  what  to  do 
about  the  sorry  state  of  corporate  pension 
plans.  These  plans,  which  guarantee  a  set 
retirement  payout  for  44  million  workers 
and  pensioners,  have  taken  a  big  hit  since 
the  end  of  the  1990s  bull  market.  Coupled 
with  years  of  skimpy  employer  contribu- 
tions, Corporate  America  finds  itself  $450 
billion  short  of  what  it  has  promised 
workers,  down  drastically 
from  a  $300  billion  surplus  as 
recently  as  1999.  The  rapid  re- 
versal has  left  companies 
scrambling  to  make  up  the 
difference,  with  the  worst-off 
heading  for  bankruptcy  pro- 
tection. Their  plight,  in  turn, 
has  triggered  waves  of  billion- 
dollar  plan  terminations  and 
takeovers  by  the  government- 
backed  insurer,  the  Pen- 
sion Benefit  Guaranty  Corp. 
(PBGC).  Today  the  agency  faces  its  own 
$23  billion  shortfall. 

Employers  and  the  White  House  are  at 
odds  over  how  to  solve  the  problem.  To 
bolster  pensions  and  avoid  a  taxpayer 
bailout  of  the  PBGC,  the  Labor  Dept.  pro- 
posed legislation  in  January  that  would  re- 
quire many  companies  to  hike  their  pen- 
sion-fund spending  sharply.  The  Bushies 
also  want  employers  to  stop  using  inter- 
est-rate assumptions  that  help  smooth  out 
the  annual  fluctuations  in  plan  assets  and 
liabilities.  The  Administration  says  this 
has  added  to  the  shortfall  by  allowing 
companies  to  get  away  with  making 
smaller  contributions  to  the  plans.  They 
also  want  companies  with  low  credit  rat- 
ings to  contribute  to  their  plans  at  an  ac- 
celerated rate.  "The  retirement  security  of 
more  than  34  million  American  workers 
and  their  families  is  at  risk  if  nothing  is 
done  to  fix  the  pension  system,"  warns  La- 
bor Secretary  Elaine  L.  Chao. 

UNHEALTHY  CURE? 

CORPORATE  AMERICA  argues  that  the 
Administration's  proposed  fixes  could  ac- 
tually make  the  problem  worse.  Finan- 
cially troubled  companies,  like  most  of 
the  major  airlines,  warn  that  onerous  new 
rules  could  put  them  into  bankruptcy. 
Healthy  ones  don't  like  the  prospect  of 
paying  more  for  their  pensions,  especial- 
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ARE  DIFFERENT  DEPARTMENTS  CONTRACTING  THE  SAME  SERVICE  AT  MULTIPLE  RATES? 

Every  day,  millions  of  dollars  are  inadvertently  lost  due  to  inconsistent  spend  contracts- 
ranging  from  temp  labor  hires  to  facilities  maintenance.  When  you  institute  best  practices 
to  regulate  your  procurement  of  services,  that's  Spend  Management.  And  that's  Ariba. 
We  can  help  set  standards  that  help  everyone  work  smarter  and  transform  your  business. 
To  get  your  complimentary  copy  of  our  "Five  Step  Guide  to  Services  Spend  Management 
Success','  please  call  us  at  1-866-772-7422  or  visit  www.ariba.com/service. 
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ly  since  the  immediate  crisis  lies  not  with 
them  but  with  the  sick  companies.  In  ad- 
dition, they  object  to  the  volatility  and  un- 
certainty that  would  result  if  they  can't 
smooth  contributions  through  the  ups 
and  downs  of  the  stock  market.  The 
moves  would  make  the  system  more  bur- 
densome than  it  already  is  and  could 
prompt  even  more  employers  to  stop  of- 
fering pensions  to  their  employees  alto- 
gether, says  Kenneth  W.  Porter,  director  of 
global  benefits  at  DuPont. 

The  goal  is  clear  enough:  getting  the 
PBGC  and  pension  plans  themselves  back 
on  stable  footing.  It's  also  obvious  that  part 
of  the  solution  needs  to  involve  companies 
coughing  up  more  money.  After  all,  the 
current  shortfalls  stem  in  part  from  com- 
panies trying  to  get  by  with  paying  less.  So 
the  Administration's  focus  on  upping  con- 
tributions makes  sense.  But  it's  also  true 
that  employers  face  no  legal  obligation  to 
offer  pensions  to  new  employees  at  all. 
Many  could  just  freeze  their  plans  to  new 
employees,  or  even  close  them  out,  if  the 
funding  rules  become  too  difficult. 

While  the  2000  stock  market  crash 
wiped  out  a  big  chunk  of  pension-fund 
assets,  the  roots  of  the  current  problem 
run  much  deeper.  Although  companies 
can  only  take  tax  deductions  for  their 
pension  contributions  up  to  a  certain  lev- 
el, as  far  back  as  the  early  1980s  many  be- 
gan putting  even  less  into  their  pensions 
than  the  tax  code  allows.  One  reason:  a 
desire  to  avoid  punitive  taxes  of  15%  that 
kick  in  over  the  deduction  limits.  Even 
higher  punitive  taxes  of  up  to  90%  apply 
to  withdrawals,  a  system  designed  to  pro- 
tect the  plans  from  raiders.  Indeed,  be- 
tween 1980  and  1995,  companies  reduced 
their  pension  contributions  by  up  to  20%, 
or  as  much  as  $262  billion,  largely  out  of 
fear  of  triggering  the  tax,  according  to  a 
2002  study  by  former  PBGC  chief  econo- 
mist Richard  A.  Ippolito. 

PUSH  FOR  COMPROMISE 

SOME  EMPLOYERS  also  used  the  strong 
stock  market  gains  in  their  pension  plan 
assets  to  avoid  making  their  own  contri- 
butions, leaving  them  with  better  earn- 
ings and  extra  money  for  other  costs.  This 
strategy  was  particularly  tempting  during 
the  1990s  stock  market  boom,  which  bal- 
looned most  pension  funds  to  record 
heights.  In  fact,  U.S.  employers  could 
have  put  in  at  least  $80  billion  more  a 
year  between  1996  and  2002  without  hit- 
ting the  deductible  limits,  according  to  a 
PBGC  study.  Now  some  are  paying  the 
price  with  sharply  higher  makeup  contri- 
butions. "Even  in  the  best  of  years,  more 
than  two -thirds  of  companies  never  hit 
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their  maximum  contribution  limit,"  says 
PBGC  Executive  Director  Bradley  D.  Belt. 

The  stalemate  between  Uncle  Sam 
and  Corporate  America  notwithstanding, 
political  pressures  on  both  sides  may  yet 
prompt  a  resolution.  Although  companies 
don't  like  the  Administration's  proposals, 
they  want  action  be- 
cause of  the  looming 
expiration  of  a  tem- 
porary 2004  law 
that  dictates  the  in- 
terest rate  used  to 
calculate  long-term 
pension  obligations. 
Without  an  exten- 
sion, they  would 
revert  to  an  older, 
more  expensive 
method  of  basing 
liabilities  on  Trea- 
sury bonds.  The 
Bush  plan  would 
peg  pension  returns  to  a  volatile  mix  of 
corporate  bonds. 

For  its  part,  the  Administration  is  anx- 
ious to  head  off  a  savings-and-loan  type 
bailout  of  the  PBGC.  The  agency  has 
enough  assets  to  cover  its  obligations 
through  2020,  but  it's  currently  paying 
$2  billion  more  in  benefits  per  year 
than  if  s  getting  in  premiums.  On  Apr. 
28,  Congress  budgeteers  approved  a 
$6.6  billion  premium  increase  over  the 
next  five  years.  However,  that's  less  than 
the  Administration  asked  for  and  is  a 
drop  in  the  bucket  compared  with  the 
amount  at  stake  if  a  wave  of  bankrupt- 
cies hit  at  airlines,  auto-parts  suppliers, 
and  other  industries  overwhelmed  by 
pension  shortfalls. 

The  real  key  to  solving  the  PBGC's 
problem  is  getting  those  plans  in  the 
black.  Overall,  the  companies  most  likely 
to  end  up  dumping  their  plans  on  Wash- 
ington have  a  combined  underfunding  of 
a  frightening  $96  billion,  according  to  the 
PBGC.  Last  month,  the  insurer  agreed  to 
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take  over  the  pensions  of  UAL  Corp.'s 
United  Airlines  Inc.,  which  has  been  in 
bankruptcy  protection  since  2002.  That 
one  company  will  cost  the  agency  $6.6 
billion  in  pension  obligations  it  must 
make  good,  its  biggest  hit  ever. 

Reaching  middle  ground  is  possible, 
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Feds  want: 

Higher 

payments, 

more 

frequently 


SECRETARY  OF  LABOR 
ELAINE  CHAO 


says  Ron  Gebhardtsbauer,  senior  pension 
fellow  at  the  nonpartisan  American 
Academy  of  Actuaries.  He  suggests  that 
new  rules  could  require  higher  and  more 
regular  funding,  even  as  they  allow  com- 
panies to  keep  the  credit  for  making  extra 
contributions  during  flush  years— some- 
thing the  Bush  plan  proposes  to  end.  He 
thinks  it  might  even  be  smart  to  give 
companies  the  chance  to  use  some  of  the 
pension-fund  surpluses  they  build  up 
during  bull  markets  to  pay  for  health  care 
or  other  employee  benefits.  On  the  other 
hand,  it  may  be  that  special  rules  are  re- 
quired to  help  employers  in  or  near  bank- 
ruptcy to  make  sure  they're  not  pushed 
over  the  brink  by  new  burdens  just  when 
they  can  least  afford  it.  "Solvency  and 
smoothing  don't  have  to  be  enemies," 
says  Gebhardtsbauer. 

Clearly,  the  current  underfunding 
problem  dictates  an  extensive  overhaul. 
But  a  plan  that  drives  more  companies  out 
of  the  pension  business  isn't  a  good  way  to 
go.  The  number  of  defined-beneht  pension 
plans  has  plunged  from  112,000 
in  the  mid  1980s  to  fewer  than 
30,000  today.  The  tally  of  work- 
ers earning  a  pension  has  fallen 
more  slowly,  but  their  ranks 
now  total  just  17  million,  down 
from  22  million  20  years  ago 
(Cover  Story,  page  24).  If  Wash- 
ington doesn't  get  it  right,  the 
U.S.  could  end  up  with  the 
worst  of  all  worlds:  less  retire- 
ment security  for  workers  and  a 
taxpayer  bailout  to  boot.  ■ 

-By  Nanette  Byrnes  in 

New  York  and  Amy 

Borrus  in  Washington 
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You  and  your  financial  needs  ar 
unique.  Raymond  James  financia 
advisors  understand  that.  In  additior 
to  one  of  the  most  comprehensive 
ranges  of  financial  services  anywhere 
they  have  complete  freedom  to  offe 
unbiased  advice  that's  right  for  you 
That's  a  promise  from  one  of  the  firs 
firms  to  focus  on  individual  financia 
planning.  And  it's  why  some  of  the  bes 
advisors  have  chosen  to  work  with  us 
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Sports  Biz  Boating 


Cigarette 
ikingly 
turned  out  80 
boats  last  year 


Trojan 


Can  Cigarette 
Keep  Smokin? 

Skip  Braver  has  rebuilt  the  maker  of 
muscle  boats,  but  competitors  abound 


KIP  BRAVER  IS  AN  UN- 
likely  guy  to  be  selling 
glitz.  Dressed  in  a  white 
shirt  dotted  with  company 
I  logos,  the  burly  54-year-old 
former  electronics  sales- 
man looks  more  like  a  high 
school  wresding  coach  than  the  CEO  of 
Cigarette  Racing  Team  LLC,  the  once  and 
perhaps  future  killer  brand  of  high- 
speed powerboats. 

"I  think  of  Skip  as  the  icon  of  bowling 
on  Friday  nights,"  jokes  a  longtime 
friend  and  ex-business  associate,  Frank 
Bisceglia.  Braver  doesn't  protest— much. 
"Hey,  I'm  not  a  Calvin  Klein  model,"  he 
says.  What  Braver  could  be  is  an  entre- 
preneur cagey  enough  to  bring  back  the 
glory  days  of  Cigarette  Rac- 
ing, a  company  that  personi- 
fied the  good  life  when  it 
started  making  muscle  boats 
in  Miami  in  1969. 

High-speed  boating  isn't 
for  everyone— or  even  every- 
one with  a  half-million  dol- 
lars to  plunk  down  for  a  ma- 
chine that  can  roar  across 
open  water  at  100  miles  per 
hour.  For  some  owners  the 
rush  of  blow-your-face-off 
speed  is  the  attraction.  Oth- 


ers like  to  compete,  usually  in  races 
called  "poker  runs,"  in  which  captains 
zoom  from  stop  to  stop  collecting  aces 
and  queens.  For  most,  though,  it's  all 
about  image. 

Cigarette's  catalog  is  loaded  with  pho- 
tos of  ultrafast  boats  that,  depending  on 
your  taste,  could  be  anything  from  garish 
to  awesome.  Just  as  important  to  the  sell 
are  shapely  female  models  suggesting 
that  Cigarettes  are  babe-catchers.  "You 
don't  have  to  go  100  miles  an  hour  in  a 
Cigarette  to  look  cool.  You  just  have  to 
pull  up  at  the  dock,"  says  Braver. 

No  luxury  is  too  costly  for  a  Cigarette: 
Amenities  include  flat-screen  TVs,  high- 
end  stereos,  anodized  aluminum  acces- 
sories, and  custom  upholstery  and  paint 


THOUSAND 

The  average  price 
of  a  Cigarette  boat 
in  2005 


jobs.  For  a  comic  book  exec,  Braver  had 
Superman  painted  on  a  boat's  deck  and 
hull.  Detroit  catcher  Ivan  "Pudge"  Ro- 
driguez and  singer  Enrique  Iglesias  are 
among  the  celebrities  who  own  Cigarettes. 
Back  in  the  1970s,  Cigarette  Racing 
had  such  a  lock  on  the  market  that  the 
company  name  became  synonymous 
with  fast  boats.  "It  was  the  equivalent  of 
Kleenex,"  says  Bill  Tweedie,  a  vice-presi- 
dent at  Myco  Trailer  Co.  in  Bradenton, 
Fla.,  which  sells  its  gear  to  owners  of 
powerboats.  "The  brand  name  has  been 
something  that  you  just  can't  kill." 

GUNNED  DOWN 

YET  CIGARETTE  RACING  did  nearly  stub 
itself  out.  A  freakish  series  of  events- 
starting  with  the  murder  of  company 
founder  Don  Aronow,  who  was  gunned 
down  in  1987  by  a  rival  boat  builder- 
hurt  Cigarette.  Since  then  it  has  changed 
hands  five  times.  The  game  of  musical 
ownership  tarnished  the  brand  and  cut 
into  sales.  In  1997,  the  company's  nadir, 
Cigarette  built  just  six  boats. 

Then  along  came  Braver— a  hellacious 
salesman.  "Skip's  a  unique  guy.  It  seems 
like  everything  he  gets  into,  he  ends  up 
buying  the  company,"  says  Bob  Vadala,  a 
fellow  sales  rep  in  the  1980s  who  treated 
Braver  to  his  first  ride  in  a  Cigarette 
boat— a  spin  around  the  Statue  of  Liber- 
ty—about five  years  ago. 

A  Chicago  native,  Braver 
made  his  first  fortune  selling 
consumer  electronics  to  cata- 
log stores  and  other  retailers 
in  the  Midwest.  In  the  early 
1990s,  as  an  avid  skier,  he 
moved  to  Colorado  and  be- 
came a  developer  of  luxury 
homes.  Then  it  was  back  to 
Chicago,  where  he  owned 
General  Motors  and  Chrysler 
dealerships  while  indulging 
a  passion  for  classic  cars. 
Soon  after  that  first  Cigarette 
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ride,  Braver  slapped  down  $300,000  to 
buy  one.  In  2002  he  bought  the  boat- 
maker,  paying  more  than  $11.5  million, 
he  says.  He  owns  the  private  company 
except  for  a  small  share  held  by  Neill 
Hernandez,  who  has  worked  for  Ciga- 
rette for  17  years. 

Even  Braver's  friends,  who  knew  his 
passion  for  building  businesses,  ques- 
tioned the  move.  When  Braver  took 
over,  Cigarette's  Miami  boat-building 
plant  was  antiquated— "a  bunch  of  tin 
huts  held  together  by  masking  tape,"  re- 
calls his  buddy  Bisceglia.  And  haphaz- 
ard systems  had  Braver  only  guessing 
what  it  cost  to  build  his  luxury  vessels. 

$1,500  WATCHES 

NOW,  BRAVER  PRESIDES  over  a  com- 
pany of  about  120  employees  that 
painstakingly  turned  out  more  than  80 
powerboats  last  year.  In  2004,  Cigarette 
Racing  completed  a  $10  million  renova- 
tion and  moved  into  a  factory  in  Miami 
with  its  own  custom  upholstery  shop 
and  paint  barn  for  curing  splashy, 
hand-painted  boats  with  names  such  as 
"Rum  Runner"  and  "American  Mus- 
cle." In  the  three  years  since  Braver 
bought  the  company,  the  average  retail 
price  of  a  Cigarette  has  nearly  doubled, 
to  about  $400,000.  And  he  says  Ciga- 
rette has  been  profitable  each  year, 
though  he  declines  to  give  specifics. 

Observers  agree  that  Braver  has 
brought  badly  needed  stability  to  Ciga- 
rette, but  challenges  remain.  According 
to  industry  estimates,  only  about  400 
speedboats  priced  at  $500,000  or  above 
were  sold  in  the  U.S.  last  year.  Competi- 
tion for  that  minuscule  market  is  fierce 
among  a  dozen  companies,  including 
Donzi  Marine,  Formula,  Fountain,  and 
Outerlimits.  Cigarette's  strategy  is  to 
build  the  power  of  its  brand,  including 
creation  of  a  merchandise  catalog  offer- 
ing such  items  as  $500  pendants  and 
$1,500  Cigarette  watches. 

Government  regulation  also  is  a 
threat.  Noise  restrictions  on  waterways 
and  environmental  laws  such  as  zones 
protecting  manatees  and  other  marine 
animals  have  the  potential  to  cut  into 
powerboat  sales,  say  industry  observers. 

What  doesn't  seem  to  matter  to  speed- 
boat owners  is  an  uncertain  economy  or 
the  spiraling  price  of  fuel,  which  can  cost 
about  $100  an  hour  of  cruising  at  80 
mph.  "These  people  have  a  lot  of  income. 
They  want  to  go  boating,  and  they  want 
to  look  good,"  says  Tweedie.  Skip  Braver 
can  make  that  happen.  Just  make  the 
check  out  to  Cigarette  Racing.  ■ 

-By  Mark  Hyman  in  Miami 


This  Is  Not 

Your  Father's  MBA 

Rensselaer's  Lally  School  is  overhauling 
the  B-school  syllabus.  Rivals  are  watching 


IN  EARLY  2002,  THE  LALLY 
School  of  Management  &  Technol- 
ogy at  Rensselaer  Polytechnic  Insti- 
tute was  in  a  rut.  The  program  was 
lost  in  the  shadows  of  bigger,  more 
recognized  schools,  and  enrollment 
was  declining.  The  bucolic  campus 
had  its  charms,  but  being  a  stone's  throw 
from  Albany,  in  Troy,  N.Y.,  just  didn't 
have  the  draw  of  a  big  city  like  New  York 
or  Boston.  It  was  time  for  a  change. 

That's  when  adminisjators  at  Rens- 
selaer decided  to  tear  apart 
the  traditional  MBA  curricu- 
lum. In  its  place  they  began 
building  a  new  program  from 
scratch— and  when  the  dust 
settled,  what  emerged  last 
year  was  an  MBA  unlike  any 
other.  Rather  than  relying  on 
conventional  texts  and  case 
studies  in  standard  courses 
like  marketing  and  finance, 


Studies 
focus  on 
issue- 
oriented 
teamwork 


educators,  led  by  Iftekhar  Hasan,  Rens- 
selaer's acting  dean,  designed  a  brand- 
new  program  teaming  up  professors  to 
teach  together  and  guide  students 
through  real-world  business  problems  in 
a  holistic  way.  "This  is  not  your  father's 
MBA,"  Hasan  says. 

For  starters,  the  degree  is  broken 
down  into  five  "streams  of  knowledge," 
rather  than  traditional  majors  or  con- 
centrations. Each  stream  delves  into  a 
different  aspect  of  business,  such  as  Cre- 
ating &  Managing  an  Enter- 
prise, and  Networks,  Innova- 
tion &  Value  Creation.  It's  not 
that  students  don't  learn  eco- 
nomics, marketing,  or  strate- 
gy. Instead,  each  of  those  ba- 
sics is  blended  into  the  larger 
concepts.  A  typical  class 
might  involve  a  discussion, 
led  by  a  finance  professor,  of  a 
company's  change  in  value  af- 
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ter  a  corporate  merger,  followed  by  a  look 
at  the  case  by  a  management  prof  from  an 
operations  point  of  view.  Because  the 
teaching  is  rooted  in  events  in  the  con- 
temporary marketplace,  there  are  no  text- 
books per  se.  "Our  textbooks  are  newspa- 
per and  magazine  articles,"  says  Phillip 
H.  Phan,  professor  of  strategic  manage- 
ment and  entrepreneurship. 

To  an  outsider,  a  Rensselaer  classroom 
might  seem  chaotic,  with  constant  dis- 
cussions and  passionate  opinions.  In  the 
Business  Implications  of  Emerging  Tech- 
nologies stream,  for  example,  students 
are  divided  into  teams  of  four,  each  devel- 
oping plans  for  patents  on  products 
dreamed  up  in  RPl's  Office  of  Technology 
Commercialization  on  another  part  of 
campus.  The  30-odd  students  are  scat- 
tered across  the  room,  huddled  around 
laptops  and  notebooks.  The  three  profes- 
sors who  make  up  the  teaching  team— bi- 
ology, marketing,  and  sociology  profs  in 
this  case— wander  around  to  each  group. 

It  might  seem  an  odd  mix,  but  listen 
in  for  a  while,  and  it  all  comes  together. 
The  marketer  talks  about  breakthrough 
innovation.  The  biologist  covers  nation- 
al policy  and  the  science  side  of  the  stu- 
dents' projects.  Then  the  sociologist 
leads  a  discussion  on  consumer 
trends.  Student  teams  are  left  to 
process  the  information  and  draw  up 
the  best  proposals.  "The  students  are 
getting  the  functional  material,  but 
they're  also  understanding  how  that 
function  operates,"  says  Richard 
Leifer,  associate  professor  and  direc- 
tor of  executive  programs.  "When 
they  leave  here,  they  know  how  to  do 
project  management  because  they've 
been  through  it,  it's  not  just  some- 
thing they've  heard  about."  Each 
stream  follows  a  similar  format. 

MISSING  PIECES 

IT'S  NEVER  EASY  leading  a  revolu- 
tion, and  Rensselaer's  program  has  its 
challenges.  Case  in  point:  A  few 
months  into  the  first  semester  of  the 
new  curriculum,  computational  mar- 
keting strategy  was  the  topic  of  the 
morning  in  the  Business  Implications 
stream.  No  wonder  students  respond- 
ed with  blank  stares:  They  had  not 
taken  the  Marketing  101  class  that 
would  provide  a  foundation  for  the 
more  advanced  approach.  Professors 
quickly  realized  the  students  needed  a 
brush-up  and  scheduled  the  missing 
piece.  Students  got  a  lesson  on  mar- 
keting basics  and  pressed  on.  "We're 
working  on  things  as  we  go,"  con- 
cedes Gina  C.  O'Connor,  an  associate 


The  real 
test:  Will 
grads  be  in 
demand? 


professor  and  director  of  the 
MBA  program. 

The  kernel  of  the  new  cur- 
riculum was  already  embed- 
ded in  the  old  MBA  program, 
in  a  course  called  Design, 
Manufacturing,  &  Marketing 
(DMM).  It  integrated  five  dif- 
ferent concepts  (marketing, 
manufacturing,  accounting,  design,  and 
operations)  into  one,  and  a  tightly  knit 
team  taught  it.  The  course  also  led  stu- 
dents to  coveted  internships.  In  thinking 
about  a  new  curriculum,  it  dawned  on  fac- 
ulty and  administrators  that  this  frame- 
work could  be  adapted  to  a  larger  scale. 
"DMM  worked  so  well  that  it  made  sense 
to  use  that  format  again,"  says  Jeffrey 
Durgee,  an  associate  professor  and  mem- 
ber of  the  development  team. 

The  highly  integrated  approach  re- 
quires a  lot  of  cooperation,  particularly 
among  professors,  who  are  far  more  used 
to  competing  with  each  other  for  status 
and  resources.  "Faculty  members . . .  typi- 
cally don't  play  well  together,"  Leifer  says. 
But  Rensselaer's  professors  have  to  check 
egos  at  the  door  to  plan  out  courses  from 
various  points  of  view  so  the  cross-polli- 


The  MBA, 
Redesigned 

Rensselaer  Polytechnic  Institute 
launched  a  new  silo-free  curriculum 
last  fall  that  could  revolutionize 
MBA  education.  Key  features: 

TRADITIONAL  MBA 

■  One-off  courses  in  finance,  marketing,  etc. 

■  Professors  rarely,  if  ever,  work  together 

■  Concentrations  in  traditional  subjects 

RENSSELAER  MBA 

■  Five  "streams  of  knowledge"  integrate  all  topics 

■  Teaching  teams  rely  on  faculty  collaboration 

■  Streams  focus  on  real-world  business 
situations  and  projects 
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nation  succeeds.  "In  work- 
ing together,  we  have 
learned  a  lot  about  compro- 
mise," Phan  says. 

The  students  in  the  class 
of  2006  are  also  on  a  steep 
learning  curve  in  the  new 
program,  offered  for  the 
first  time  last  fall.  Duncan 
Pickard,  a  first-year,  was  especially  excited 
about  the  Business  Implications  of 
Emerging  Technology  stream,  since  he 
aspires  to  manage  tech  startups  after 
graduating.  But  the  first  few  weeks  of 
class  left  him  baffled.  "I  thought  it  was 
worthless,"  he  says.  Then,  months  later, 
while  working  on  a  final  project  with  his 
team,  Pickard  had  what  he  calls  an  "ah- 
ha  moment,"  where  everything  came  to- 
gether. "I  could  finally  see  [the  whole] 
picture,"  he  says. 

The  real  test  will  be  whether  Rensse- 
laer's new  take  on  the  MBA  appeals  to 
companies  looking  to  hire  its  grads.  Keith 
A.  Davey,  vice-president  of  planning  and 
development  for  Ford  Motor  (China)  Ltd., 
got  involved  with  the  Rensselaer  program 
early  on  as  one  of  a  number  of  corporate 
advisers.  "The  Lally  model  represents  an 
excellent  first  step"  toward  a  badly  needed 
radical  transformation  of  the  MBA,  says 
Davey.  Visits  from  companies  looking  to 
recruit  first-year  MBAs  for  summer  2005 
internships  were  up  twofold  over  last  year. 
Recruiter  Carrie  Pazda  at  Gerber  Scientif- 
ic Inc.  was  intrigued  by  the  Radical  Inno- 
vation stream,  especially  as  it  pertained  to 
product  innovation— and  signed  up  two 
summer  interns. 

Rensselaer  may  have  started  the  trend, 
but  other  small  MBA  programs  are  look- 
ing for  ways  to  remake  curriculum,  too. 
Carnegie  Mellon  University's  Tepper 
School  of  Business,  for  one,  has  reduced 
its  number  of  core  courses  so  students 
can  focus  more  on  integrated  electives 
like  Internet  marketing  and  investment 
analysis.  Even  that  small  shift  has  helped 
attract  recruiters,  says  Kenneth  B.  Dunn, 
the  school's  dean.  At  University  of  Cali- 
fornia at  Berkeley's  Haas  School  of  Busi- 
ness, acting  dean  Richard  K  Lyons  is 
working  to  set  up  research  centers  that 
will  all  but  require  professors  from  differ- 
ent disciplines  to  work  together.  "We're 
looking  at  the  space  between  the  fields," 
says  Lyons,  adding  that  the  school  will  fo- 
cus its  centers  on  areas  like  behavioral 
decision-making  and  strategy.  "[It's]  in 
these  interdisciplinary  areas  where  B- 
schools  can  really  make  their  mark,  but 
it's  very  hard  to  do."  Rensselaer  seems  to 
have  cracked  the  code.  ■ 

-By  Geoff  Gloeckler  in  Troy,  NY. 
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WHY  TAIWAN 
MATTERS 

The  global  economy  couldn't  function  without  it 
But  can  it  really  find  peace  with  China? 
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BY  BRUCE  EINHORN 
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WANT  TO  FIND 
the  hidden  cen- 
ter of  the  global 
economy?  Take 
a  drive  along 
Taiwan's  Sun 
Yat-sen  Free- 
way. This  stretch 
of  road  is  how  you  reach  the  companies 
that  connect  the  vast  marketplaces  and 
digital  powerhouses  of  the  U.S.  with  the 
enormous  manufacturing  centers  of  China. 
The  Sun  Yat-sen  is  as  bland  as  any  U.S. 
interstate,  but  it's  the  highway  of  global- 
ization. Though  it  snakes  along  the  whole 
west  coast  of  Taiwan,  the  key  43-mile 
stretch  starts  in  Taipei's  booming  new  Nei- 
hu  district  of  high-tech  office  buildings 
and  ends  in  Hsinchu,  home  to  two  of  Tai- 
wan's best  universities,  its  top  research 
center,  and  a  world-renowned  science 
park  Along  the  way,  the  Sun 
Yat-sen  leads  to  some  of  the 
most  important  but  anony- 
mous tech  outfits  in  the 
world:  Asustek  Computer, 
whose  China  factories  spit 
out  iPods  and  Mini  Macs  for 
Apple  Computer;  and 
Quanta  Computer,  the  No.  1 
global  maker  of  notebook 
PCs  and  a  key  supplier  to 
Dell  and  Hewlett-Packard. 
You'll  also  find  Taiwan 
Semiconductor  Manufac- 
turing Co.  (TSMC),  the 
biggest  chip  foundry  on  the 
planet,  an  essential  partner 
to  U.S.  companies  such  as 
Qualcomm  and  Nvidia. 

Dozens  more  companies 
dot  the  Neihu-Hsinchu  cor- 
ridor, from  AU  Optronics,  a 
big  supplier  of  liquid-crys- 
tal display  panels,  to  Hon 
Hai  Precision  Industry, 
which  makes  everything 
from  PC  components  to 
Sony's  PlayStation  2,  and 
which  is  a  fast-rising  rival 
to  Flextronics  International, 
the  world's  biggest  contract 
manufacturer.  Taken  to- 
gether, the  revenues  of  Tai- 
wan's 25  key  tech  compa- 
nies should  hit  $122  billion 
this  year. 

Taiwan's  success  is  also 
China's.  No  one  knows  for 
sure  how  much  of  China's 
exports  in  information  and 
communication  tech  hard- 
ware are  made  in  Tai- 
wanese-owned    factories, 


but  the  estimates  run  from  40%  to  80%. 
As  many  as  1  million  Taiwanese  live  and 
work  on  the  mainland.  "All  the  manufac- 
turing capacity  in  China  is  overlaid  with 
the  management  and  marketing  expertise 
of  the  Taiwanese,  along  with  all  their  con- 
tacts in  the  world,"  observes  Russell 
Craig,  of  tech  consultants  Vericors  Inc. 

CROSS-STRAIT  DRAMA 

IMPRESSIVE  STUFF.  Yet  for  many  peo- 
ple around  the  world,  Taiwan  evokes 
only  one  thing:  the  standoff  between  the 
People's    Republic    of   China,    which 
considers  the  thriving  democracy  as  just 
one  of  its  provinces,  and  Taiwan  Presi- 
dent  Chen    Shui-bian,   who    has 
made  little  secret  of  his  dream  of    TEAMWORK  Ben  Q's 
one  day  declaring  Taiwan  inde-    designers,  led  by 
pendent.  This  cross-strait  drama  is    Wang,  aim  for 
now  in  a  tense  new  phase,  played    unique  products 
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out  with  dramatic  effect  in  recent  weeks. 
First  Beijing  passed  an  anti-secession 
law  authorizing  an  attack  on  Taiwan  in 
case  it  moves  toward  independence.  Tai- 
wan responded  with  a  massive  anti-Beijing 
rally.  Then  came  the  shocker:  The  late  April 
visit  to  the  mainland  by  Lien  Chan,  Chen's 
chief  political  opponent  and  chairman  of 
Taiwan's  Kuomintang  (KMT).  As  millions 
of  Taiwanese  and  Chinese  watched  on  tele- 
vision, Chinese  President  Hu  Jintao  shook 
hands  with  the  opposition  leader  at  a  lavish 
state  reception  in  Beijing.  After  Lien  re- 
turned to  Taipei  on  May  3,  Hu's  govern- 
ment sweetened  its  PR  offensive  with 
more  goodies,  including  a  plan  to  ease  re- 
strictions   on    Chinese 
travel  to  Taiwan,  lift  tar- 
iffs on  some  Taiwanese 
agricultural     imports— 
and  send  two  giant  pan- 
das to  the  Taipei  Zoo.  To 
add  even  more  surprise, 
Taiwanese        President 
Chen,  despite  some  of  his 
supporters'  fury  at  Lien's 
visit,    inserted    himself 
into  the  dialogue.  Chen 
agreed  to  send  a  message 
to  Chinese  President  Hu 
through  another  opposi- 
tion leader,  James  Soong 
of  the  People  First  Party, 
who  was  scheduled  to 
start  a  China  trip  on  May 
5.  Hu  seems  to  be  count- 
ing on  his  contacts  with 
the    opposition    to    in- 
crease pressure  on  Chen, 
forcing  him  to   accept 
that  the  island  is  part  of 
China.  But  that's  a  con- 
cession Chen's  unlikely 
to  make. 

Real  reconciliation 
thus  seems  a  long  way 
off.  Yet  any  serious  at- 
tempt to  lower  the  ten- 
sion would  hold  huge 
promise  for  the  execu- 
tives who  run  America's 
IT  industry,  which  de- 
pends on  Taiwan  for  so 
much  of  its  goods.  A 
shooting  war  between 
Taiwan  and  China 
would  be  catastrophic 
in  human  terms.  But  for 
the  Western  companies 
that  have  built  their  for- 
tunes around  Taiwan, 
the  damage  would  be  a 
direct  hit  to  the  Digital 
Age.  "It  would  be  the 
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equivalent  of  a  nuclear 
bomb  going  off,"  says  a  top 
executive  at  a  U.S.  high- 
tech  giant.  Couldn't  U.S. 
industry  develop  sources  of 
IT  supply  that  don't  involve 
the  Taiwanese?  "That's  like 
asking,  What's  the  second 
source  for  Mideast  oil?' 
says  this  exec.  "You  might 
find  it,  but  if  s  going  to  cost 
you."  Insiders  estimate  that 
it  would  take  a  year  and  a 
half  to  even  begin  to  replace 
the  vast  web  of  design 
shops  and  mainland  facto- 
ries the  Taiwanese  have 
built.  "The  IT  model  is  not 
one  built  on  second-sourc- 
ing,"  says  Ken  Wirt,  a  top 
executive  for  the  handheld 
business  of  palmOne  Inc. 

Not  that  Taiwan  and 
China  aren't  also  extremely 
pragmatic.  Throughout 
this  turbulent  spring,  Tai- 
wan Inc.  hasn't  missed  a 
step.  High  Tech  Computer 
Corp.,  which  makes  smart 
phones  and  PDAs  for  com- 
panies such  as  HP,  said  on 
Apr.  29  that  first-quarter 
earnings  jumped  121%,  to 
$50  million.  Dell  and  HP  will  source  $10 
billion  and  $21  billion  respectively  from 
Taiwan  this  year,  estimates  consulting 
firm  THT  Research,  a  Chicago  firm  that 
tracks  contract  manufacturing.  Apple  is 
boosting  its  order  book  from  Taiwan 
companies  by  28%  from  a  year  ago,  to  $5 
billion.  Quanta  on  Apr.  8  announced  a 
partnership  with  the  Massachusetts  In- 
stitute of  Technology  to  cooperate  on  re- 
search into  the  next  generation  of  com- 
puting. Despite  a  cyclical  downturn  that 
has  hurt  profits,  TSMC  has  embarked  on  a 


$2.6  billion  ramp-up  to  produce 
more  custom-designed  chips  than 
ever.  Compared  with  a  more  spe- 
cialized chipmaker  such  as  Intel, 
"we  have  maybe  100  times  the 
number  of  product  lines,"  says  TSMC 
Chairman  and  CEO  Morris  Chang.  "It 
takes  a  very  special  expertise." 

China  may  someday  threaten  Taiwan  as 
No.l  IT  supplier.  But  for  now  it's  Tai- 
wanese engineers  who  provide  ever-more- 
ingenious  solutions  to  manufacturing  and 
design  conundrums.  "In  Taiwan,  people 


say  the  U.S.  understand* 
ing  of  outsourcing  is  back* 
ward,"  says  Victor  Zue,  co  H- 
director  of  the  Computei 
Science  &  Artificial  Intelli ! 
gence  Laboratory  at  MIT 
"It  feels  more  like  the  Tai 
wanese  are  outsourcing 
marketing  and  branding 
to  the  rest  of  the  world." 

The  island's  high-tech 
industry  has  had  to  im- 
prove its  skills  sharply  tc 
get  where  it  is  today. 
Barely  a  decade  ago,  Tai- 
wan made  components  oi 
assembled  machines  de-  ti 
signed  elsewhere,  anc 
was  only  a  marginal  play 
er  in  more  lucrative  seg- 
ments of  the  electronics 
industry.  Today  its  compa- 
nies are  increasingly  profi- 
cient at  original  design 
and  have  a  big  share  oi 
manufacturing  in  key  cat- 
egories like  digital  s 
cameras  and  networ 
servers.  In  LCD  panels  th 
Taiwanese  have  pass< 
the  Japanese  and  rival  th 
Koreans.  Taiwan  is  tops 
routers,  notebook  com 
puters,  and  cabl 
modems.  The  PC  indus 
"has  really  consohdat 
around  Taiwan,"  says 
John  A.  Antone,  Hong 
Kong-based  head  of  the  Asia  Pacific  region 
for  Intel  Corp.,  which  has  400  engineers  at 
work  on  the  island.  "That's  just  where  the 
best  engineering  is  done." 

How  does  Taiwan  do  it?  Lower  wages 
help.  "You  look  at  the  engineering  costs 
in  the  U.S.  and  compare  them  to  Tai 
wan's,  and  we  are  talking  about  one-third 
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of  the  cost,"  says  Kai  Hsiao,  director  of 
global  procurement  for  greater  China  at 
HP.  Visit  Taiwan-owned  factories  on  the 
mainland,  and  you  will  find  that  assembly 
line  wages  average  $120  a  month. 

But  Taiwan's  advantage  goes  way  be- 
yond cheap  labor.  The  island  combines  an 
entrepreneurial  culture  with  effective 
government  involvement.  The  Hsinchu- 
based  Industrial  Technology  Research  In- 
stitute is  a  collection  of  labs  that  works 
closely  with  local  companies.  It  has  4,300 
engineers  striving  to  match  the  best  that 
the  West,  Japan,  and  Korea  can  offer  in 
fields  such  as  microelectronics  and  opto- 
lelectronics.  The  government-backed  In- 
stitute has  alliances  with  scientists  from 
MIT,  the  University  of  California  at 
Berkeley,  and  Carnegie  Mellon  University 
in  the  U.S.  Companies  such  as  TSMC  and 
crosstown  rival  United  Microelectronics 
Corp.  (UMC)  have  their  origins  in  ITRI. 

The  result  is  one  of  the  deepest  re- 
,  (serves  of  high-tech  talent  in  the  world.  It 
[jstarts  with  figures  like  Chang,  who  was 
present  at  the  creation  of  Taiwanese  tech. 
Walk  into  Fab  12,  TSMC's  multibillion- 
dollar  facility  in  Hsinchu,  and  off  to  your 
left  you'll  see  a  giant  portrait  of  the  chair- 
man sitting,  pipe  in  hand,  in  a  plush  arm- 
chair. Surrounding  him  are  scenes  from 
his  life— as  a  child  in  Hong  Kong,  as  a 
student  at  Harvard,  and  as  TSMC  chief  at 
the  company's  debut  on  the  New  York 
Stock  Exchange.  But  the  silver-haired 
Chang,  73,  isn't  done  yet.  He's  still  work- 
ing hard  to  beat  rivals  UMC  in  Taiwan 
and  Semiconductor  Manufacturing  Inter- 
national Corp.  (SMIC)  in  Shanghai.  He's 
also  pushing  Taiwan's  politicians  to  build 
up  the  island's  schooling.  "I  wish  we  had 
a  world-class  university,"  he  says. 

Chang  and  other  tech  leaders  blend 
Western  values— Chang  took  liberal-arts 
classes  at  Harvard  before  studying  me- 
chanical engineering  at  MIT— with  Asian 
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culture.  One  minute  Jonney  Shih, 
Asustek's  52-year-old  founder,  will  be  dis- 
cussing Six  Sigma  best  practices  and  the 
next  he'll  be  evoking  the  Changshan 
snake  in  Sun  Tzu's  Art  of  War.  When  at- 
tacked at  one  end,  the  serpent  counterat- 
tacks with  the  other.  "We  need  that  kind 
of  fast   reaction," 


NEW  GROUND 

Taiwan's  Lien 
meets  with  Hu  in 
Beijing  on  Apr.  29 


says  Shih. 

The  quick  reflex- 
es of  Taiwanese  like 
Shih  make  all  the 


companies  have  also  grown  by  acquiring 
technology  from  elsewhere.  Chi  Mei  Op- 
toelectronics Corp.  (CMO)  licensed  LCD 
technology  from  Fujitsu  Ltd.  and  hired 
top  engineers  to  come  up  with  the  rest  of 
the  expertise  it  needed  to  become  a  lead- 
ing LCD  producer. 

All  these  businesses  excel  at  serving 
corporate  customers.  Eighteen  months 
ago,  after  Intel  had  made  a  big  bet  on 
Centrino,  the  wireless  Internet  system  for 
notebook  PCs,  the  American  company 


difference.  Unlike  Korea,  where  Samsung 
Electronics  Co.  and  LG  Electronics  Inc. 
dominate,  Taiwan  is  composed  of  smaller 
and  nimbler  outfits.  When  Taiwanese 
companies  get  too  large,  they  tend  to  spin 
off  businesses  and  refocus.  Hence,  in  2001 
computer  maker  Acer  Inc.  begat  con- 
sumer electronics  company  BenQ  and 
LCD  panel  maker  AU  Optronics.  The 
Hsinchu-based  chip  design  houses  spun 
off  from  UMC  include  MediaTek  and  No- 
vatek,  a  designer  of  chips  for  LCDs. 
Some  of  Taiwan's  most  important  tech 


sought  out  a  partner  that  could  quickly 
get  Centrino  computers  to  the  market.  So 
Intel  teamed  up  with  engineers  at  Acer, 
Inc.,  which  is  one  of  the  world's  top  five 
computer  makers.  Within  three  months, 
says  Acer  CEO  J.T.  Wang,  they  not  only 
came  up  with  a  high-end  Centrino  note- 
book sold  under  the  Acer  brand  but  also 
mid-tier  and  even  entry-level  PCs  using 
Intel's  new  technology. 

Taiwanese  companies  will  do  just  about 
anything  to  please  customers.  When 
Quanta  was  given  the  contract  for  what 
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promised  to  be  a  hot  new  design 
for  a  top  client,  it  had  to  work  in 
total  secrecy.  Quanta  executives 
guaranteed  the  U.S.  customer 
that  all  work  would  be  done  in 
the  middle  of  the  night.  They 
even  had  the  assembly  line 
draped  in  concealing  black. 
Other  Taiwanese  companies 
combine  discretion  with  an 
ability  to  handle  even  the  small- 
est orders.  HP's  Hsiao  says  he 
places  orders  for  as  few  as  10 
PCs  of  a  specialized  configura- 
tion. The  Taiwanese  can  process 
and  ship  such  an  order  in  48 
hours.  "They  can  change  direc- 
tion overnight,"  says  Hsiao. 

"NOWAY" 

THIS  DO-WHATEVER-it-takes 
ethos  has  led  Taiwan's  business- 
es to  move  to  the  mainland  at 
astonishing  speed.  "In  1999  we 
had  about  300  employees"  in 
China,  says  Alexander  Lee,  head 
of  operations  for  Asustek  in 
Suzhou,  China.  "Now  we  have 
more  than  45,000."  Issues  of 
loyalty  don't  enter  the  equation. 
Acer  CEO  Wang  recently  asked  his  own 
Taiwanese  suppliers  if,  as  good  citizens, 
they'd  keep  some  production  in  Taiwan. 
"Their  answer  was:  'No  way,' "  he  says. 

The  Taiwanese  also  play  a  vital  role  for 
rivals  on  the  mainland.  Liu  Chuanzhi, 
chairman  of  Beijing  computer  company 
Lenovo  Group  Ltd.,  which  just  completed 
its  purchase  of  IBM's  PC  division,  says 
Lenovo  sources  components  from  Tai- 
wanese companies.  According  to  THT  Re- 
search, Lenovo  even  buys  notebooks 
from  Quanta,  Compal,  and  MiTAC.  Liu 
says  that' s  not  the  case. 

Most  important  of  all,  the  Taiwanese 
are  the  real  developers  of  China's  semi- 
conductor industry.  Chinese  companies 
such  as  SMIC  depend  on  squads  of  Tai- 


wanese executives  for  knowhow.  TSMC  is 
still  far  ahead,  but  it  is  starting  to  focus  on 
China,  too.  The  Taipei  government  has  al- 
lowed TSMC  to  invest  $900  million  for  its 
own  plant  in  China. 

In  effect,  Taiwan  is  hoping  to  control 
design  and  innovation  while  giving  over 
much  of  its  manufacturing  to  China. 
When  U.S.  companies  come  to  Taiwan  to- 
day, they  say,  "This  is  what  we  want.  Do 
you  have  it?' "  says  Billy  Ho,  president  of 
MiTAC,  which  makes  smart  phones, 
PDAs,  and  servers. 

Increasingly,  the  Taiwanese  do.  Two 
years  ago,  MiTAC  decided  to  upgrade  the 
PDAs  it  sells  under  its  own  brand  name  as 
well  as  under  several  different  names  in 
Europe.  In  discussions  with  the  sales  team, 
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NEIHU  MALL  Taipei's     Ho  recalled  how 
high-tech  hub  is  when  he  lived  neai 

buzzing  with  Birmingham,  Eng 

activity  land,  he  would  ge 

baffled  by  the  lay 
out  of  the  city  streets.  A  PDA  with  GPS,  th< 
satellite-controlled  global  positioning  sys 
tern  often  found  in  cars,  was  the  answer 
Today,  MiTAC  is  No.  3  globally  in  PDAs,  be 
hind  only  Palm  and  HP,  and  MiTAC's  in 
novation  is  breathing  new  life  into  th< 
business.  The  combo  of  GPS  and  PDAs  "ii 
really  big  right  now,"  says  Manny  Lopez,  i 
senior  analyst  with  International  Dafc 
Corp.  in  Beijing.  "MiTAC  was  first  Th 
have  taken  the  lead." 

The  Taiwanese  know  they're  good  a 
such  innovation.  But  they  also  know  the) 
are  being  squeezed  on  price  in  virtuallj 
every  aspect  of  IT,  even  while  they  are  un 
der  relentless  pressure  to  be  more  ere 
ative.  "Margins  have  come  screaming  ou 
of  the  PC  business  because  products  hav< 
become  very  commoditized,"  say; 
Michael  Marks,  CEO  of  Flextronics  Corp 
Net  margins  at  Asustek  have  fallen  t 
6.4%,  from  19%  in  2001.  The  company's 
2004  net  profit  of  $484  million  was  7 
lower  than  it  was  in  2001,  although  sal 
nearly  tripled  in  the  same  period,  to  $£ 
billion.  Both  Quanta  and  Compal  have  c; 
suffered  from  falling  profit  margins,  too 
despite  fast-rising  sales. 

Some  analysts  also  wonder  how  lon^ 
the  Taiwanese  will  have  the  edge  in  chips 
"I  don't  think  Taiwan  is  in  the  driver's  sea 
anymore,"  says  James  C.  Mulvenon,  co 
author  of  a  2004  Rand  Corp.  study  on  Tai 
wan's  and  China's  chip  industries,  whicr  l 
concludes  that  European  and  Japanese 
chipmakers  will  provide  China  with  tech 
nology  the  Taiwanese  refuse  to  share. 

One  way  out  is  to  find  new  markets 

"We  have  to  get  into  the  next  wave  o* 

products,"  says  Ray  Chen,  president  o1 

Compal.  "It  can  be  TVs,  cell  phones 

home  digital  media  centers.  We  don'i 

know  yet."  To  do  that  better,  Compa 

^^^^^^^^    plans  to  double  its  R&E 

team.  Quanta  is  beefing 

up  too.  In  its  $20  mil 

lion    partnership    witr 
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MIT,  it  is  looking  at  us 
ing  artificial  intelligence 
to  link  digital  device 
that  have  different  oper 
ating  systems.  Quants 
boss  Barry  Lam  alsc 
identifies  autos  as  ; 
promising  area.  As  con 
trol  and  display  system! 
in  cars  go  digital,  the 
Taiwanese  can  apph 
their  expertise  in  mak 
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QUICK  REFLEXES 

Asustek's  Shih 
demands  fast 
turnaround 


jing  complex  components  for 
small  spaces. 

The  other  way  to  stay  ahead 
for  Taiwan  is  to  create  its  own 
brands    and    maintain    solid 
|  margins  by  delivering  better  performance 
and  design.  A  leader  in  the  branding  ef- 
fort is  BenQ,  which  has  its  own  brand  of 
(thin-screen  TVs  and  MP3  players.  Since 
I  its  launch  in  2001,  BenQ  has  stressed  in- 
house  design  to  make  its  branded  prod- 
ucts stand  out.  Manfred  Wang,  who  runs 
the  BenQ  design  center,  leads  a  team  of 
70  designers  who  have,  among  other 
things,  come  up  with  a  PC  monitor  whose 
base  can  be  folded  up  against  it,  taking  up 
much  less  space  in  shipping.  "Our  de- 
signers are  aware  of  the  manufacturing 
process  and  that's  a  big  advantage,"  says 
Wang,  who  learned  his  skills  in 
|  Germany  and  once  worked  for 
carmaker  Porsche. 

At  the  heart  of  Taiwan's  effort 
to  reinvent  itself  is  the  govern- 
ment research  institute,  ITPJ.  It's 
into  everything  from  new  wire- 
less networks  to  nanotubes  that 
provide  backlighting  for  dis- 
plays. It's  also  trying  to  mix  the 
hard  sciences  with  something 
softer.  Enter  Room  131  of  Block 
53  on  the  main  campus,  and 
you'll  find  the  Creativity  Lab. 
The  place  looks  more  like  an  ad- 


vertising agency  than  a  high- 
tech  center,  with  its  stuffed  an- 
imals and  a  comfy  couch  for  a 
staff  that  includes  artists,  psy- 
chologists, and  an  anthropolo- 
gist in  addition  to  engineers.  The  idea  is 
that  getting  techies  together  with  liberal 
arts  types  will  help  designers  think  more 
broadly,  says  Wen-Jean  Hsueh,  a  PhD  in 
mechanical  engineering  from  California 
Institute  of  Technology  who  is  the  lab's 
head.  "We  know  we  have  strong  manu- 
facturing and  engineering,"  she  says. 
"But  we  have  to  look  beyond  this." 

But  even  this  fresh  effort  has  to  build 
on  Taiwan's  engineering  corps,  which 
can't  expand  enough  to  meet  all  of  Tai- 
wan's needs.  With  so  many  companies 
expanding  research  and  development, 
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"we  have  to  fight  very  hard  to  get  experi- 
enced guys,"  says  Hsiao-ping  Lin,  head  of 
Faraday  Technology,  which  specializes  in 
chip  design  services.  He  hopes  to  hire  In- 
dian engineers,  but  adds,  "in  the  long 
run,  we  will  set  up  an  R&D  center  in 
mainland  China." 

That  shift  to  China  is  understandably  of 
great  concern  to  Taiwan's  political  and 
business  leaders.  But  it  may  be  inevitable. 
"The  market  here  is  so  much  more  im- 
portant than  Taiwan's,"  says  Lawrence 
Ho,  the  Taiwan-born  owner  of  online  mu- 
sic startup  8LaNetwork  Inc.,  which  has  its 
headquarters  in  Beijing's  trendy  Jianwai 
Soho  district.  Ho  also  appreciates  how 
hard  his  mainland  employees  are  willing 
to  work— as  many  as  90  hours  a  week. 
Taiwan  clearly  has  lots  to  worry  about, 
but  it's  also  renowned  for  its  re- 
silience. Intel's  John  Antone  com- 
pares Taiwan  to  a  long-distance 
runner  who  is  being  challenged  but 
is  still  in  the  lead.  "As  long  as  they're 
committed  to  run  very  aggressively," 
he  says,  "I  don't  see  anyone  catching 
them."  Competitors  be  warned:  Tai- 
wan will  do  everything  it  can  to  stay 
in  the  race.  ■ 

-With  MattKovac  in  Taipei,  Pete 

Engardio  in  New  York,  Dexter 

Roberts  in  Beijing,  Frederik  Balfour 

in  Shanghai,  and  Cliff  Edwards  in 

San  Mateo,  Calif. 
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Finance  Research 


Still  Outside 
Looking  In 

Independent  stock  analysts  hoped  to  cash 
in  on  the  Spitzer  pact.  What  went  wrong? 


OR  INDEPENDENT  STOCK- 
research  firms,  these  were 
supposed  to  be  the  best  of 
times.  Under  the  landmark 
conflict-of-interest  settle- 
ment finalized  in  2003,  the 
biggest  Wall  Street  banks 
would  be  funneling  millions  of  dollars  to 
dozens  of  independent  shops,  giving 
what  was  little  more  than  a  cottage 
industry  credibility  and  market  power 
overnight. 

But  the  independents  are  a  pretty  frus- 
trated bunch  these  days.  Ten  months  after 
the  money  started  to  flow,  the  settlement  is 
not  giving  them  anywhere  near  the  lift  they 
expected.  Big  banks  are  making  the  inde- 
pendents' stock  reports  available  along 
with  their  own,  as  required,  but  they're 
downplaying  them  as  much  as 
possible,  the  research  firms  ar- 
gue. "This  should  be  an  oppor- 
tunity [for  Wall  Street  firms]  to 
turn  lemons  into  lemonade  and 
show  what  a  great  job  they're  do- 
ing for  their  clients,  but  instead 
they  really  want  to  keep  this  qui- 
et," says  Martin  Weiss,  chairman 
of  Weiss  Ratings  Inc.,  an  inde- 
pendent providing  research  for 
six  of  the  12  banks  in  the 
settlement.  Indeed,  the  early  re- 
sults of  a  poll  of  1,000  retail  in- 
vestors by  Standard  &  Poor's 
"indicate  that  a  great  many  [in- 
vestors] are  unaware  of  the  set- 
tlement and  don't  feel  an  imme- 
diate impact  from  it,"  says 
Michael  Privitera,  a  spokesman 
for  S&P,  which  provides  stock  re- 
search. (Like  BusinessWeek,  S&P 
is  a  unit  of  The  McGraw-Hill 
Companies  Inc.) 


Worse,  many  of  the  independents  are 
suffering  collateral  damage  from  the  mu- 
tual-fund scandal.  As  part  of  the  effort  to 
reform  the  fund  industry,  regulators  are 
mulling  whether  to  limit  "soft  dollars,"  re- 
bates of  their  stock-trading  commissions 
that  fund  companies  use  to  buy  research 
and  other  services.  Trouble  is,  fully  80%  of 
independent  research  is  paid  for  with  soft 
dollars,  says  Michael  W  Mayhew,  chief  ex- 
ecutive of  consulting  firm  Integrity  Re- 
search Associates  LLC  in  Darien,  Conn.  Al- 
ready, some  fund  companies  are  reining  in 
their  use  of  soft  dollars  and  buying  less  in- 
dependent research. 

Meanwhile,  the  rivalry  among  inde- 
pendents has  become  cutthroat.  Spitzer's 
settlement  set  off  a  gold  rush.  Many  new 
players  jumped  in,  but  the  research  pie 


Research  Rut 

Independent  research  firms  figured 
to  benefit  greatly  from  the  Wall  Street 
settlement.  But  they  say  that  isn't 
happening  because: 

■  Wall  Street  is  doing  little  to  promote  independent 
research  to  its  customers.  Instead,  it's  merely 
following  the  letter  of  its  $1.4  billion  deal,  which 
says  independent  reports  must  be  made  available. 

■  Mutual-fund  companies  are  cutting  back  on 
independent  research  they  pay  for  with  "soft 
dollars"— rebates  on  trading  commissions- 
because  they  expect  regulators  to  limit  the  practice. 

■  New  firms  are  flooding  the  market,  creating 
tough  competition  for  research  dollars. 

■  Smaller  companies  are  increasingly  paying  for 
research  of  their  own  stocks,  threatening  to  tarnish 
the  squeaky-clean  image  that  independents  seek. 


K 


B 


hasn't  grown.  In  fact,  the  settlement  mon-  ■ 
ey— nearly  $90  million  a  year  for  five  i 
years—is  apparentiy  not  enough  to  re-  m 
place  the  lost  soft  dollars,  according  to  in-  i 
dustry  calculations.  That  has  left  many  o 
newly  beefed-up  firms  disappointed  and  ie; 
freshly  minted  research  boutiques  strug- 
gling. Mayhew  says  there  were  about  40 
independent  firms  five  years  ago;  today 
there  are  350  to  400,  including  the 
roughly  65  that  won  settlement  contracts  |se 
to  supply  research  to  big  banks.  "We  ab 
solutely  believe  there  is  going  to  be  a  huge|k 
shakeout,"  he  says. 

All  this  has  some  independents  scram 
bling  for  a  new  business  model.  A  growingfc 
number  of  independents  are  trying  to  get  p 
listed  companies— particularly  small  ones  k 
that  lost  analyst  coverage  as  Wall  Street  re-  e 
trenched— to  pay  for  their  own  research 
coverage.  Many  independents  frown  on  i 
this,  saying  it  sets  up  a  conflict  of  interest  L 
and  tarnishes  the  squeaky-clean  image  » 
they  try  to  project.  While  the  Investorside 
Research  Assn.,  the  trade  group  for  inde- 
pendents, has  banned  members  from  ac 
cepting  company  payments  for  research^ 
its  conference  last  month  included  a  dis 
cussion  of  how  to  create  credible  reports 
paid  for  by  companies  that  are  covered 
Mayhew  believes  that  can  be  done,  point- 
ing to  credit-rating  agencies  that  charge 
bond  issuers  for  their  ratings. 

Most  firms  aren't  offering  company 


82    BusinessWeek    Vlay  16.  2005 


oaid  research.  Instead  some  are  asking 
existing  customers  to  pay  them  directly, 
ind  not  with  soft  dollars.  And  some  are 
:hopping  staff:  65%  of  firms  responding 
to  a  survey  by  Investorside  released  in 
September  said  they  had  recently  laid  off 
workers  or  put  off  hiring  them. 

INITIATIVE  REQUIRED 

THIS  ISN'T  AT  ALL  what  New  York  Attor- 
iaey  General  Eliot  Spitzer  and  the  Securi- 
ties &  Exchange  Commission  thought 
diey  were  engineering  with  their  settle- 
ment. The  aim  was  to  have  investors  both 
large  and  small  embrace  outside  research 
Ifree  of  Wall  Street's  conflicts.  Spitzer, 
Ispeaking  at  a  recent  Investorside  confer- 
ence, said  he  believes  that  independent 
(research  is  gaining  traction.  He  points  to 
^discount  brokerage  firms  not  included  in 
Ithe  settlement,  such  as  Fidelity  Invest- 
ments, that  are  voluntarily  providing 
outside  research  to  their  customers. 

In  fact,  big  brand-name  independents 
such  as  S&P  and  Morningstar  have  done 
well.  S&P  says  it  is  capturing  15%  to  20% 
of  the  settlement  money  and  Morn- 
ingstar declined  to  comment. 

For  the  upstart  firms,  though,  the  set- 
dement  is  a  different  story.  Consider  Nu- 
Fact  Inc.,  based  in  Naperville,  111.,  and 
launched  by  Anil  Joshi  in  November, 
2003.  Joshi  hoped  the  settlement  would 
create  demand  for  independent  research 


like  his  that  focuses  on  earnings  quality. 
But  he  didn't  snag  contracts,  and  then  the 
shrinking  pot  of  soft  dollars  hurt  his  abil- 
ity to  sign  up  customers  such  as  funds  or 
banks.  In  some  cases,  "the  message  we've 
gotten  is,  We  like  [the  research],  but  we 
just  don't  have  the  soft  dollars  to  pay  for 
it,' "  he  says.  Laura  S.  Unger,  the  consult- 
ant picking  outside  research  for  JPMor- 
gan  Chase  &  Co.,  says  smaller  firms  often 
don't  cover  a  broad  enough  range  of  com- 
panies to  match  the  vast  number  followed 
byJPMorgan. 

The  settlement  isn't  that  stringent. 
Wall  Street  firms  need  only  to  make  the 
independent  research  available  on  their 
Web  sites,  and  in  print  by  request,  and 
must  include  independents'  ratings 
alongside  those  of  in-house  analysts  on 
trade  confirmations  and  statements.  Bro- 
kers are  also  required  to  inform  clients 
that  independent  research  is  available 
when  they  recommend  a  trade. 

The  result:  Clients  must  take  the  ini- 
tiative to  get  the  research.  This  is  some- 
thing investors  who  hire  brokers  to  man- 
age their  investments  don't  normally  do. 
"It  seems  [Wall  Street  firms]  are  fulfilling 
their  requirements,"  says  Mark  Fichtel, 
the  consultant  hired  by  Lehman  Brothers 
Inc.  to  monitor  its  compliance  with  the 
settlement.  "Should  the  settlement  have 
required  more?  That's  a  different  issue." 

Indeed,  there's  no  evidence  that  the  big 


Wall  Street  houses  are  doing  anything 
worse  than  sticking  to  the  letter  of  the 
law.  "Every  effort  is  being  made  to  ensure 
that  banks  are  in  full  compliance  with  the 
settlement,"  says  Stanley  "Bud"  Morten, 
a  consultant  working  with  Citigroup. 
Merrill  Lynch  &  Co.  says  its  customers  are 
happy  with  the  outside  offerings.  While  it 
doesn't  advertise  the  research,  "it  would 
be  virtually  impossible  to  be  a  client  and 
not  notice  it,"  says  Merrill  spokesman 
Mark  Herr.  In  October,  an  outside  mom- 
tor  will  report  to  the  SEC  on  how  well 
Wall  Street  is  complying. 

PULLBACK 

WHILE  THE  SETTLEMENT  may  be  a 
missed  opportunity,  the  cloud  over  soft 
dollars  threatens  actual  damage.  An  SEC 
task  force  is  expected  this  summer  to 
recommend  greater  disclosure  and  limits 
on  what  kinds  of  services  can  be  paid  for 
with  soft  dollars.  Some  fund  companies 
already  are  pulling  back.  More  than  a  year 
ago,  Janus  Capital 
Group  and  MFS  In- 
vestment Manage- 
ment stopped  using 
soft  dollars  entirely. 
That  led  MFS  to 
trim  the  amount  of 
independent  re- 
search it  buys,  says 
spokesman  John 
Reilly.  MFS  expects 
to  pay  $10  million 
to  $15  million  a 
year  in  cash  for  the 
research  and  data  services  it  finds  most 
valuable.  Federated  Investors  Inc.,  too,  has 
cut  back  on  the  research  it  pays  for  with 
soft  dollars,  says  Uri  Landesman,  director 
of  global  equity  research. 

Despite  all  the  uncertainty,  the  inde- 
pendents still  have  four  more  years  to 
prove  their  worth  to  retail  investors  they 
rarely  reached  before.  "If  clients  react 
positively  to  the  research,  it  will  be 
tougher  for  firms  to  drop  it  when  the  five 
years  are  over,"  says  Lehman's  Fichtel. 
And  given  how  much  cheaper  it  is  for  a 
Wall  Street  bank  to  buy  research  than  to 
do  it  in-house,  some  firms  may  end  up 
outsourcing  a  chunk  of  coverage,  he  says. 
But  many  independents  will  probably 
not  last  that  long.  "They  are  going 
through  a  major  transition,  and  every- 
body is  suffering  as  we  work  that  out," 
says  Landesman.  So  at  least  for  now,  the 
payoff— for  all  the  good  intentions  behind 
the  settlement— still  seems  far  off.  ■ 

-By  Amey  Stone  in  New  York,  with 

Amy  Borrus  in  Washington  and 

Aaron  Pressman  in  Boston 


With  350 
to  400 
firms 
now,  a 
shakeout 
is  likely 
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Finance  Leveraged  Buyouts 


BETTING  BIG  Seven 

LBO  firms  together 
will  pay  $11.3 
billion  for  SunGard 


Tech:  The  Allure 
Of  the  Mature 

Predictable,  steady,  slowing  down— just 
what  the  buyout  firms  like 


LEVERAGED-BUYOUT  FIRMS 
have  traditionally  steered 
clear  of  technology.  After  all, 
why  mess  with  highly 
volatile,  complicated  busi- 
nesses that  sometimes  burn 
through  investors'  cash  fast 
when  there  are  plenty  of  underperforming 
mattress  makers  to  buy  and  sell?  Ten  years 
ago,  buyouts  of  tech  companies  accounted 
for  just  0.34%  of  all  U.S.  acquisitions  by 
value,  according  to  Thomson  Financial. 

That  era  is  long  gone.  Now,  as  private- 
equity  firms  amass  huge  war  chests  and 
scour  Corporate  America  for  deals,  the 
tech  sector  has  landed  in  the  crosshairs  of 
some  of  the  largest  buyout  shops  in  the 
world.  In  March,  seven  firms  announced 
they  will  buy  tech-service  provider  Sun- 
Gard Data  Systems  Inc.  for  $11.3  billion. 
Another,  Silver  Lake  Partners,  said  on 
Apr.  22  that  it  is  joining  the  NASDAQ 
Stock  Market  in  a  $2.2  billion  acquisition 
of  electronic-securities  broker  Instinet 
Group  Inc.  And  three  days  later,  Hellman 
&  Friedman  said  it  will  lead  a  $1.2  billion 
buyout  of  Internet-advertising  company 
Doubleclick  Inc.  So  far  this  year,  9.34%  of 
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all  acquisition  dollars  have  gone  into  tech 
buyouts,  vs.  2.67%  for  all  of  2004. 

Why  the  sudden  interest?  The  industry 
is  maturing,  so  many  tech  companies  are 
starting  to  fit  the  profile  that  buyout  firms 
look  for:  steady  cash  flow,  predictable 
sales,  and  sluggish  growth.  Buyout  firms 
purchase  such  companies  and  bet  on  a 
mix  of  asset  sales,  restructuring,  and  oth- 
er operational  improvements  to  jump- 

Tech  Grab  Bag 

With  relatively  bite-sized  valuations  and 
steady  cash  flow,  these  established  tech 
companies  are  ripe  for  a  buyout: 


BEA  Systems 

Novell 

LSI  Logic 

Lucent  Technologies  9.1 

Electronic  Data  Systems      21.0 


2004 

REVENUES 

(BILLIONS) 

2004 

REVENUE 

GROWTH 

$1.1 

6.7% 

1.2 

6.9 

1.7 

0.4 

5.4 
0.5 


start  growth  or  bolster  profits.  In  1998 
only  21  tech  companies  worldwide  hat 
annual  revenues  of  $1  billion  or  more  ant 
revenue  growth  of  10%  or  less,  according 
to  researcher  Capital  IQ.  Today,  52  com 
panies  fit  that  description. 

WILLING  LENDERS 

JUST  AS  IMPORTANT,  many  of  the  big 
sluggish  tech  companies  are  throwing  of 
steady  streams  of  cash.  In  the  past,  say: 
one  senior  banker,  "Buyout  firms  have 
shied  away  from  deals  in  tech  for  a  goot 
reason— the  volatility  in  cash  flow."  Bu 
that's  changing.  Consider  Computer  As 
sociates  International  Inc.,  a  software 
maker  with  $3.5  billion  in  sales  last  year 
While  revenues  have  risen  6%  on  average 
over  the  past  three  years,  its  annual  casl 
flow  from  operations  has  hardly  budged 
rising  1.4%  on  average.  The  company  col 
lects  ongoing  revenue  from  multiyeai 
software  maintenance  contracts.  Sue! 
predictable  cash  flow  is  ideal  for  making 
regular  payments  on  loans,  which  private 
equity  firms  typically  use  to  finance  part  o 
their  buyouts. 

Banks  are  more  willing  to  make  loam 
than  they  used  to  be.  Like  private-equitA 
firms,  they  have  gotten  better  at  analyz 
ing  tech  companies.  Compared  to  indus 
tries  like  telecoms,  tech  has  producet 
few  major  bankruptcies.  So  banks  nov 
give  more  weight  to  tech  companies 
cash  flows  than  their  assets,  normalh 
used  to  secure  loans.  "Lenders  havt 
started  to  develop  their  thinking  so  the} 
better  understand  the  recurring  revenu^ 
streams,"  says  Mark  Zanoli,  head 
tech-investment  banking  at  jPMorgar 
Chase  &  Co. 

The  increased  borrowing  power  en 

ables  private- equity  firms  to  leverage 

their  funds,  which  are  larger  than  ever 

Last  year,  buyout  firms  raised  $45.8  bil 

lion,  up  35%  from  2003,  according  tc 

Thomson  Venture  Econom 

ics.  In  the  SunGard  buyout 

the  private-equity  investor: 

borrowed    three    times    the 

cash  they  contributed.  Witt 

several  firms  now  managing 

$5  billion-plus  funds,  a  con 

sortium  can  quickly  bring  i 

lot  of  money  to  bear.  "Today,  i 

$20  billion  buyout  is  a  reali 

ty,"  says  a  partner  at  a  largt 

buyout  firm.  That  suddenh 

makes  a  whole  class  of  once 

untouchable  tech  companie: 

very  attractive  targets.  ■ 

-By  Justin  Hibbard  in  Sar 

Mateo,  Calif.,  with  Emib§]\ 

Thornton  in  New  Yorl 
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Exchanges 


COMMENTARY 


BY  JOSEPH  WEBER 


The  Merc's  Bad  Example 

When  CBOT  and  NYSE  go  public,  will  they  also  opt  for  dubious  corporate  governance? 


JUST  WHAT  IS   "independence"? 
Advocates  of  good  governance  and 
most  of  Corporate  America  differ 
with  the  Chicago  Mercantile  Ex- 
change on  the  subject.  Objectively, 
the  notion  seems  clear:  Indepen- 
dent directors  hail  from  companies,  law 
I  firms,  accounting  firms,  or  universities 
that  have  little  or  no  link  to  the  outfits  they 
help  govern.  They  are  truly  disinterested. 

Not  so  at  the  Merc,  the  giant  market  for 
futures  contracts,  where  all  but  a  handful 
of  directors  are  so  enmeshed  in  the  ex- 
change that  even  industry  insiders  are  ap- 
palled. Where  independent  governance  is 
concerned,  charges  Futures  Industry  Assn. 
head  John  M.  Damgard,  the  Merc  "doesn't 
meet  the  laugh  test." 

This  could  soon  become  a  front-burner 
issue.  As  the  New  York  Stock  Exchange  and 
Chicago  Board  of  Trade  (CBOT)  make 
plans  to  go  public  this  year,  will  they  mimic 
the  Merc?  Or  will  they  tap  truly  independ- 
ent directors?  "Public  companies  must 
have  a  preponderance  of  directors  whose 
interests  are  only  in  serving  the  public 
shareholders,"  says  Gregory  P.  Taxin,  chief 
executive  officer  of  institutional  adviser  Glass,  Lewis  &  Co.  When 
most  directors  "have  potentially  other  interests  at  heart,"  he 
adds,  "the  public  shareholders  can  no  longer  rely  on  that  board." 

Faced  with  potential  conflicts  of  interest,  the  Merc's  leaders 
adopted  a  novel  approach  when  the  exchange  went  public  in 
2002:  They  cooked  up  a  definition  of  independence  that  is,  well, 
exceptionally  flexible.  Their  CEO  is  not  independent,  but  traders 
on  the  exchange  floor  can  be.  The  Merc's  auditor  is  not;  execu- 
tives at  firms  that  have  done  business  there  for  25  years  are.  An 
exchange  consultant  can't  be  independent.  But  a  past  chairman 
who  draws  $200,000  a  year,  plus  fees,  as  a  special  board  adviser 
can.  The  Merc  figures  he  has  "no  material  relationship"  with  it. 

Why  take  such  liberties  with  common  sense  and  Merriam- 
Webster?  Because  to  comply  with  NYSE  listing  standards,  the 
Merc's  board  must  have  a  majority  of  independent  directors. 
But  most  of  the  directors— among  those  in  office  when  the 
Merc  went  public  and  the  10  elected  on  Apr.  27— are  not  inde- 
pendent by  real-world  standards.  Of  the  20  directors,  13  earn 


their  livings  from  the  exchange  as  employees,  paid  advisers,  or 
execs  of  me  mber  firms.  Only  seven  are  outsiders,  including  a 
former  member  and  another  whose  company  is  a  big  user  of 
Merc  futures.  Argues  Merc  Chief  Executive  Officer  Craig  S. 
Donohue:  "The  industry  knowledge  on  our  board  has  helped 
guide  us  and  insured  harmony,  trust,  and  confidence  as  we've 
gone  through  dramatic  changes." 

For  most  of  its  107-year  history,  the  Merc  was  a  club  run  by 
and  for  members;  its  older,  crosstown  cousin,  the  CBOT,  still  is. 
When  the  Merc  went  public,  members  still  wanted  to  run  the 
show.  As  electronic  trading  loomed,  many  also  wanted  the  floor 
to  survive— and  the  member-friendly  board  has  obliged,  even 
while  allowing  70%  of  the  Merc's  trading  to  go  electronic. 
Clearly,  the  Merc  is  thriving,  but  one  can 
only  wonder  whether  the  floor  could  sur- 
vive without  such  backing. 

So  far,  regulators  have  let  the  Merc  have 
its  way.  Thanks  to  its  definitional  sleight  of 
hand,  the  outfit  meets  the  NYSE's  listing 
standards.  The  Merc's  regulator,  the  Com- 
modity Futures  Trading  Commission, 
hasn't  yet  finished  a  study  expected  to  touch 
on  board  composition.  The  Securities  &  Ex- 
change Commission  doesn't  oversee  the 
Merc,  and  a  rule  it  has  proposed  requiring 
true  independence  wouldn't  affect  futures 
markets— though  the  CFTC  might  adopt 
something  like  it. 

As  other  exchanges  go  public,  standards 
could  tighten.  Since  2003,  the  NYSE's 
board  has  only  bona  fide  independ- 
ent directors  (except  for  the  CEO).  A 
panel  of  exchange  members  advises 
them.  NYSE  may  keep  that  model 
when  it  merges  with  the  publicly 
traded  electronic  exchange,  Archi- 
pelago Holdings  Inc.— though  it 
hasn't  said  so  yet. 

The  signs  at  the  CBOT  are  less 
encouraging.  In  a  February  regula- 

1 1 VI  Tl  2"  tory  ^n&>  ■*  savs  it  ^1  create  a  17- 
&  member  board  with  nine  independ- 

^^^^^^™  ents.      But      its      definition      of 

independence  seems  as  loose  as  the 
Merc's.  The  CBOT  declined  to  comment  because  it  is  in  a  pre- 
IPO  quiet  period. 

Even  if  it  doesn't  go  whole  hog  like  the  Big  Board,  the  CBOT 
should  at  least  opt  for  a  board  with  a  majority  of  true  inde- 
pendents. And  the  Merc  needs  to  follow  suit.  ■ 


Of  the  Merc 
board's  20 
directors,  13 
depend  on 
it  for  their 
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Economics  Technolo 


What's  Holding 
Back  Info  Teen? 

If s  a  surprisingly  small  share  of  the 
economy.  But  consumers  could  fix  that 

BY  MICHAEL  J.  MANDEL 


HIS  IS  AN  INFORMATION 
Economy,  right?  Everyone 
knows  that  information 
technology  is  at  the  heart 
of  America's  productivity 
revolution.  The  Internet  is 
transforming  industries 
from  retailing  to  media  to  education.  And 
those  poor  souls  without  cell  phones  are 
getting  scarcer. 

Yet  for  all  the  signs  of  the  information 
revolution,  a  look  at  economic  statistics  of- 
fers some  surprising  news:  Info  tech's 
share  of  the  economy  is  barely  higher  than 
it  was  in  1997,  when  the  productivity  mo- 
mentum really  got  going.  After  a  boom 
and  bust  cycle,  business  investment  in 
info  tech  hardware  and  software  now  to- 
tals 4.1%  of  domestic  demand,  up  just  a 
bit  from  its  3.8%  share  in  1997  And  the 
consumer  side  never  even  saw  a  boom: 
American  households  barely  opened  their 
wallets  for  information-related  products 
and  services,  such  as  telephone,  Internet, 
cable  television,  video  and  audio,  home 
computers,  and  consumer  electronics.  In 
1997,  such  consumer  purchases  accounted 
for  only  2.8%  of  domestic  demand.  That 
share  rose  a  tad,  to  3.0%,  in  2000,  before 
falling  to  2.7%  today.  Not  even  Apple 
Computer  Inc.'s  almighty  iPod  has  been 
able  to  shake  loose  enough  of  consumers' 
cash  to  make  a  difference. 

Instead,  Americans  have  poured  their 
money  into  housing  and  health  care.  With 
home  sales  powered  by  low  interest  rates 
and  McMansions  springing  up  every- 
where, housing's  share  of  the  economy 
has  exploded  since  1997  If  s  now  at  a 
postwit  high.  Medical  care  is  also  ab- 
sorbing a  growing  piece  of  the  economic 
pie.  No  wonder  info  tech  companies  and 
workers  feel  as  if  they're  scrambling  for 
crumbs  in  the  midst  of  plenty.  Indeed, 
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jobs  in  info  tech  related  industries,  such 
as  telecom,  software,  and  Net  search 
firms,  are  only  3.5%  of  the  workforce, 
down  from  3.7%  in  1997 

The  big  question  is,  what  happens 
next?  Some  economists  argue  that        /, 
info  tech  is  a  mature  industry  that      Jr 
cannot  expect  to  grow  much  faster 
than  the  rest  of  the  economy.  Telecom 
companies,  in  particular,  seem  stuck 
in  a  spiral  where  rising  cell-phone  use 
doesn't  compensate  for  falling  prices. 


Yet  history  offers  an  intriguing  possi 
bility.  Since  1970  spending  on  informa 
tion  technology  has  followed  a  stop-and 
go  pattern  rather  than  a  steady  rise 
Periods  of  sluggish  growth— usually  last 
ing  seven  years  or  so— have  been  followec 
by  tech  booms  ignited  when  companie; 
learn  how  to  apply  a  new  technology 
such  as  networking. 

FAVORABLE  SHIFTS 

IF  THE   SAME   PATTERN  holds  today 
some  of  the  technologies  introduced  ir 
recent  years  would  finally  evolve  intc 
compelling  products  that  attract  highei 
levels  of  spending.  The  most  likely  candi 
date  for  a  breakthrough  is  the  consume] 
info  tech  sector,  which  is  looking  more 
and  more  like  a  glaring  historical  anom 
aly.  It  has  been  providing  a  steady  strean 
of  must-have,  cutting- edge  services  anc 
products,  from  cell  phones  to  LCD  televi 
sions  to  MP3  players  yet  has  not  been  ablt 
to  expand  its  share  of  the  economy. 
That  may  be  about  to  change.  As  ad 
vertising  shifts  online  and  people  gei 
more  comfortable  doing  business  or 
the  Net,  the  companies  that  provid< 
and  distribute  information  may  final  B 
ry  reap  the  benefits  of  the  Informatior  je 
Economy.  Orders  for  communica-  fc 
tions  gear  are  up  11%  over  the  pas'  k 


A  Lull-and-Jump  Spending  Pattern 


Despite  its  importance,  info  tech  has  barely 
boosted  its  share  of  the  economy  since  '97... 


...but  viewed  in  historical  context, 
it  appears  poised  for  another  boom 


1997  2000  2005 

PERCENT  OF  DOMESTIC  DEMAND' 


Info  Tech 

6.6% 

7.4% 

6.8% 

Consumer 

2.8 

3.0 

2.7 

Business 

3.8 

4.5 

4.1 

Housing 

14.2 

14.4 

15.4 

Health  care 

11.7 

11.6 

13.3 

PERCENT  OF  ALL  JOBS 

Jobs  in  info-tech 
industries 

3.7% 

4.1% 

3.5% 

2.0 


PERCENT  

CHANGE  IN  INFORMATION 
TECHNOLOGY'S  SHARE 
OF  DOMESTIC  DEMAND* 


70-77   77-'85    '85-'92    '92-'97    '97-'05 

•First  quarter 
Data:  Bureau  of  Economic  Analysis.  BusinessWeek 


'First  quarter 


Definitions: 

■  Consumer  info  tech-Video,  audio,  Internet, 
phone,  cable  TV,  computers,  and  home  electronics 

■  Business  info  tech— Investment  in  info-tech 
hardware  and  software. 


■  Housing-Home  construction  and  renovation, 
apartment  rents,  and  the  value  of  services  of  owner- 
occupied  housing 


■  Medical-Consumer  spending  on  medical 
services  and  products 

■  Jobs  in  information  technology  industries- 
Includes  employment  in  computer  manufacturing, 
software  development,  computer  programming, 
radio,  television,  telecommunications,  and 
Internet-related  industries 


/ear,  the  biggest  rise  since  2000.  Con- 
sumer prices  for  phone  services,  which 
jlummeted  because  of  intense  competi- 
ion,  have  leveled  off  in  recent  months,  ac- 


i  • 


cording  to  the  Bureau  of  Labor  Statistics. 
And  revenues  for  telecom  companies  are 
starting  to  rise  at  a  faster  pace,  though 
they're  still  lagging  the  overall  economy. 

Macro  forces  may  also  be  acting  in  info 
tech's  favor.  In  recent  years 
low  interest  rates  have  lured 
consumers  into  buying  big- 
ger homes  and  more  motor 
vehicles.  But  as  the  Federal 
Reserve  keeps  raising  rates, 
such  buys  become  less  at- 
tractive. That  frees  up  mon- 
ey for  other  purposes.  Sup- 
pose spending  on  building 
new  homes  and  renovating 
old  ones,  now  a  sky-high 
5-5%  of  domestic  demand,  falls  back  to  its 
historical  4.4%  share.  That  would  release 
about  $140  billion  for  uses  that  are  not 
sensitive  to  rising  rates,  such  as  consumer 
info  tech  spending. 

It's  worth  looking  back  to  see  how  pre- 
vious stagnant  periods  of  tech  spending 
ended.  From  1970  to  1977,  spending  on 
info  tech  barely  kept  pace  with  the  overall 
economy,  even  though  IBM  was  introduc- 
ing model  after  model  of  mainframes. 
The  drought  ended  when  Corporate 
America  finally  figured  out  what  do  to 
with  all  that  computing  power.  The  late 
'70s  and  early  '80s  saw  the  creation  of 
large-scale  corporate  databases,  the  roll- 
out of  automated  teller  machines,  and  the 
invention  and  spread  of  the  personal 
computer.  Oracle,  Microsoft,  and  Apple 


Needed: 
Products 
compelling 
enough  to 
open  wallets 


were  founded  and  became  major  powers. 
At  home,  Americans  started  tuning  in  to 
cable  television  (ESPN  was  launched  in 
1979,  MTV  in  1981),  and  color  TV  sets  be- 
came essential  in  almost  every  household. 
The  next  stagnant  period  ran  from 
1985  to  1992.  This  was  the  era  of  the 
"productivity  paradox"— a  widespread 
disappointment  with  the  impact  of  com- 
puters in  the  workplace.  No  matter  how 
much  money  businesses  devoted  to  info 
tech,  companies  didn't  get  the  expected 
gains  in  productivity  and  profit.  Not  sur- 
prisingly, there  was  a  reluctance  to  boost 
spending:  Business  investment  in  infor- 
mation technology,  which  was  3.1%  of  the 
economy  in  the  first  quarter  of  1985,  was 
still  3.1%  in  1992.  And  computer  industry 
jobs  fell  as  a  share  of  total  employment,  as 
IBM  alone  pared  100,000  workers. 

WHERE'S  THE  CATALYST? 

WHAT  PUMPED  LIFE  into  the  info  tech 
sector  was  the  spread  of  corporate  net- 
working—linking individual  desktops 
and  minicomputers  into  something  more 
powerful.  A 1992  BusinessWeek  cover  sto- 
ry on  the  future  of  the  computer  industry 
barely  alluded  to  networks  and  didn't 
even  mention  Cisco  Systems  Inc.  That 
changed  as  local-area  networking  and 
the  Internet  took  center  stage. 

And  since  1997?  While  clearly  a  boom- 
and-bust  period  for  business 
tech  spending,  the  past  eight 
years  have  seen  mosdy  stag- 
nation on  the  consumer  side. 
After  a  big  runup  in  the  first 
part  of  the  1990s,  consumer 
info  tech  spending  as  a  share 
of  domestic  demand  has  been 
effectively  flat  since  1997. 

The  catalyst  for  new 
spending  may  not  be  any  sin- 
gle product  or  service  but 
rather  a  variety— everything  from  music- 
enabled  cell  phones  to  greater  demand  for 
broadband  to  an  increased  willingness  to 
pay  for  downloading  music  and  video  on- 
line. As  the  technology  evolves,  each  gener- 
ation gets  more  powerful  and  easier  to  use. 
Will  today's  new  products  and  services 
be  compelling  enough  to  persuade 
Americans  to  fork  over  some  of  the  cash 
they  used  to  spend  on  housing  and  cars? 
Will  Americans  take  that  last  dollar  they 
would  have  spent  on  a  bigger  kitchen 
and  put  it  into  broadband  instead?  So  far 
they  haven't— but  if  history  is  any  sign, 
they  just  might.  ■ 
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2005  Spring  Undergraduate  Review 
A  Guide  to  Featured  Degree  Programs 


THE  UNIVERSITY  OF  ADVANCING  TECHNOLOGY 


The  University  of  Advancing 
Technology  (UAT)  is  a  private 
college  created  for,  and  devot- 
ed to,  the  self-styled  geeks  of 
the  world  whose  personal  and 
professional  lives  revolve 
around  technology.  UAT's  stu- 
dent body  is  served  by  foster- 
ing knowledge  creation  and 
academic  excellence  in  an 
environment  embracing  the 
richness  and  diversity  of  mod- 
ern technology.  Students  are 
taught  how  technology  shapes 
the  world  and  how  to  be  an 


integral  part  of  its  evolution. 
One  thousand  strong,  their 
intelligence,  talents  and  inter- 
ests are  vast,  helping  UAT  to 
stand  apart  in  academia  as  a 
place  for  those  disenfranchised 
by  ordinary  institutions  of 
higher  learning.  UAT  offers 
associate's,  bachelor's  and 
master's  degrees,  delivered 
on-campus,  online  or  a  com- 
bination of  both.  Focusing  on 
the  complex  relationships 
between  technology  and  socie- 
ty, student  works  demonstrate 
master)'  within  their 
disciplines.  UAT 
believes  that  the 
fusion  of  scholar- 
ship and  technolog- 
ical prowess  fur- 
thers the  aspirations 
of  its  students  while 
answering  the  needs 
of  a  global  society  - 
its  students  agree. 


^ 


DeVry  University:  State  of  Washington 


As  pan  of  one  of  the  largest  pri- 
vate higher  education  systems  in 
North  America,  DeVry  University 
provides  career  oriented  under- 
graduate and  graduate  degree 
programs  in  business,  technology 
and  management  to  high  school 
graduates  and  working  adults. 

DeVry's  technology-based 
degree  programs  integrate  general 
education  with  industry-specific 
coursework  to  enhance  personal 


development  and  career  poten- 
tial. The  university's  applications- 
oriented  undergraduate  educa- 
tion is  a  balance  of  general  and 
specialized  study.  Whether  they 
choose  an  associate,  bachelor's  or 
master's  degree  program,  students 
gain  the  knowledge,  skills  and 
credentials  needed  to  meet  the 
challenges  of  todays  global  econ- 
omy. DeVry  University  also  helps 
students  in  attaining  their  profes- 
sional goals  by  pro- 
dding assistance  with 
part-time  and  post- 
graduate career 
opportunities. 

At  its  Seaule/Federal 
Way  campus  and 
Bellevue  center,  DeVry 
University  students 
experience  career-cen- 
tered education,  tech- 
nologically advanced 
equipment,  faculty 
with  extensive  work 


Tempe,  AZ  •  800.658.5744  •  www.uat.edu 


Featured  Degree  Programs 

UATs  Network  Security  program  presents  an  overview  of  cyber- 
crime deterrence  and  prevention  methods,  as  well  as  design  man- 
agement and  operation  of  an  information  technology  infrastructure. 
Topics  include  LAN  and  WAN  .security  technology,  Internet  and  net- 
work hacking,  intrusion  prevention,  cryptography  and  encryption. 

Artificial  life  Programming  (A-life)  is  a  fledgling  science,  as  avant- 
garde  in  2005  as  virtual  reality  was  at  the  end  of  the  20th  century 
Students  of  A-life  programming  at  UAT  seek  ways  of  understanding 
living  organisms  and  their  complex  behaviors  and  functions  by  mod- 
eling them  using  digital  technology  Students  create  virtual  beings 
and  sims,  and  leam  about  such  topics  as  applied  distributed  intelli- 
gences and  artificial  intelligence. 


UAT 


University  of  Advancing  Technology 

Learn.  Experience.  Innovate. 


Seattle/Federal  Way,  WA  •  877.923.3879  •  www.sea.devry.edu 


experience,  and  exceptional  stu- 
dent and  career  services. 

DeVry  University  Federal  Way 
is  one  of  72  locations  across  the 


country.  Campuses  and  centers  in 
the  western  U.S.  are  located  in 
Oregon,  California,  Nevada, 
Colorado  and  Arizona. 


Two  of  DeVry  University's  Many  Degree  Programs 

The  Bachelor  of  Science  in  Business  Administration  (BSBA)  teach- 
es students  leadership  and  how  to  function  in  a  team  to  accomplish 
goals.  The  nine  concentrations  range  from  accounting  to  sales  and 
marketing  to  small  business  management  and  entrepteneurship. 

The  Bachelor  of  Science  in  Technical  Management  (BSTM)  pre- 
pares students  for  the  demands  of  today's  fast-paced,  technology- 
based  work  environment.  The  degree  program  provides  the  tech- 
nical knowledge  and  practical  experience  needed  to  take  advan- 
tage of  exciting  careers  of  today  and  tomorrow. 

Students  attending  Washington  state  community  and  technical 
colleges  who  have  earned  an  Associate  of  Applied  Science  or 
Associate  of  Business-  DTA  degree  can  transfer  associate  degree 
credits  into  both  the  BSBA  and  BSTM  degree  programs  at  DeVry 
University  Consult  an  advisor  for  further  information. 


DeVry  ^ 

University 
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University  of  Southern  California,  Marshall  School  of  Business  los  Angeies,  ca  •  21 3.740.8885  •  www.marshaii.usc.edu 


USC  is  the  only  top-ranked 
private  research  university  in 
the  Western  United  States  offer- 
ing an  undergraduate  major  in 
business.  The  university's  com- 
mitment to  excellence  in  under- 
graduate education  earned  USC 
the  Time/Princeton  Reviews 
"College  of  the  Year"  award  in 
2000.  The  2001  "How  To  Get 
Into  College"  Newsweek/Kaplan 
guide  chose  USC  as  one  of 
Americas  nine  "hottest  schools," 
and  the  AAC&U  named  USC  a 
"Leadership  Institution"  in 
undergraduate  education. 


At  the  center  of  campus,  Doheny  Library  is  a  masterpiece  of 
architecture  and  interior  design 


USC's  Marshall  School  of 
Business  is  one  of  the  few  busi- 
ness schools  that  combines  a 
diversity  of  students,  world-class 
research  and  scholarship,  and 
excellence  in  business  education. 
Undergraduate  core  require- 
ments provide  students  with  a 
comprehensive  intellectual  foun- 
dation and  Marshall  students 
have  complete  access  to  the  rich 
variety  of  courses  and  minors 
offered  across  USC.  Located  in 
Los  Angeles,  one  of  the  worlds 
most  diverse  cities  and  gateway 
to  the  Pacific  Rim,  Marshall 
is  dedicated  to 
strengthening  its 
position  as  a  global 
center  of  business 
education.  The  uni- 
versity also  maintains 
one  of  the  largest, 
most  supportive 
alumni  networks  in 
the  world. 


Business  Degree  Program 

2005  U.S.  News  &  World  Report  ranked  Marshall's  undergradu- 
ate program  as  #9.  Students  pursuing  a  degree  in  Business 
Administration  or  accounting  combine  in-depth  knowledge  of 
theory,  real-world  practical  learning  in  business,  and  a  solid  foun- 
dation in  the  liberal  arts  and  sciences.  This  preparation  uniquely 
equips  graduates  to  deal  with  a  rapidly  changing,  complex  world. 
Focusing  on  leadership  development  and  the  acquisition  of  man- 
agerial skills,  Marshall  emphasizes  communication,  analytical 
decision  making  and  teamwork.  Exchange  programs  give  expo- 
sure to  the  multicultural  nature  of  global  business.  The  integration 
of  broad-based  business  knowledge  and  an  area  of  expertise  pre- 
pares students  for  productive  careers  or  for  undertaking  advanced 
professional  studies. 


USC 


UNIVERSITY  OF 
SOUTHERN  CALIFORNIA 


Indiana  State  University 

Involvement.  Leadership. 

Participation.  Growth.  Some  of  the 
most  rewarding  experiences  Indiana 
State  University  students  have  don't 
occur  in  the  classroom.  They  occur 
through  their  involvement  in  clubs, 
athletics,  student  government,  and 
other  activities.  We  firmly  believe 
that  learning  takes  place  inside  and 
outside  the  classroom. 

From  day  one,  our  students  are 
challenged  through  well-rounded 
experiential  academic  programs 


Terre  Haute,  IN  •  800.742.0891  •  www.indstate.edu 


and  reap  the  benefits  of  working 
side -by-side  with  our  expert  fac- 
ulty. Because  we  focus  on  experi- 
ential learning,  our  students  gain 
confidence,  experience,  and  a 
resume  of  accomplishments  that 
go  far  beyond  the  classroom. 

Our  dedicated  faculty  and  staff 
inspire  students  to  create  and 
apply  knowledge  through  dynam- 
ic partnerships  with  the  commu- 
nity and  the  world.  Indiana  State 
is  committed  to  equipping  tomor- 
row's leaders  with  the 
knowledge  they  will  need 
to  make  a  difference. 

As  a  result  of  this  com- 
mitment, Indiana  State 
graduates  are  among 
today's  leaders  and  innova- 
tors in  the  areas  such  as 
insurance  and  risk  man- 
agement, aerospace,  athlet- 
ic training,  packaging  tech- 
nology, the  sciences,  music 
business  and  education. 


Insurance  and  Risk  Management 

Indiana  State  University's  Insurance  and  Risk  Management  pro- 
gram combines  depth  of  curriculum  and  extra-curricular  activities 
to  prepare  graduates  for  progressive  careers  in  the  financial  servic- 
es industry  Backed  by  support  of  the  Gongaware  Center  for 
Insurance  Leadership  Development  and  the  Networks  Financial 
Institute  (NFI),  the  Insurance  and  Risk  Management  program  has 
grown  into  the  premier  undergraduate  program  of  its  kind. 

NFI,  founded  with  support  from  the  Lilly  Endowment,  connects 
the  financial  services  industry  with  academia,  through  research,  out- 
reach and  education.  Through  NFI,  students  majoring  in  insurance 
and  related  fields  have  ample  opponunities  for  generous  scholar- 
ships, professional  development,  industry  interaction  and  intern- 
ships, realizing  a  multitude  of  career  choices  upon  graduation. 


Indiana  State 
University 

—  More.  From  day  one. 


» 
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LIM  College -The  College  for  the  Business  of  Fashion         New  York,  ny  •212.752.1530-www.nmcoiiege.edu 


LIM,  which  stands  for  the 
Laboratory  Institute  of 
Merchandising,  has  been  edu- 
cating leaders  in  the  fashion 
industry  for  more  than  65 
years.  Located  in  the  heart  of 
Manhattan,  just  steps  from 
Fifth  Avenue,  LIM  takes  full 
advantage  of  its  New  York  City 
campus  and  believes  that  one 
of  the  most  powerful  ways  to 
learn  is  to  harvest  experience 


from  industry  professionals. 
From  day  one,  LIM  incorpo- 
rates real-world  experience 
into  a  unique  hands  on  cur- 
riculum. 

With  600  students  from  33 
states  and  6  countries,  a  9:1 
student  to  faculty  ratio,  individ- 
ualized advising  and  an  average 
class  size  of  19,  LIM  under- 
stands the  value  of  personal 
attention.  LIM  is  dedicated  to 
preparing  its  students  for  the 
fashion  industry  and  with  over 
90%  career  placement  upon 
graduation,  LIM  graduates  easi- 
ly move  forward  and  upward 
into  exciting  careers. 


Business  Degree  Programs 

LIM  was  named  a  2005  Best  College  in  the  Northeastern  Region 
by  The  Princeton  Review.  LIM  is  accredited  by  the  Commission 
on  Higher  Education  of  the  Middle  States  Association  of  Colleges 
and  Schools  and  the  International  Assembly  for  Collegiate 
Business  Education.  Undergraduates  may  pursue  a  Bachelors  of 
Business  Administration  degree  and  can  major  in  Fashion 
Merchandising,  Management,  Marketing  or  Visual  Merchandising. 

LIMs  highly  regarded  faculty,  a  diverse  group  of  industry  pro- 
fessionals and  educators,  bring  the  business  of  fashion  into  LIMs 
classrooms.  An  Advisory  Board  comprised  of  top-level  business 
executives  also  counsel  the  college  on  the  latest  fashion  business 
developments  in  retail,  manufacturing,  product  development, 
public  relations,  marketing,  publishing  and  visual  merchandising. 

Early  on,  LIM  students  are  exposed  to  the  fashion  industry 
through  field  trips,  an  active  guest  lecture  series  and  two  five  week 
full-time  internships.  In  their  senior  year,  students  complete  a  co- 
op, an  entire  semester  of  full-time  work  in  the  industry  along  with 
a  capstone  project  which  incorporates  aspects  of  all  four  years  of 
their  education. 


TIM 

LABORATORY  iNSTTTUTEOf  MERCHANDISING 


Montreat  College 

Established  in  1916, 
Montreat  College  is  a  private, 
Christian  liberal  arts  institution 
located  in  the  Blue  Ridge 
Mountains  of  Western  North 
Carolina.  The  name  Montreat  is 
shortened  from  "Mountain 
Retreat,"  and  it  is  an  apt 
description  of  the  beautiful  set- 
ting of  the  college. 

Committed  to  the  integration 
of  faith  and  learning,  Montreat 


Montreat,  NC  •  800.622.6968  •  www.montreat.edu 


Mt^ 


College  is  Christ-centered,  stu- 
dent-focused, and  service-driv- 
en, seeking  to  develop  students 
who  will  both  serve  and  lead  in 
society.  We  offer  a  variety  of 
degree  opportunities  ranging 
from  outdoor  education  to 
music,  from  computer  informa- 
tion systems  to  environmental 
studies.  Our  newest  offering  is  a 
Worship  Arts  major  to  equip  the 
church  leaders  of  tomorrow. 

With  our  small 
class  sizes  and  close 
faculty  involvement, 
students  have  the 
opportunity  to  learn 
from  first-rate  faculty 
in  an  intimate  educa- 
tional setting.  All  of 
Montreat 's  academic 
programs  are  fully 
accredited  by  the 
Southern  Association 
of  Colleges  and 
Schools. 


Outdoor  Education  and  Environmental  Studies 

Montreat  College  is  ideally  situated  to  offer  two  of  our  signature  pro- 
grams: Outdoor  Education  and  Environmental  Studies.  For  either  of 
these  areas  of  study.  Western  North  Carolina  is  the  place  to  be — close 
to  Pisgah  National  Forest,  Great  Smoky  Mountains  National  Park,  and 
Mount  Mitchell.  With  plenty  of  opportunities  for  hiking,  Whitewater 
rafting,  rock  climbing,  and  more,  it  would  be  difficult  to  find  a  better 
location  for  outdoor  education;  and  the  numerous  unique  ecosystems 
in  the  area  give  students  in  the  environmental  studies  program  invalu- 
able hands-on  experience. 

From  corporate  team-building  and  leadership  retreats  to  national 
state  parks.  Outdoor  Education  has  a  variety  of  career  applications. 
Students  of  Environmental  Studies  can  tailor  their  studies  to  such  busi- 
ness applications  as  sustainable  development,  business  ecology,  or 
environmental  economics. 

_#H 

MONTREAT 
COLLEGE 
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University  of  Nebraska-Lincoln 

The  University  of 
Nebraska-Lincoln  offers  a 
dynamic  college  experience. 

The  University  has  devel- 
oped a  national  reputation 
for  its  substantial  out-of- 
state  scholarship  program. 
As  a  result,  more  students 
nationwide  are  finding  that 
the    University,    with    its 
strength  in  undergraduate 
education,  its  tradition  of 
student    engagement,    its 
lively  campus  atmosphere 
and     its     connection     to 
downtown      Lincoln,      is 
uniquely  suited  to  provide 
an   enriching  student   experi- 
ence. It  is  no  wonder  alumni 
stay  connected  years  after  grad- 
uating and  thousands  of  miles 
from  campus. 

In  addition,  Nebraska  has 
one  of  the  most  highly  regarded 
Honors  Programs  in  the  nation. 
The  University  Honors  Program 


Lincoln,  NE  •  402.472.2310  •  www.unl.edu 


is  open  to  students  in  all  majors 
and  the  highly  selective  J.D. 
Edwards  Honors  Program  has  a 
special  focus  for  accomplished 
students  majoring  in  computer 
science  or  business. 


College  of  Business  Administration 

INTEGRITY  -  Pioneering  ethical  leadership  education  through  our 

UNL  /  Gallup  Leadership  Institute. 

-Ethics  in  the  curriculum  -  students  study  the  same  ethical 

issues  they  will  face  in  the  workplace. 
INSIGHT  -  In  and  out  of  the  classroom  -  learning  communities, 

internship  programs,  honors  projects,  and  faculty/student 

research  opportunities. 

-The  Nebraska  at  Oxford  Program  is  an  exceptional  global 

learning  opportunity. 
INGENUITY  -  Top  25  rated  entrepreneurship  program  equips 

students  with  practical  venture  creation  tools. 

-Alumnus  Warren  Buffett  and  other  world  business  leaders 

regularly  present  on  campus. 
Visit  our  success  scrapbook,  at  www.cba.unl.edu/success. 

UNIVERSITY  |  OF 


Lincoln 

Pioneering  new  frontiers. 


The  Art  Center  Design  College 

The  Art  Center  Design 
College's  two  southwest 
locations  provide  students 
the  opportunity  to  study 
art  and  design  in  cultural- 
ly diverse  communities 
with  year-round  sunshine. 
Commitment  to  educa- 
tional excellence  and  a 
curriculum  supported  by  a 
strong  general  education 
program  set  this  exclusive 
private  college  apart. 
Bachelor's  degrees  at  both 
campuses,  Tucson, 

Arizona  and  Albuquerque, 
New  Mexico,  include 
Graphic  Design,  Interior 
Design,  Illustration,  Animation 
Graphics,  and  Fine  Arts 
(Photography,  Printmaking, 
Drawing/Painting,  Sculpture). 
Comprehensive  instruction 
creates  a  balance  between  tra- 
ditional skills  and  state-of-the- 
art  technology  to  provide  stu- 


Tucson,  AZ  &  Albuquerque,  NM  •  800.825.8753  •  www.theartcenter.edu 


dents  the  competitive  edge  in 
their  field  of  study.  Art  Center 
graduates  work  for  some  of  the 
world's  largest  and  most- 
renowned  companies.  The  Art 
Center  Design  College  main- 
tains a  student-focused  envi- 
ronment that  ensures  each  stu- 
dent has  the  opportunity  to 
achieve  educational  goals. 


Bachelor  of  Arts  in  Interior  Design 

The  Art  Center  Design  College  (Tucson  campus)  is  accred- 
ited by  the  Foundation  for  Interior  Design  Education 
Research  (FIDER).  This  accreditation  demonstrates  this 
degree  meets  the  highest  standards  of  the  industry. 
Foundation  courses  in  rendering,  drafting,  and  color  theory 
prepare  you  for  advanced  practical  projects  in  special  needs, 
environmental  and  hospitality  design,  as  well  as  designing  a 
variety  of  residential  and  commercial  spaces.  Students  also 
learn  space  planning,  furniture  design,  textiles,  lighting,  col- 
ors, and  fabrics. 


THE   ART  CENTER 

DESIGN      COLLEGE 
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Musicians  Institute 

With  accredited  full-time 
programs  in  guitar,  bass, 
drums,  keyboards,  vocals, 
recording  engineering,  original 
music  production,  guitar  mak- 
ing, music  business  and  music 
video/commercial  directing, 
Musicians  Institute  is  the 
world's  most  innovative  school 
of  contemporary  music. 

Mis  educational  philosophy  is 
built  around  intensive,  hands-on 
training  taught  by  working  pro- 
fessionals. Continuous  applica- 
tion of  practical  skills  in  profes- 


sional settings  using  industry- 
standard  equipment  prepares 
students  for  the  reality  of  careers 
in  the  contemporary  entertain- 
ment industry.  MI  graduates  are 
working  on  stage,  in  recording 
studios  and  behind  the  scenes 
all  over  the  world. 

Mis  facilities  on  Hollywood 
Boulevard  include  world-class 
professional  recording  studios, 
multiple  project  studios, 
dozens  of  digital  audio  work- 
stations, film  production  and 
HD  editing  systems,  a  500- 
seat  concert  facility, 
and  a  wide  variety  of 
performance  stages, 
class/rehearsal  rooms, 
and  practice  labs.  If 
you're  looking  for 
your  place  in  the 
music  industry,  Ml  is 
the  place  for  you. 


Hollywood,  CA  •  1.800.255.7529  •  www.mi.edu 


Bachelor  of  Commercial  Music 

Mi's  Bachelor  of  Music  program  (accredited  by  the  National 
Association  of  Schools  of  Music)  offers  a  unique  blend  of  conserva- 
tory-style training  and  contemporary  music  performance.  Students 
of  guitar,  bass,  drums,  voice  and  keyboards  enjoy  small,  intensive 
classes  in  arranging,  recording  and  multimedia  taught  by  active  pro- 
fessionals. Weekly  private  lessons  and  ensembles  culminate  in  chal- 
lenging student-directed  performance  juries.  Mis  one-of-a-kind, 
total-immersion  music  environment  provides  training  and  practical 
experience  in  the  full  range  of  contemporary  styles.  World-class  vis- 
iting artists  offer  inspiration  and  unique  insights  into  the  music  pro- 
fession. At  MI,  you  don't  just  study  music,  you  live  music. 


Case  Western  Reserve  University 

Case  Western  Reserve 
University  is  one  of  the 
nation's  leading  private  uni- 
versities, offering  a  mid-sized 
undergraduate  population 
and  a  broad  range  of  academ- 
ic majors  in  four  undergrad- 
uate colleges:  arts  and  sci- 
ences, engineering,  manage- 
ment, and  nursing.  Noted  for 
strengths  in  research,  service, 
and  scholarship,  the  Case 
undergraduate  experience  is 
truly  remarkable. 

Located  in  Cleveland's  cele- 
brated cultural  district,  Case 
offers  an  inspiring  setting. 
Our  campus  is  steps  away  from 
the  Cleveland  Museum  of  Art,  the 
Cleveland  Botanical  Garden,  and 
Severance    Hall,    home    to    the 
Cleveland  Orchestra.  In  addition, 
Case  students  expenence  the  fore- 
front of  scientific  breakthroughs  at 
the  neighboring  Cleveland  Clinic 
and  University  Hospitals. 


Cleveland,  OH  •  216.368.4450  •  http://admission.case.edu/bw 


Internships  and  practicum 
programs,  co-operative  educa- 
tion, undergraduate  research  and 
creative  endeavors,  and  service 
learning  are  just  a  few  ways  that 
Case  students  bring  classroom 
theory  to  life.  Our  SAGES  pro- 
gram (right)  prepares  students  to 
take  full  advantage  of  these 
opportunities. 


Seminar  Approach  to  General  Education  &  Scholarship 

In  the  Seminar  Approach  to  General  Education  and  Scholarship 
(SAGES)  program,  Case's  dynamic  and  innovative  seminar-based 
core  curriculum,  students  from  all  disciplines  come  together  in  a 
series  of  small,  interactive  courses  that  tap  the  extraordinary 
resources  of  our  urban  setting. 

Case  students  leam  valuable  communication,  cntical  thinking, 
and  analytical  reasoning  skills  through  SAGES.  A  focus  on  these 
foundational  skills  is  fully  integrated  into  the  curriculum,  from 
engaging  first-year  courses  to  advanced  departmental  seminars. 

Seminar  leaders  include  award-winning  professors,  top  faculty 
from  our  medical,  law,  business  and  other  professional  schools, 
and  Cleveland  community  leaders.  This  ensures  that  Case  stu- 
dents have  easy  access  to  mentors  who  can  help  them  realize  their 
potential. 


HCase 


CASE  WESTERN  RESERVE  UNIVERSITY 
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University  of  Illinois  at  Chicago 

The  University  of 
Illinois  at  Chicago  is  a 
major  research  university 
located  in  the  heart  of  one 
of  the  world's  great  cities. 
UIC  is  the  largest  univer- 
sity in  the  Chicago  area 
and  was  recently  ranked 
by  U.S.  News&World 
Report  as  one  of  the  most 
diverse  and  affordable 
universities  in  the  nation. 
UIC  has  25,000  students, 
15  colleges  and  annual 
research  expenditures 
exceeding  $300  million. 
UIC  offers  72  bachelors, 
74  masters,  and  59  doc- 
toral programs. 

UIC  reflects  the  global  char- 
acter of  Chicago;  students 
from  101  different  countries 
and  49  states  study  at  the  uni- 
versity. UlCs  hallmark  is  its 
Great  Cities  Commitment 
through    which    UIC    faculty, 


staff  and  students  engage  in 
programs  with  community, 
corporate,  government  and 
civic  partners  to  improve  the 
quality  of  life  in  Chicago  and 
other  metropolitan  areas 
around  the  world. 


Chicago,  II  •  312.996.2700  •  www.uic.edu/cba 


Business  Degree  Program 

UIC's  College  of  Business  Administration  serves  2,200  undergrad- 
uate students,  550  MBA,  and  60  doctoral  candidates.  With  several 
nationally  recognized  programs,  U.S.  News&World  Report  recendy 
ranked  the  college  as  one  of  the  top  68  business  schools  in  the  nation. 

Our  downtown  Chicago  location  offers  many  unique  opportu- 
nities for  you  to  experience  the  real  business  world  throughout 
your  academic  program,  not  just  in  the  summer.  You  will  find  a 
student  to  faculty  ratio  of  13  to  1,  average  class  sizes  of  29,  excel- 
lent academic  and  career  advising,  scholarships,  student  organiza- 
tions, honor  societies,  internships,  projects  with  world-renowned 
corporations,  and  business  executives  in  the  classroom. 

A  quality  education,  affordable  tuition,  a  world-class  city,  and 
real  world  experience  assist  our  students  to  be  "business  leaders  in 
the  making."    Call  312-996-2700  or  contact  www.uic.edu/cba. 


UIC 


UNIVERSITY  OF 
ILLINOIS  AT  CHICAGO 


The  University  of  Oklahoma 

OU  provides  a  major 
university  experience 
in  a  private  college 
atmosphere. 

It  has  20,000  under- 
graduate   students   en- 
rolled on  the  Norman 
campus.  Located  20  miles 
from  Oklahoma  City,  it 
is  part  of  a  metropolitan 
area  that  is  home   to 
900,000  people.  OU  is 
beautifully  landscaped  with  easy 
access  to  research  and  support 
facilities,  shopping,  transportation, 
and  recreational  activities. 

OU  has  19  colleges  offering  154 
undergraduate  majors,  including 
the  following  within  the  Michael 
E  Price  College  of  Business: 
Accounting,  Energy  Management, 
Entrepreneurship  and  Venture 
Management,  Finance,  General 
Management,  Human  Resource 
Management,  MIS,  Marketing  and 
Supply  Chain  Management. 


Construction  has  begun  on  Michael  F.  Price  Hall,  a 
55,000-square-foot  addition  to  Adams  Hall 

Price  College  blends  academic 
training  with  real-world  experi- 
ence for  a  rounded  education. 
Courses,  taught  by  faculty 
among  the  top  in  their  fields, 
cross  functional  boundaries  and 
link  a  variety  of  disciplines. 
A  wide  range  of  student  organ- 
izations offer  social,  career  and 
scholarship  opportunities. 

Price  College  has  been  ranked 
as  one  of  the  nation's  top  business 
schools,  listed  in  the  U.S.  News 
top  50. 
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&PRICE 

'  (..ollcgc  of  Business 


Norman,  OK  •  405.325.6021  •  price.ou.edu 
Business  Degree  Program 

Michael  E  Price  College  of  Business  -  nationally  recognized 
for  creative  programming 

Communication  Skill  Development 

•  Diagnostic  testing 

•  Four  required  courses 

•  Skill  development  plans 

•  Business  Communication  Center 

Enrichment  Programs 

•  JCPenney  Leadership  Program 

•  Honors  courses 

•  Double  majors 

•  Extensive  study  abroad  opportunities 

Experiential  Learning 

•  Integrated  Business  Core  —  students  create  start-up 
companies  and  manage  community  service  projects 

•  One-quarter  million  dollar  Student  Investment  Fund 

•  In-class  student  consulting  projects  with  well-known  companies 

•  Internships  with  U.S.  and  international  corporations 
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Waging  War 

On  Hunger 

How  ex-Marine  Mike  Mulqueen 

got  a  Chicago  food  bank  in  fighting  trim 


w 


HEN  BRIGADIEI 
General  Michael '. 
Mulqueen  left  the 
Marine  Corps  tc 
take  command  oi 
the  Greater  ChicaJ 
go  Food  Deposi- 


tory, one  of  the  nation's  biggest  hunger-j 
relief  outfits,  he  ran  into  a  lot  of  skeptics! 
Wouldn't  someone  accustomed  to  bark-f 
ing  out  orders  clash  with  the  nonprof 
world's  consensus-oriented  culture?  Andl 
what  value  could  a  Vietnam  veteran 
bristling  with  medals  bring  to  the  fight 
against  hunger?  "There  were  a  couple  of 
people  on  the  board  who  were  actually  of- 
fended by  the  idea,"  recalls  William  A. 
Rudnick,  a  former  general  counsel  at  the 
Chicago  depository.  "A  lot  of  people  in  the 
social-service  world  don't  view  the  mili- 
tary as  a  breeding  ground  for  people  who 
want  to  do  good  in  society." 

Now,  nearly  14  years  after  the  genial 
Mulqueen  signed  on,  his  operation  has 
emerged  as  a  model  of  efficiency  for  the 
country's  food-assistance  industry,  which 
helps  more  than  23  million  Americans 
every  year.  And  Mulqueen,  to  the  surprise 
of  some,  never  barks  out  orders  and  in- 
sists on  being  called  Mike.  But  to  no  one's 
surprise,  the  ex-Marine  runs  the  deposi- 
tory more  like  a  business  than  a  nonprof- 
it. He  recruited  heavily  from  the  private 
sector:  His  chief  financial  officer  is  a  cer- 
tified public  accountant  from  Arthur  An- 
dersen, the  felled  accounting  giant;  the 
operations  director  has  a  PhD  in  aero- 
nautical engineering  and  ran  logistics  for 
the  Chicago  Sun-Times;  and  the  director 
of  food  resources  was  an  engineer  at  a  lo- 
cal utility.  Mulqueen  also  established 
competitive  bids  on  every  purchase  over 
$500  and  set  per- 
formance standards 
and  rewards  for  his 
staff,  to  whom  he 
pays  for-profit  market 
^^"""  salaries  ranging  up 

to  $150,000  a  year  (he  himself  earns 
about  $200,000). 

The  result  is  a  spit-and-polish  opera- 
tion that  attracts  food  bank  officials  from 
around  the  country  eager  to  learn  how  the 
depository  does  it.  Among  its  successes:  a 
training  program  in  which  welfare  moms 
learn  restaurant  cooking  while  feeding 
hungry  children  through  a  chain  of  Kids 
Cafes;  Pantry  University,  which  teaches 
hundreds  of  volunteers  to  run  food 
pantries  efficiently;  and  the  depository's 
new  $29  million  warehouse  in  southwest 
Chicago,  built  with  the  guidance  of  corpo- 
rate logistics  experts  to  serve  some  600 
local  pantries  and  soup  kitchens.  "He's  a 


LIKE  A  CEO 

Mulqueen  lines 
up  donors— and 
competitive  bids 
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The  UPS  Store  is  the  fastest  growing  shipping  and  business  services  franchise 

opportunity;  since  its  debut  in  2003,  over  800  new  locations  have  opened  nationwide. 

Financing  from  CIT  helped  make  it  happen.  Visit  CIT.com.  We  see  what  you  see. 
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leader  and  always  willing  to  share  ideas 
that  make  us  all  better,"  says  Lynn  Brant- 
ley, chief  executive  of  the  Capital  Area 
Food  Bank  of  Washington. 

Mulqueen  and  his  team  reflect  a  grow- 
ing trend  toward  professionalization  in 
the  nonprofit  world.  Many  groups  were 
founded  or  headed  by  idealists  ill-pre- 
pared to  motivate  staffs,  adhere  to  budg- 
ets, and  meet  timetables.  Now  they  in- 
creasingly embrace  leaders  from  the 
outside,  and  resumes  heavy  with  profes- 
sional degrees  and  executive  experience 
are  becoming  de  rigueur.  "I  would  not 
qualify  for  the  job  I  have  now,"  says 
William  J.  Walczak,  CEO  of  the  Codman 
Square  Health  Center  in  Dorchester, 
Mass.,  a  $15  million-a-year  nonprofit  he 
co-founded  as  a  20-year-old  community 
activist  more  than  30  years  ago.  "The 
management  expectations  are  much 
higher  in  the  nonprofit  sector  today." 

NO  BULLY 

MULQUEEN,  WHO  ONCE  commanded 
some  7,000  Marines  and  sailors  in  a  pro- 
visioning group  on  Okinawa,  is  as  de- 
manding as  any  no-nonsense  CEO.  To 
keep  his  people  in  touch  with  the  deposi- 
tory's mission,  he  insists  they  spend  at 
least  one  day  a  year  working  at  a  food 
pantry  or  soup  kitchen.  He  did  his  latest 
stint  in  December,  helping  volunteers 
repackage  and  distribute  food  in  a  mixed- 
income  suburb  near  the  Indiana  border. 
"When  you're  in  your  nice  office  here,  if  s 
easy  to  forget  why  you're  doing  what 
you're  doing,"  says  Mulqueen. 

His  secret  is  combining  cordiality  and 
efficiency.  Even  in  the  military,  he  says, 
leaders  don't  get  troops  to  rally  around 
them  by  dictating.  Leaving  room  for  au- 
tonomy works  better  than  simply  issuing 
orders.  And  recognition  matters,  whether 
it's  another  stripe  on  a  uniform  or  a  sim- 
ple "attaboy."  "He's  never  intimidating 
and  doesn't  use  his  'general'  status  to  bul- 
ly his  way  around,"  says  Jaynee  K.  Day, 


Michael  P. 
Mulqueen 

BORN  Mar.  9, 1938,  in 
Newburgh,  NY. 

UPBRINGING  Eldest  of  six; 
father  was  a  chemist  for  a 
furrier  and  later  ran  a 
jukebox/pinball  company. 

EDUCATION  BA,  Fordham 
University,  1960;  MS,  Troy 
State,  1973. 

MILITARY  Over  30  years  as  a  Marine,  he 
served  at  Guantanamo  Bay  during  the 
Cuban  missile  crisis  and  later  in  Vietnam, 
rising  to  brigadier  general.  Managed  air 
control  and  logistics. 

EYE-OPENING  EXPERIENCE  Before  I  got 
into  this  job,  I  didn't  have  a  clue  as  to  the 
extent  of  hunger  in  this  country.  We  see 
people  who  work  hard  yet  still  have  to  go  to 
a  kitchen  to  get  food." 

FAMILY  Married  to  Tracy;  has  two  children 
and  six  grandchildren. 


CEO  of  the  Second  Harvest  Food  Bank  of 
Middle  Tennessee. 

Mulqueen  also  won  over  the  critics  by 
setting  up  innovative  programs.  Mindful 
of  the  charge  that  food  banks  amount  to 
Band-Aids  on  America's  poverty  prob- 
lems, he  and  his  team  work  to  get  some  of 
the  hungry  off  the  food  lines.  Chicago's 
Community  Kitchens  is  a  rigorous  12- 
week  program  that  trains  scores  of  un- 
employed or  underemployed  people,  of- 
ten welfare  moms  who  have  never  held 
jobs  before,  to  work  in  restaurants  and  in- 
stitutional kitchens.  Almost  all  the  295 
graduates  since  1998  found  jobs  soon  af- 
ter leaving.  Some  63%  stayed  in  their 
posts  for  at  least  a  year,  a  big  number  in 


A  Model  of  Spit-and-Polish  Efficiency 

Executive  Director  Mulqueen  hired  pros  from  fhe  corporate  world  to  turn  the 

Greater  Chicago  Food  Depository  into  one  of  the  country's  most  effective  antihunger 

groups.  Some  of  its  programs: 


A  STATE-OF-THE-ART  WAREHOUSE  with  a  staff  of  100  that  coordinates  8,000 
volunteers.  They  distribute  40  million  pounds  of  donated  food  a  year  to  600  Chicago-area 
soup  kitchens-more  per  beneficiary  than  larger  system;:  in  New  York  and  Los  Angeles. 


TWO  29-FT.  TRAILERS  that  park  at  high-rise  housing  pru,ects  to  provide  food  to  those 
who  can't  make  it  to  a  soup  kitchen. 


VIRTUAL  s-'OOD  DRIVES  to  customize  appeals  for  rifts  at  corporations.  Donors  selec1 
food  items  on  a  site  with  the  company's  logo  and  pay  by  credit  card. 


1989  As 

a  brigadier 
general 


the  usually  high-turnover  food  industry. 
While  they  learn,  Community  Kitchens 
trainees  support  another  big  depository 
program.  They  prepare  hundreds  of 
meals  each  day  for  Kids 
Cafes,  an  after-school  hot- 
meal,  mentoring,  and  fit- 
ness program  for  poor  chil- 
dren in  26  sites  around 
Chicago.  The  cafes,  an  idea 
pioneered  at  another  food 
bank,  are  designed  to  give 
children  refuge  from  gangs 
and  troubled  homes.  They 
have  attracted  support  from 
the  likes  of  computer  tycoon 
Michael  S.  Dell,  whose  fam- 
ily foundation  just  con- 
tributed $210,000  to  the" 

depository  to  back  them. 

Such  programs  are  aimed 
at  "the  cause  of  the  problem,  not  just  the 
symptom,"  says  Lori  Fey,  a  grant  officer  at 
the  Michael  &  Susan  Dell  Foundation. 

With  his  businesslike  approach  and  an 
array  of  military  decorations,  Mulqueen 
has  won  support  from  Corporate  Ameri- 
ca, too.  When  he  and  his  staff  designed 
the  new  warehouse,  they  got  pointers 
from  top  executives  at  CDW  Corp.,  a 
$5  billion-a-year  electronics  distribution 
outfit  that  knows  how  to  move  goods. 
The  depository's  board  includes  top  ex- 
ecs from  McDonald's,  Sodexho,  Credit 
Suisse  First  Boston,  and  Citigroup,  along 
with  local  grocery-store  officials  and  reli- 
gious leaders.  Mulqueen  "is  open,  and 
he's  honest,  which  is  what  any  busi- 
nessperson  wants,"  says  Peter  L.  Schae- 
fer,  a  McDonald's  vice-president  on  the 
depository  board. 

Behind  the  scenes,  Mulqueen  has  also 
become  a  powerful  voice  in  the  national 
fight  against  hunger.  He  led  the  search 
committee  that  four  years  ago  recruited 
Robert  H.  Forney,  former  head  of  the 
Chicago  Stock  Exchange,  to  become  CEO 
of  America's  Second  Harvest,  the  nation- 
al umbrella  organization  for  food  banks. 
The  Chicago -based  outfit  had  been  hob- 
bled by  tensions  between  it  and  member 
food  banks,  directors  say,  and  Forney 
worked  with  board  members  on  a  reor- 
ganization plan  that  eased  the  problems. 
Having  made  his  mark  in  both  the  mil- 
itary and  charitable  worlds,  Mulqueen,  at 
67,  is  still  figuring  out  what  to  do  with  the 
rest  of  his  life.  He  plans  to  stay  at  the  de- 
pository for  another  year.  Afterward, 
there  will  be  time  for  golf,  mysteries,  his- 
torical books,  and  tending  to  six  grand- 
children. Oh,  and  he'll  probably  find 
some  time  for  volunteering.  ■ 

-By  Joseph  Weber  in  Chicago 
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Just  another  kid 
with  cancer 

One  in  300  children  is  diagnosed  with 
cancer  by  age  20.  While  80  percent  of 
these  amazing  kids  survive,  it's  never 
easy,  for  them  or  their  families.  We're 
here  to  help  you  understand  childhood 
cancer,  from  the  various  cancers  that 
affect  kids  to  how  you  can  help. 
Because  kids  just  want  to  be  kids. 


Children's  Cancer  Research  Fund 


The 
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we  re  different,  aren  t  we  all? 

the  arc  of  Colorado,  advocates  for  pe 

www.thearcofco.org 
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DESERT  ISlf 

Behind  every 
animal,  a 
celebrity  voice 


A  Bad  Case 
Of  Pixar  Envy 

DreamWorks  is  building  up  the  buzz 
for  its  zoo  movie  Madagascar 


IT  WAS  TOON  TIME  AT  NEW  YORK'S 
Lincoln  Center,  better  known  for 
opera  and  ballet.  On  May  1,  Dream- 
Works Chief  Executive  Jeffrey 
Katzenberg  played  host  to  an  event 
promoted  as  a  seminar  on  anima- 
tion. But  the  several  hundred  Wall 
Streeters,  press,  and  entertainment  hon- 
chos— with  kids  in  tow—  soon  realized 
this  was  Dreamworks  in  marketing  over- 
drive. Mike  Myers,  the  voice  of  the  green 
ogre  in  the  blockbusters  Shrek  and  Shrek 
2,  did  several  minutes  of  shtick.  So  did 
Chris  Rock,  the  voice  of  the 
zebra  in  the  upcoming  film 
Madagascar.  But  the  high- 
light was  Jerry  Seinfeld,  the 
former  prime-time  king 
whom  Katzenberg  recruited 
back  to  Hollywood  to  serve 
as  producer,  writer,  and  lead 
voice  for  the  2007  release, 
Bee  Movie.  The  finale:  a  20- 
minute     sneak     peak     of 


Katzenberg 
aims  to  prove 
there's  more 
to  the  studio 
than  Shrek 


Madagascar  ahead  of  its  May  27  release. 
The  glitzy  PR  fest  was  Katzenberg's 
most  visible,  hardest  sell  yet  since  his 
company  went  public  in  October.  And  it 
underscored  just  how  high  the  stakes 
have  grown  for  DreamWorks  Animation 
SKG.  It's  really  about  Pixar  envy.  That's 
because  its  chief  rival,  the  studio  found- 
ed by  Apple  Computer  Inc.  CEO  Steven  P. 
Jobs,  has  had  six  back-to-back  block- 
busters, from  Toy  Story  to  last  year's  The 
Incredibles.  In  a  hit-or-miss  industry 
where  few  can  boast  of  consistency, 
Pixar's  streak  is  nothing 
short  of— well,  incredible. 
Sure,  DreamWorks  has  the 
Shrek  movies  and  Shark 
Tale,  but  its  total  record  is 
spottier.  And  now  that  he 
has  to  be  vigilant  about 
quarterly  earnings  and 
manage  shareholder  ex- 
pectations, Katzenberg 
i  s    pushing   DreamWorks 


ANYONl   (  W  DO  FT... 
V»r  everyone  will... will  you.a 


i Millionaire 
Real  Estate 

Investor 


GARY  KELLER 

WITH  DAVE  IEHKS  AND  JAY  PAPASAN 


Ready  for  an 

investment 

with  a  HfflD 
foundation  ? 

Build  a  reliable  source  of 

wealth  that  lasts  a  lifetime 

with  The  Millionaire  Real 

Estate  Investor.  This  proven 

guide  reveals  the  strategies 

of  over  100  millionaire 

investors,  enabling  you  to 

think  like  an  entrepreneur, 

identify  great  real  estate 

opportunities,  and  begin 

closing  on  your  fortune  today. 


Available  Everywhere  Books  Are  Sold. 
www.books.mcgraw-hill.com 
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WHY  DO  WE  WORK? 
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To  be  different.  To  show  them  something  they've  never  seen  before.  Because  you  know 
that  making  a  name  for  yourself  means  doing  what  it  takes  to  stand  out.  Like  making  sure 
you  get  the  best  people.  That's  why  the  Principal  Financial  Group®  offers  growing  businesses 
like  yours  the  kind  of  services  that  help  your  people  feel  more  secure  about  their  benefits. 
We  support  the  benefits  you  provide  with  a  nearly  endless  supply  of  solutions  and  answers, 
like  401  (k)  plan  administrative  services,  group  medical  insurance  and  non-medical  products. 
So  your  employees  can  feel  more  confident  about  the  future.  And  so  can  you.  principal.com 
We  understand  whai  you're  working  for 


Retirement 
Investments 
Insurance 
Banking 


Principal 


Financial 
Group 


P2O05  Prince  financial  Sa   : 
Conwaxm.  800-247-4123.  Men 

fend  OlTier  Secu'ities  are  no!  Ins 


■  i  service  mark  of  Principal  financial  Services.  Inc.  Insurance  products  issued  by  Principal  Life  insurance  Company  Mutual  funds  and  other  securities  products  offeree  through 
;  enroogn  Pr«ic.©ai  Bjr*.  Member  FDIC  .Principal  Life  Prnccr"  and  Pnncipal  Bank  are  Tetribe^  of  ^  f^inc«al  ftia«:i3l  Grouc  Des  Moines  IA  5C' 392  AnrMl 

s  for  Principal  Bank  nor  guaranteed  By  Principal  Bank;  and  are  subject  to  investment  risks,  including  possible  loss  of  the  prindpri  invested.  1306942007 
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harder  to  deliver  a  string  of 
hits,  starting  with  the  $90 
million  flick  about  New  York 
zoo  animals  that  are  stranded 
on  a  desert  island. 

So  far  investors  are  buying 
into  the  promise  of  more  hits 
to  come:  DreamWorks'  stock  is  h^^h 
up  34%  since  the  initial  public 
offering.  Madagascar  is  its  first  major 
movie  release  as  a  public  company,  and 
founders  Katzenberg,  Steven  Spielberg, 
and  David  GefFen  clearly  hope  it  will  be  a 
turning  point,  especially  since  Pixar 
trades  at  a  higher  multiple.  "[Madagas- 
car] is  crucial  for  DreamWorks  to  show  [it 
is]  more  than  the  Shrek  company,"  says 
analyst  Richard  Greenfield  of  Fulcrum 
Global  Partners  LLC,  who  predicts  it  will 
gross  more  than  $200  million. 

Indeed,  DreamWorks  has  been  chas- 
ing Pixar  almost  from  its  start  in  1994. 
Four  years  later,  both  made  insect 
movies— Pixar's  A  Bug's  Life  grossed 
$162.8  million;  DreamWorks'  Antz 
$90.6  million.  Pixar's  The  Incredibles  last 
fall  sailed  past  DreamWorks'  Shark  Tale, 
grossing  $261  million  vs.  $161  million. 
Along  the  way,  while  Pixar  and  its  part- 
ner Walt  Disney  Co.  were  minting  win- 
ners, DreamWorks  delivered  some 
clunkers,  like  2003's  Sinbad:  Legend  of 
the  Seven  Seas,  which  cost  $60  million 
and  grossed  only  $26.4  million.  Pixar  "is 
the  gold  standard,  which  we're  envious 
of,"  Katzenberg  recently  told  an  in- 
vestors' conference.  DreamWorks  execu- 
tives did  not  comment  for  this  article. 
The  company  is  in  a  quiet  period  ahead 
of  a  secondary  stock  offering. 

OUT  OF  THE  CAGE 

TAKING  NOTHING  for  granted,  Dream- 
Works is  gearing  up  a  massive  campaign 
to  sell  Madagascar.  Prepare  for  wall-to- 
wall  zoo  animals.  You  can  already  find 


Already, 
you  can't 
escape 
the  tie-ins 


the  lovable  hippo,  giraffe, 
lion,  and  zebra  on  boxes  of 
Honey  Nut  Cheerios  and 
packages  of  Torino's  pizzas, 
not  to  mention  on  menus  at 
1,600  Denny's  restaurants. 
The  company  plans  to  spend  a 
steep  $50  million  on  market- 
ing and  has  its  stars  out  in 
force.  Ben  Stiller,  the  voice  of  the  lion, 
hosted  Nickelodeon  Network's  Kids' 
Choice  Awards  show  in  early  April.  And 
unlike  a  Disney  or  Pixar  film,  Dream- 
Works' films  generally  "play  to  a  wider 
audience,"  says  David  Cole,  head  of  en- 
tertainment marketing  at  Hewlett- 
Packard  Co.,  which  is  using  four  psycho- 
tic penguins  from  the  film  in  ads  for  its 
digital  cameras  and  printers. 

The  key  for  DreamWorks  will  be  to 
make  Madagascar  into  a  franchise  movie 
that  keeps  on  giving  to  the  bottom  line. 
Films  like  Shrek  became  cash  cows, 
spewing  revenues  from  consumer  prod- 
ucts and  DVD  sales  and  spawning  se- 
quels. Merrill  Lynch  &  Co.  analyst  Jessica 
Reif  Cohen  figures  that  Shrek  2,  the  top- 
grossing  animated  film  ever  at  the  box  of- 
fice, eventually  provided  DreamWorks 
with  $623  million  in  operating  profits. 
Equally  important,  another  hit  would 
help  build  its  still  tiny  library,  which  last 
year  generated  only  $152  million  in  rev- 
enue, down  from  $281  million  in  2002. 
With  Shrek  2  and  Shark  Tale,  Dream- 
Works last  year  earned  $333  million  on 
revenues  of  $1.1  billion.  A  year  earlier, 
without  a  hit  film,  it  lost  $187  million. 

So  DreamWorks  isn't  slowing  down. 
Shrek  3  and  4  are  already  in  the  works.  So 
high  is  the  company  on  Madagascar  that 
it's  preparing  a  direct-to-video  spin-off 
starring  the  penguins.  Word  of  mouth 
about  the  film  is  already  strong.  But  tick- 
et sales  are  the  only  real  test.  ■ 

-By  Ronald  Grover  in  Los  Angeles 


A  Summer 
Tonic? 

The  Hollywood  box  office  is 
in  a  yearlong  dry  spell.  But 
a  raft  of  big-name  directors 
named  Lucas,  Scott,  and 
Spielberg  may  be  arriving 
just  in  time  to  perk  up 
summer  sales.  Some  of 
the  most  highly  anticipated 
movies: 


MAY  6  KINGDOM  OF  HEAVEN  (Fox)  Epic  flicks  like  Troy  and 
Alexander  may  have  sputtered,  but  Ridley  Scott  brings  his 
Gladiator  touch  to  the  Crusades. 

MAY  19  STAR  WARS:  EPISODE  III -REVENGE  OF  THE  SITH 

(Fox)  Fanatics  are  already  lining  up.  Lucas'  sixth  space 
adventure  still  has  lift  left  in  its  dwindling  franchise. 

MAY 27  MADAGASCAR  (DreamWorks)  Ben  Stiller  as  an 
insecure  lion  and  David  Schwimmer  as  a  neurotic  giraffe. 
The  DreamWorks  film  could  catch  fire,  but  can  it  help  the 
studio  catch  up  with  Pixar? 

JUNE  17  BATMAN  BEGINS  (Warner  Bros.)  Director  Tim 
Burton  and  little-known  Christian  Bale  and  the  Batmobile 
bring  this  blockbuster  back  from  the  cave. 

JUNE  29  WAR  OF  THE  WORLDS  (Paramount)  After  a  misfire 
on  The  Terminal,  Spielberg  turns  to  aliens  and  laser  cannons. 
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How  many  people 

are  actually  this 

confident  about  their 

financial  well-being? 
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A: 

ONLY  27% 

ARE  EXTREMELY  HAPPY 

And  that's  a  shame.  But  you  can  make 
a  difference  by  simply  offering  good 
benefits.  Studies  show  that  employees 
with  great  employee  benefits  have  a 
greater  peace  of  mind,  work  harder  and 
perform  better.  To  help  your  employees 
get  more  out  of  work  call  1-800-986-3343 
(ext.  80080)  or  visit  principal.com. 
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Consumer-electronics  giants  are  using  their  music, TV,  and 
game  savvy  to  build  hot  new  models,  by roger  o.  Crockett 
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WELCOME  TO  THE  FIRST 
)f  our  guides  to  personal 
echnology.  This  time  we're 
ooking  at  new  tools  that 
lelp  you  work  (and  play) 
sway  from  the  office.  Our 
/vriters  and  those  from 
partner  CNET.com  put 
Droducts  through  their 
Daces  to  find  the  best  way 
:o  fetch  your  e-mail  on  the 
oad,  listen  to  your  iPod  in 
/our  car,  get  satellite  radio 
away  from  your  car,  and 
/vatch  TV  on  your  phone. 
Stay  tuned:  Our  next  guide 
m\\  be  in  the  Aug.  8  issue. 
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RENEE  BERNHARD  DIDN'T  GIVE  A  HOOT  THAT 
Nokia  is  the  world's  No.  1  cell-phone  maker.  The 
Aurora  (Colo.)  mom  was  tired  of  what  she  calls  her 
"basic"  Nokia  phone— no  camera,  no  music  player, 
no  TV  content.  It  was  a  cellular  relic,  and  she  want- 
ed a  model  with  all  the  multimedia  goodies.  After 
checking  out  phones  on  the  Web  and  at  retailers 
such  as  Best  Buy,  Bernhard  decided  that  the  best  of 
the  bunch  didn't  come  from  giant  Nokia  or  the 
No.  2  phonemaker,  Motorola.  She  picked  a  new  phone  from  up- 
start Sanyo  because  it  came  loaded  with  a  powerful  camera  and 
TV  channels— all  for  about  $250,  with  a  two-year  contract  and 


rebates.  "I  love  it,"  she  says.  "I  guess  I'm  not 
really  loyal  to  Nokia." 

Step  aside,  big  boys.  Cellular  Lilliputians 
such  as  LG  and  Sanyo  are  becoming  the 
leviathans  of  the  emerging  multimedia  age 
in  wireless.  These  Asian  consumer-electron- 
ics companies  have  made  cell  phones  for  a 
few  years,  but  now  that  they're  bringing  out 
mighty  cool  products,  they're  suddenly  start- 
ing to  turn  heads.  Sanyo,  LG,  Sony  Ericsson, 
and  Samsung  are  the  first  to  market  this 
spring  with  phones  that  function  like  digital 
Swiss  Army  knives:  They  can  handle  photos, 


video,  music,  and  even  streaming  snippets  of 
Powerpuff  Girls  cartoons. 

It's  no  coincidence,  really.  The  long  expe- 
rience these  electronics  companies  have 
with  TVs,  cameras,  and  stereos  is  paying  off 
as  they  turn  to  fully  loaded,  easy-to-use 
phones.  Nokia  and  Motorola  both  make  sol- 
id, stylish  camera  and  music  phones.  But 
their  grooviest  products  have  either  been 
limited  to  overseas  markets  or  aren't  quite 
ready  for  prime  time.  Motorola's  thumping, 
stereophonic  E398,  for  example,  isn't  sold  in 
the  U.S.  And  the  new  Nokia  6682,  which  I 
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tested,  isn't  out  yet,  though  insiders  say  it 
will  arrive  at  Cingular  Wireless  in  June. 
Meanwhile,  Asian  manufacturers  are  de- 
livering cutting-edge  multimedia  phones 
to  the  U.  S.  market  now. 

Two  stand  out  from  the  pack:  the  LG 
MM-535  and  the  Samsung  SGHP-777. 
Both  feature  a  design  that's  becoming  in- 
creasingly popular.  From  the  front  they 
look  like  the  candy-bar  phones  that  Nokia 
made  so  popular,  with  the  main  screen  ex- 
posed to  view.  But  rather  than  flipping 
open,  as  Motorola's  fashionable  Razr  V3 
does,  the  front  slides  up  to  reveal  the  key- 
pad—pretty nifty.  The  blue-and-chrome 
LG  is  a  bit  bulky:  nearly  4  inches  tall  when 
closed  and  almost  5/2  inches  when  open. 
Still,  this  $200  mini-entertainment  center, 
sold  by  Sprint,  impresses.  It  boasts  a  bril- 
liant 2-inch,  262,000-color  screen  for 
watching  CNN  or  Fox  Sports  clips.  The 
stereo  speakers  rock.  And  you  can  save  up 
to  six  digital  songs  as  MP3s  on  a  20- 
megabyte  memory  card  that  slips  into  the 
phone's  data-storage  slot. 

The  $300  silver  Samsung  is  more  ele- 
gant. At  just  a  smidgen  over  3/2  inches 
when  closed  and  under  5  inches  when 
open,  you  can  more  easily  slide  it  into 
your  pocket  than  the  LG.  The  screen  is 
smaller  than  the  LG's,  but  it  offers  the 
same  262,000  crisp  colors  and  high-qual- 
ity sound.  Although  not  a  gamer,  I  was  so 
smitten  by  the  booming  sound  and  vi- 
brant screen  that  I  found  myself  firing 
missiles  at  enemy  planes  for  minutes  at  a 
time  while  playing  the  air-war  game 
Archangel. 

As  addictive  as  games  are,  music  is 
emerging  as  cellular's  killer  app.  Each  of 
these  phones  can  play  tunes,  and  most 


TRAVELMATE 

BLUETOOTH  STEREO  HEADSET  HT820 

»  $130-200 

Motorola 

motorola.com 

Haods-f  ree  hi-fi  for  your  cell.  You'll  need  the 
latest-generation  Bluetooth  adapter  to  stream 
tunes  from  your  PC  or  home  stereo  to  the 
headphones.  Later  this  year,  you'll  be  able  to  hook 
yourself  up  wirelessly  to  your  phone  at  the  same 
time.  The  tunes  pause  when  the  phone  rings  and 
resume  when  the  call  ends. 


come  with  multimedia  headphones  that 
fit  in  both  ears  rather  than  just  one,  as 
standard  cellular  headphones  do.  And 
sound  can  be  excellent.  The  folks  at  Nokia 
sent  me  a  6682  preloaded  with  several 
tunes  by  The  Crystal  Method.  I  strolled 
through  downtown  Chicago's  Millenni- 
um Park  listening  on  stereo  headphones 
and  didn't  miss  my  iPod  mini  one  bit. 

FORMAT  FUMBLE 

BUT  BEWARE:  GETTING  tunes  onto 
these  phones  can  be  a  hassle.  They  handle 
music  in  the  popular  MP3  file  format  but 
not  key  alternatives.  They  can't,  for  exam- 
ple, play  copy-protected  music  from  pop- 
ular Web  services  such  as  Apple's  iTunes 
or  RealNetworks'  Rhapsody.  Worse,  they 
don't  play  Windows  Media  files— a  crying 
shame,  since  most  PC  users  burn  CDs 
with  Windows  Media.  These  headaches 
should  ease  over  the  next  year.  Phone- 
makers  are  developing  models  that  can 
play  a  variety  of  formats.  And  storage 


space  is  swelling.  Nokia  just  announced 
the  N91,  a  phone  with  a  4-gigabyte  hard 
drive,  enough  for  more  than  1,000  songs, 
that  it  hopes  U.  S.  carriers  will  begin  to  of- 
fer later  this  year. 

These  phones  can  also  put  TV  in  your 
pocket.  Bernhard  confesses  to  tuning  in 
to  El  Entertainment  updates  on  her 
Sanyo  so  she  can  follow  the  Hollywood 
gossip.  She  even  uses  her  cell  phone's  TV 
feature  to  keep  her  3 -year- old  son  Simon 
occupied  while  she  waits  in  line  at  the 
post  office.  After  launching  the  Cartoon 
Network,  "I  just  give  him  the  phone,  and 
he's  quiet,"  she  says. 

The  Sanyo  is  good  for  TV  viewing  be- 
cause it  has  a  sharp  display,  with  rich  col- 
ors and  plenty  of  detail.  But  the  screen  is 
hard  to  see  in  direct  sunlight.  I  prefer  the 
LG  because  its  screen  doesn't  wash  out  as 
much  in  the  sun.  Plus,  the  LG's  slider  de- 
sign means  you  don't  have  to  flip  it  open 
to  catch  the  news.  Another  option  is 
Nokia's   6682:    Its  jumbo-size   screen 


MOBILE  ENTERTAINMENT 

Handheld  diversions  in  all  shapes  and  sizes.  Oh  yeah,  you  can  talk  on  them,  too. 
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PHONE 


LG  MM-535 


Nokia  6682 


Samsung  SGH-P777 


Sanyo  MM-5600 


Sony  Ericsson  S710a 


PRICE* 


$200 


$200-$300 


$300 


CARRIER 


Sprint 


THE  GOOD, 
THE  BAD, 
AND  THE 
BOTTOM 
UNE 


It's  a  tad  big 

and  quite 

heavy,  but 

this  new 

slider  is  a 

multimedia 

winner. 

Goodies 

include  a  1.3  megapixel 

camera,  a  big  display,  a 

music  player,  and  a 

memory-card  slot. 


Cingular 


This  phone 

brings 

Nokia  to  the 

multimedia 

table.  Its  1.3 

megapixel 

camcorder, 

Bluetooth,  music  player, 

and  push-to-talk 

features  are  impressive. 

But  its  hefty  size  is  a 

turn-off. 


•Some  prices  reflect  rebates  and  discounts.  «*  ,  based  or  service  agreements. 
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Cingular 


No  speaker  ■ 

phone  and 

no  slot  for 

memory 

cards.  Still, 

this  new 

Samsung 

packs  a 

camera,  an 

MP3  player,  and  100  MB 

of  memory  into  a 

compact  slider  design. 


TheMP3 
player  and 
camcorder 
are  high- 
quality,  and 
the  phone 
comes  with 
a  16-MB 
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memory 

card  to  store  the  files. 
But  it's  bulky,  and  video 
streams  are  jittery. 


$400 


Cingular 


Its  big 

screen  can 

stick  to 

your  cheek, 

but  the 

S710a'sFM 

radio  and 

stereo 

sound  are  cool,  and  the 

swivel  design  makes  it 

easy  to  use  as  a 

camera. 
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Deploy  an  adaptable  software  solution  without  blowing  your  budget.  Get  a  free 
business  assessment  now  that  helps  show  how  you  can  streamline  accounting, 
payroll,  project  management,  financial  reporting,  budgeting,  and  human  resources 
processes  and  get  a  rapid  return  on  investment. 

To  qualify  for  your  free  business  assessment  from  a  Microsoft  Certified  Partner, 
visit  www.business-assessment.com/ledger  or  call  1-800-498-1494. 

its  reserved.  Microsoft  and  "Your  potential.  Out  passion."  are  either  registered 
trademarl  . i  Mir.rosolt  Corporation  in  the  LI  s  and/or  other  countries. 
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measures  almost  1%  inches  diagonally. 
Big,  colorful  screens  also  make  taking 
photos  and  videos  a  snap.  All  of  the  phones 
I  tested  have  1.3-megapixel  cameras,  ex- 
cept the  Motorola  V710,  which  has  a  1.2- 
megapixel  shooter.  While  they  produce 
fuzzier  images  than  those  taken  by  today's 
4-  to  6 -megapixel  digital  cameras,  they're 
not  bad  for  most  shots.  Just  be  sure  to  look 
for  phone  cams  with  at  least  an  8x  digital 
zoom,  such  as  the  LG  or  the  Sony  Ericsson. 


Robert  Clark,  a  professional  photographer, 
has  even  used  the  Sony  Ericsson  S710a  to 
take  moving  shots  of  the  Washington 
Monument  and  Vietnam  Veterans  Memo- 
rial, posted  at  americanphotomag.com. 

Despite  their  whizzy  features,  these 
phones  ought  to  be  easy  to  operate.  To  me 
that's  where  the  Asian  makers  excel. 
When  using  the  Nokia  and  the  Motorola, 
I  often  had  to  guess  which  key  or  icon  lets 
me  e-mail  a  photo,  for  instance.  The 


menus  on  the  LG  and  Samsung  are  more 
intuitive.  Bernhard  feels  the  same  about 
her  Sanyo.  "What  I  like  about  this  phone 
is  it's  easy  to  figure  out,"  she  says.  So  if 
you're  eager  to  try  a  multimedia  phone, 
check  out  the  ones  by  consumer- electron- 
ics makers  from  overseas.  ■ 


sWcck  online 


To  view  a 

slide  show  on  multimedia  phones,  go  to 
www.businessweek.com/extras 
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RINGTONES 

Downloading  a  tune  to  your  PC  and  moving  it  to  your 
phone  is  the  ultimate  frustration,  by  heather  green 


IT  SOUNDS  LIKE  AN  IRRESIST- 
ible  offer  for  the  ringtone-addicted. 
Rather  than  pony  up  $2  or  $3  for 
each  new  tune  on  your  cell  phone, 
you  can  pay  a  one-time  fee  of  $20  for 
software  for  your  PC  that  lets  you  cre- 
ate as  many  ringtones  as  you  want. 
Not  only  do  you  get  to  change  your 
ring  whenever  you  want  for  no  extra  cost 
after  your  up-front  investment,  but  you 
can  have  personalized  ringtones  that  no 
one  else  has. 

The  reality,  though,  falls  far  short  of 
the  promise.  Creating  a  ringtone  on 
your  PC  and  moving  it  to  your  phone 
provokes  a  series  of  exquisite  head- 
aches. You  have  to  weave  through  an  ar- 
ray of  digital  music  formats,  bone  up  on 
the  software  and  cable  technology  that 
connect  your  PC  to  your  cell  phone,  and 
read  many  software  guides  before  you 
can  figure  out  which  programs  work  for 
your  .phone  and  wireless  carrier.  Even 
when  all  this  prep  work  is  behind  you, 
the  quality  of  the  ringtones  you  make 
pales  next  to*  those  you  buy.  So  unless 
you're  a  music  fanatic  and  also  a  techie, 
do-it-yourself  ringtones  are  not  ready 
for  you. 

My  own  odyssey  started  off  innocently 
enough.  I  got  the  software  from  a  few 
companies,  including  Xingione,  Magix5 


ringtone  maker,  and  FutureDial's  Snap- 
Media,  and  installed  the  programs  on  my 
PC  with  little  hassle.  I  downloaded  Xing- 
tone,  for  instance,  over  the  Net.  Every- 
thing seemed  straightforward  until  I  real- 
ized that  Xingtone  doesn't  work  that  well 
with  my  carrier,  Verizon  Wireless.  The 
hitch?  You  either  already  have  to  sub- 
scribe to  a  Verizon  service  called  Picture 


Messaging  (which  I  don't)  or  pay  25<t 
each  time  you  send  a  freshly  crafted  ring- 
tone  from  your  PC  to  your  phone.  Verizon 
also  limits  the  length  of  Xingtone's  clips 
to  3  to  8  seconds,  instead  of  the  typical  15 
or  20  seconds.  So  much  for  creative  free- 
dom. Fed  up,  I  switched  to  a  test  phone 
from  Sprint. 

That  wasn't  the  end  of  the  hassles. 
These  ringtone  software  programs  can't 
handle  music  that  is  copied  in  the  formats 
used  by  the  most  popular  music-playing 
software,  including  Apple  Computer's 
iTunes  and  RealNetworks'  RealPlayer. 
That  means  you  need  to  convert  any  mu- 
sic that's  in  those  formats  into  MP3s  or 
Microsoft's  music  format.  That's  possible, 
but  a  pain. 

CUSTOM  CLIPS 

ONCE  THE  MUSIC  is  in  the  right  format, 
the  ringtone  editing  software  itself  is  in- 
tuitive and  easy.  You  can  pick  different 
parts  of  the  track  to  turn  into  a  clip,  play 
around  with  bass,  volume,  and  beat,  and 
even  lay  different  tracks  on  top  of  one  an- 
other. That's  a  trip.  I  zipped  through  U2's 
Vertigo  and  50  Cent's  Candy  Shop,  slicing 
them  so  that  they  were  a  little  different 
and  a  little  louder  than  the  popular  for-fee 
versions.  That  part  really  was  a  blast. 

Getting  the  ringtone  from  a  computer 
to  a  cell  phone  can  be  frustrating,  though. 
Magix  required  a  cable,  built-in  Blue- 
tooth, or  infrared  technology,  which  isn't 
in  most  phones  yet.  Even  then,  the  ring- 
tones  can  only  be  downloaded  to  a  limit- 
ed number  of  very  high-end  phones. 
Xingtone,  by  comparison,  is  a  snap— the 
software  simply  zaps  the  file  wirelessly 
from  your  computer  to  your  phone  via  the 
Internet  and  then  the  wireless  network 
But  I  found  the  quality  of  these  do-it- 
yourself  ringtones  to  be  much  worse  than 
those  you  buy. 

Ringtones  are  mini  reflections  of  peo- 
ple's personalities.  That's  why  do-it- 
yourself  ringtones  have  such  potential. 
Today's  software,  however,  is  anything 
but  liberating.  ■ 
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Sure  our  new  Web  site  looks  great.  But,  in  this  case,  beauty  is  more  than  skin-deep. That's  because  the  new  usps.com 
is  filled  with  easy-to-use  tools  to  help  you  take  care  of  just  about  all  your  shipping  needs. You  can  pay  postage,  print 
labels,  add  Insurance  and  order  a  next-day  Carrier  Pickup  at  no  charge.  Use  Priority  Mail-  service  and  you  also  get 
Delivery  Confirmation v  for  free.  The  simple  yet  powerful  usps.com  -  it's  how  the  U.S.  Postal  Service'  is  working  for  you. 
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TELEVISION 

Content  is  limited  so  far  and  loading  is  slow,  but  the  new 
service  gives  you  a  taste  of  what's  ahead,  byburt  helm 


IT'S  A  SAD  REALITY:  EVERY  ONCE 
in  a  while  a  couch  potato  must  turn 
off  the  tube  and  leave  the  couch.  Un- 
til recently  there  were  few  TV  op- 
tions for  the  potato-on-the-go.  Bat- 
tery-powered portable  televisions 
provide  only  snowy  broadcast  im- 
ages, and  portable  video  players 
from  the  likes  of  Creative  Technology  re- 
quire the  hassle  of  downloading  video 
manually  from  a  computer. 

Verizon  Communications  is  changing 
all  that.  On  Feb.  1  it  rolled  out  its  own  mo- 
bile TV  service,  called  V  CAST,  which  lets 
users  watch  TV  from  their  cell  phones  in 
30  U.S.  metro  areas  for  about  $15  a 


month.  Currently  it  is  available  on  three 
models:  the  LG  Electronics  VX-8000,  the 
Samsung  SCH-a890,  and  the  UTStarcom 
CDM-8940. 

WAIT  AND  SEE 

FOR  A  NEW  SERVICE,  V  CAST  offers  im- 
pressive content.  Users  can  stream  min- 
utes-long news  reports  from  NBC  and 
CNN,  sports  highlights  from  ESPNews 
and  Fox,  stock  market  updates,  city-spe- 
cific weather  reports,  movie  trailers,  even 
short  clips  from  the  previous  night's  The 
Daily  Show  with  Jon  Stewart  on  Comedy 
Central.  One  note  of  caution,  though: 
Getting  these  goodies  isn't  as  simple  as 


PHONES  FOR  THE  POTATO-ON-THE-GO 

Verizon's  V  CAST  service  is  available  on  three  models 


LG 
VX-8000 


$149.99* 


>Biggest,  brightest  screen 
>Easiest  to  navigate 
>Good  for  pictures,  text 
►Bulky 


Samsung 

SCH-a890 


$199.99* 


>Best  all-around  design 
►Lightest  weight 
>Worst  signal  detection 
►Slowest  V  CAST  access 


UTStarcom 
CDM-8940 


$179.99* 


►Small,  but  sharp  screen 
►Removable  memory  card 
►Clunky  design 
►Smallest  phone 


turning  on  the  tube.  It  takes  30  to  90  sec- 
onds to  summon  a  clip— a  considerable 
amount  of  time  given  that  most  videos 
last  only  a  minute  or  two. 

So  if  you're  willing  to  wait  for  all  those 
short  clips  to  load,  which  is  the  phone  to 
wait  with?  The  most  alluring  by  far  is  the 
Samsung.  It's  the  lightest,  feels  great  in 
the  hand,  and  has  a  slick-looking  menu, 
with  screens  that  use  3D  computer  ani- 
mation. It  also  boasts  a  1.3  megapixel 
camera  with  a  clever  track- wheel  design. 

But  looks,  as  we  know,  are  only  skin 
deep.  In  head-to-head  races  to  access  the 
v  CAST  network,  the  Samsung  was  a  slow- 
poke. While  the  other  two  brought  up  the 
V  CAST  menu  after  about  30  seconds,  the 
Samsung  consistently  took  10  to  20  seen 
onds  longer,  and  sometimes  a  full  60  secJ 
onds.  Also,  the  Samsung  doesn't  have  the 
MP3  capability  the  others  do. 

UTStarcom's  model  moves  faster  and 
also  boasts  the  slimmest  profile  of  the 
bunch.  One  of  its  most  attractive  features 
is  a  tiny  flash-memory  card  that  loads  into 
the  side,  letting  you  install  dozens  of 
MP3s  into  the  phone.  But  it  has  a  few  de- 
sign clunkers:  Sound  control,  in  particu- 
lar, is  difficult.  While  a  V  CAST  from 
ESPNews  plays  through  the  headset,  mu- 
sic from  the  game  Tetris  will  blare  out  of 
the  phone's  speakers  even  with  the  head- 
set plugged  in.  It's  a  crapshoot  which  fea- 
tures will  keep  quiet— a  drawback  in 
crowded  areas. 

That  leaves  a  clear  favorite:  the  LG.  If^ 
the  ugly  duckling  of  the  bunch,  a  bit 
bulky  and  boxy.  But  its  interface  is  easy  to 
use,  it  accesses  V  CAST  quickly,  and  it  has 
a  big,  bright  screen— all  important  when 
you  are  using  a  multimedia  phone  chock- 
full  of  features. 

And  the  LG  is  loaded  with  much  more 
than  television  capability.  Its  austere 
menu  screen  makes  messaging  a  breeze. 
You  can  record  your  own  ringtones.  And] 
the  LG  also  has  the  technology  to  play 
MP3s,  though  Verizon  won't  offer  wire- 
less music  downloads  until  later  this  year. 

V  CAST  service  is  still  in  its  early  stages, 
and  it  will  be  exciting  to  see  what  new 
programming  Verizon  rounds  up,  espe- 
cially as  connection  speeds  get  faster.  So) 
far,  the  minute-long  "shows"  designed 
especially  for  V  CAST  are  pretty  low-budg- 
et. 24:  Conspiracy— a  version  of  the  Fox 
program  24— has  a  series  of  one-minute 
episodes  about  a  national  security  crisis. 
They're  about  as  ridiculous  as  theyl 
sound.  It's  hard  to  get  into  the  story  whenl 
you  know  the  world  will  be  safe  again  af-[ 
ter  the  length  of  a  long  coffee  break.  Still, 
these  phones  are  a  taste  of  what's  ahead.] 
TV  on  the  go  is  becoming  a  reality.  ■ 
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Greece:  a  land  of  mythical  dimensions.  Where  the  spirit  of  hospitality  welcomes  you  as  a  modern  god. 
And  the  siren  song  draws  you  into  its  deep  blue  waters.  Where  a  gentle  breeze  through  ancient  ruins 
seems  to  whisper  your  name.  And  a  dance  until  dawn  can  take  on  Dionysian  proportions.  In  Greece,  the 
myths  are  still  very  much  alive.  And  in  amongst  them  sits  your  own...  patiently  waiting  for  you  to  live  it. 
Live  your  myth  in  Greece.  Ask  your  travel  agent. 

MINISTRY  OF  TOURISM  -   NATIONAL  TOURISM  ORGANIZATION 


HELLENIC  TOURISM  ORGANIZATION 

OLYMPIC  TOWER  645  FIFTH  AVENUE,  SUITE  903-  NEW  YORK,  NY  10022 

TEL:  (001212)  4215777,  FAX:  (001212)  8266940 

URL:  www.greektourism.com,  E-mail:  info@greektourism.com 
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PERSONALTECH 


ON THE ROAD 


HANDHELD 


A 


How-to  choose  from  the  latest  devices  that  let  you 
manage  your  messages  on  the  go.  bycuffedwards 
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ON  THE  SET  OF  HIS  NEW 
thriller,  Unknown,  actor 
Joe  Pantoliano's  thumbs 
are  hard  at  work.  A  steady 
buzz  alerts  him  to  e-mails 
arriving  on  his  palmOne 
Treo  650  handheld.  He 
also  uses  it  for  conference 
calls  with  two  screenwriting  partners  to 
hash  out  details  of  a  script.  With  the 
Treo's   built-in   camera,  the   self-con- 
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fessed  tech  neophyte  grabs  quick  pic- 
tures of  things  that  interest  him.  "I've 
tried  some  of  these  other  phones,"  Pan- 
toliano  says.  "They  look  cool,  but 
they're  not  functional.  The  Treo,  it's  id- 
iot-proof." 

I  can't  help  but  agree.  When  I  looked 
for  the  best  device  to  balance  my  increas- 
ingly mobile  lifestyle  against  my  obses- 
sive-compulsive need  to  manage  my  e- 
mail,  the  Treo  650  ranked  at  the  top  for  its 


out-of-the-box  simplici- 
ty. Still,  there  was  much 
to  like  about  a  slew  of 
other  products.  I  tried 
the  BlackBerry  7100g,  T- 
Mobile's  Sidekick  II,  the 
Audiovox  6600,  and 
OQO's  model  01  pocket- 
size  PC,  as  well  as  mobile 
data  cards  for  e-mail 
surfing  on  laptops. 

Why  do  I  like  the  Treo 
650  best?  These  all-in- 
one  appliances  tend  to 
be  good  at  doing  a  lot  of 
things,  but  excel  at  noth- 
ing. For  the  most  part, 
the  Treo  from  Sprint 
($420)  and  Cingulai 
($400),  with  Verizon 
coming  soon,  breaks 
that  mold.  palmOne  fol- 
lowed up  its  popular 
Treo  600  by  upgrading 
the  camera,  making  the 
screen  brighter.  Its  re- 
vamped keyboard 
makes  it  is  easier  to  type 
long,  one-handed  mes- 
sages and  gain  access  to 
applications  on  the  650. 
The  company  also 
added  Bluetooth  wire- 
less technology,  so  I  was 
able  to  make  phone  call;- 
on  a  Bluetooth  headset 
during  long  commutes 
and  take  photos  and 
send  them  to  a  Blue- 
tooth-enabled Canon 
printer  for  crisp,  cleai 
pictures.  Add  a  wireless 
keyboard,  and  the 
daring  might  even  con- 
sider leaving  the  laptop 
at  home. 

There  are  trade-offs 
Too  many  times,  I  founc 
myself  frantically  look- 
ing for  a  power  oudet  to 
recharge  the  battery.  The 
brighter  screen,  wireless 
connection,  and  Blue- 
tooth drain  the  Treo's  battery  in  less  thz 
12  hours.  And  a  skimpy  23  megabytes  of 
usable  internal  memory  meant  that  I  hac 
to  pay  an  extra  $80  for  a  separate  1-GI 
memory  card. 

Messaging  is  a  joy,  though  some  may 
quibble  with  the  Treo's  middling  phone: 
depending  on  which  carrier  you  have 
and  where  you  live,  the  signal  can  be 
staticky.  It  took  my  company's  tech  sup- 
port staff  less  than  20  minutes  to  set  up 


A  V6  FOR  K2. 

WeVe  not  saying  you  should  trek  high 
into  the  Himalayas.  All  we  Ye  saying  is 
that  the  Ford  Escape  has  an  available 
200-horsepower  V6  with  big  ambitions. 
So  when  you  hit  the  throttle  to  blow  by 
a  mountainous  18-wheeler,  just  think: 
There's  a  whole  world  of  adventure 
awaiting  you  and  your  newfound  power. 
Visit  fordvehicles.com. 
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the  Treo  to  work  wirelessly  on  the  corpo- 
rate e-mail  system.  Thanks  to  built-in 
templates  for  adding  popular  e-mail 
services,  I  added  my  personal  Yahoo!  ac- 
count in  even  less  time.  Along  with  e- 
mail  access,  I  could  open  up  and  edit 
Word  and  Excel  attachments. 

I  may  love  the  Treo,  but  picking  a  de- 
vice comes  down  to  which  features  and 
uses  suit  you  best.  Fashion  hipsters- 
Paris  Hilton  comes  to  mind— are  addicted 
to  their  Sidekick  II.  Its  phone  is  only  so- 
so,  but  it  has  great  instant  messaging. 
Corporations  are  likely  to  opt  for  the  more 
secure  Treos  and  BlackBerrys.  For  power 
users,  who  wouldn't  be  caught  dead 
without  a  laptop  at  hand,  there  are  high- 
speed data  cards  that  work  with  the  next- 
generation  cellular  networks  that  Cingu- 
lar,  Sprint,  and  Verizon  are  rolling  out  this 
year.  With  these,  you  get  great  broadband 
speeds  to  check  your  e-mail— and  you  can 
subscribe  and  make  calls  from  voice-over- 
Internet-Protocol  services  like  Skype. 

ALL  WORK,  NO  PLAY 

THE  LONG-POPULAR  BlackBerry  has  a 
new  look  these  days.  The  $200  BlackBer- 
ry 7100  series  feels  more  like  a  cell  phone 
than  previous  iterations  did.  To  get  the 
slimmed-down  look,  all  the  letters  and 
numbers  are  crammed  on  to  just  14 
keys— a  freaky  proposition  for  iiber  e- 
mailers.  As  you  type,  built-in  software  an- 
ticipates the  correct  word.  That  takes 
some  getting  used  to,  but  I  found  that  the 
7100  got  it  right  about  80%  of  the  time. 

Still  I  marked  the  BlackBerry  down  for 
one  big  reason:  It's  all  work  and  no  play. 
No  camera.  No  music  player.  Scant  soft- 
ware for  downloading,  and  no  memory- 
card  slot.  Some  carriers  don't  even  offer 
instant  messaging,  though  Yahoo  and 


TRAVELMATE 

PALM  POWERED  WRIST  PDA 

»$249 

Fossil 

fossil.com 

Cement  your  geek  status  with  Fossil's  Wrist  PDA, 
a  watch  that  doubles  as  a  tiny  Palm  organizer. 
How  else  could  you  keep  your  address  book,  to- 
do  list,  and  calendar  at  hand?  It  has  a  built-in 
infrared  link  for  beaming  your  info,  and  the  stylus 
is  integrated  into  the  buckle  of  the  leather  strap. 
The  big  drawback  is  the  tiny  screen. 


AOL  recently  struck  a  deal  to  soon  make 
their  services  standard  on  all  BlackBerrys. 
If  this  really  is  a  smart  phone  for  the 
masses,  then  the  hoi  polloi  are  an  indus- 
trious lot. 

Two  devices  I  quickly  discounted  were 
the  Sidekick  II  and  OQO.  If  I  only  had  a 
personal  e-mail  account,  the  $250  Side- 
kick II  would  be  a  good  choice.  It  has  a 
built-in  camera,  Web  browsing,  and  a 
roomy  keyboard  hidden  beneath  the  ro- 
tating screen.  You  can  instant-message  up 
to  10  people,  answer  e-mail,  and  surf  the 
Web  at  the  same  time.  What's  more,  T- 
Mobile's  $30  a  month  all-you-can-eat 
data  plan  is  one  of  the  best  around.  But 
there's  no  support  for  corporate  e-mail 
and  no  Bluetooth  link  that  would  let  me 
pack  the  bulky  Sidekick  in  my  bag  and 
still  answer  phone  calls. 

The  OQO  wins  for  being  cool:  The  ele- 
gant 5-inch  screen  slides  up  to  reveal  a 
full  Qwerty  keyboard.  Power  it  on,  and  it's 
a  full  Windows  XP  computer  with  Wi-Fi 
built  in.  But  the  keyboard  is  too  small  for 
my  fingers,  and  it's  a  hassle  to  tap  on  the 
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cramped  touchscreen,  even  with  a  stylus. 
Without  a  built-in  optical  drive,  my  op- 
tions were  more  limited  than  simply 
choosing  a  thin  and  fight  laptop. 

If  you're  more  interested  in  data  than 
phone,  there's  the  Audiovox  6600  from 
Verizon  ($550)  and  Sprint  ($450),  re- 
spectively. Cingular  offers  a  similar  mod- 
el, Siemens'  $500  SX66. 1  was  wowed  by 
their  large,  bright  color  screens  and 
James  Bond-like  sliders  that  reveal  a  hid- 
den keyboard  (even  if  the  keys  were  a  bit 
small  for  large  hands).  Too  bad  the  de- 
vices are  too  bulky  to  carry  constantly. 
The  various  versions  come  with  a  mish- 
mash of  features— Bluetooth,  Wi-Fi,  or  a 
camera— but  none  have  all  three. 

No  doubt,  there  are  plenty  of  other 
choices  for  e-mail  on  the  go.  Some  corpo- 
rate voice-over-IP  systems  will  read  your  e- 
mail  to  you  over  the  phone.  Others  will  let 
you  log  in  to  your  corporate  Web  site  from 
any  computer,  punch  in  a  password,  and 
retrieve  your  messages.  But,  for  now  at 
least,  my  hip  holster  is  happy  to  hold  the 
Treo  650.  Tomorrow?  You  never  know.  ■ 


YOUR  PERSONAL  POSTAL  WORKER 

Handheld  e-mail  helpers  let  you  correspond  anytime,  anywhere. 
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MODEL 


palmOne  Treo  650 


BlackBerry  7100g 


T-Mobile  Sidekick  II 


Audiovox  PPC-6600     OQO  model  01 


PRICE4 


$300-$499 


THE  GOOD, 
THE  BAD, 
THE 

BOTTOM 
LINE 


Battery  life 

could  be 

better  and 

built-in 

Wi-Fi 

would  be 

nice,  but  a 

good  phone  and  strong 

support  for  multiple 

e-mail  accounts  makes 

this  the  top  all-around 

smart  phone. 


$200 


The 

abbreviated 

keyboard 

takes  some 

getting  used 

to,  but  RIM's 

first  crack  at  squeezing 

its  BlackBerry  into  the 

shape  of  a  phone  is  more 

phonelikethan  its  rivals. 

Drawbacks:  no  camera, 

no  music  player. 


$430-$719 


A  full  keyboard 
makes  it  bulky  but  easy 
to  use.  With  no  support 
for  corporate  e-mail, 
the  Sidekick  is  better  for 
personal  use  than  for 
business. 


It's  cool 

personified, 

with  a 

massive 

screen  and 

hideaway 

keyboard 

that  slides  out  from 

under  the  screen.  But 

it's  heavy  and  pricey, 

and  the  phone  seems 

like  an  afterthought. 


A  tiny,  full-featured 
Windows  XP  PC,  the 
OQO  gets  e-mail  just 
like  your  office  PC,  but 
it's  slow,  there's  no 
phone,  and  it's  costly. 


•Some  prices  reflect  rebates  and  discounts  which  vary  widely  based  on  service  3g-eements 

110  I  BusinessWeek    May  16.  2005 


Data  CNET  com1 


WHEN  THE  INFORMATION  NEVER  STOPS,  NOTHING  CAN  STOP  YOUR  BUSINESS 


In  business,  keeping  people  and  information  connected  is  critical  to 
keeping  customers  satisfied.  And  yet,  at  any  given  moment,  any 
number  of  events  can  easily  derail  that  connection.  That's  why  you 
need  a  company  like  SunGard  on  your  side.  Our  Information 
Availability  solutions  provide  redundant  systems  and  networks  at  over 
70  secure  facilities  worldwide  to  make  sure  your  customers, 
employees  and  suppliers  stay  connected  24/7.  And  at  the  same  time 
keep  your  IT  staff  in  complete  control  of  your  data  and  applications. 
!  So  while  you're  busy  running  your  business,  we're  busy  making  sure 
your  business  is  up  and  running.  No  matter  what. 


For  years,  companies  have  trusted  SunGard  to  restore  their  IT  systems 
when  something  went  wrong.  So  it's  not  surprising  that  today 
companies  are  turning  to  us  to  mitigate  risk  and  make  sure  they  never 
go  down  in  the  first  place.  To  learn  more  about  Information 
Availability  and  how  we  can  save  your  company  on  average  25%*  visit 
www.availability.sungard.com  or  call  1-800-468-7483. 


SUNGARD 

Availability  Services 


Keeping  People 
and  Information 
Connected!' 


'Potential  savings  based  on  IDC  White  Paper.  Ensuring  Information  Availability:  Aliening  Customer 
Needs  with  an  Optimal  Investment  Strategy 


PERSONALTECH 


ON THE ROAD 


~~ 

nofiteSMr 

> 

»irM|»i 

tTKsv 


'•••i 


~\ 


iPOD  GIZMOS 

FORTHECAR 

You  can  spend  a  lot— or  very  little— to  mate  your  music 
player  with  your  wheels,  by  jay  greene 


THE  REAL  REVOLUTION  OF 
the  iPod  is  that  it  liberates 
music  from  your  home.  You 
can  take  thousands  of 
tunes— not  just  a  CD's 
worth— to  the  gym,  the  ski 
slopes,  or  the  park.  But  the 
one  setting  that  has  always 
been  iPod-challenged  is  that  other  place 
you  want  music  the  most:  in  your  car.  Us- 
ing your  earphones  while  you  drive  isn't 
an  option.  If  s  dangerous  and,  in  most 
places,  illegal. 

Now  a  couple  of  new  types  of  gadgets 
make  it  easy  to  listen  to  your  iPod  at  60 
mph.  The  expensive  way  lets  you  plug  an 
iPod  directiy  into  a  car  stereo  and  get 
crystal-clear  sound.  The  cheaper  alterna- 
tive—a much  unproved  version  of  a  prod- 
uct that  has  been  around  for  a  while— 
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turns  the  iPod  into  a  miniature  radio  sta- 
tion that  broadcasts  an  FM  signal  to  your 
car's  radio  antenna. 

If  you're  prepared  to  spend  some  cash, 
car-stereo  adapters  are  the  way  to  go. 
They  use  the  dock  connector  on  the  bot- 
tom of  dockable  iPods  and  iPod  minis. 
The  sound  is  better  than  a  connection 
that  uses  the  iPod's  headphone  jack,  and 
it  lets  the  car  stereo  take  over  the  controls. 
That  way,  you  can  put  the  iPod  in  the 
glove  box  and  use  the  stereo's  knobs  and 
buttons  to  navigate  your  music  library. 

The  drawback  is  that,  in  most  cases, 
the  adapters  work  only  with  audio 
systems  from  the  same  company,  and 
only  the  newest  ones  at  that.  So  you  can 
plan  on  buying  a  new  stereo  to  go  with 
your  adapter. 

I  looked  at  adapters  from  Clarion  and 


Pioneer  that  plug  only  into  a  stereo  o 
the  same  brand,  and  tried  out  an  inter 
esting  adapter  from  Monster  Cable  tha 
hooks  the  iPod  to  the  radio  that  came 
with  your  car.  None  of  them  quit* 
matches  the  iPod's  elegance  in  appear 
ance  or  ease  of  use.  But  Clarion's  come: 
pretty  close. 

Press  a  button  on  the  Clarioi 
VRX755VD  car  stereo,  and  out  pops  a  7 
inch  touch-screen  that  mimics  much  o 
the  iPod's  interface.  Instead  of  runninj 
your  finger  around  in  a  circle  to  scrol 
through  the  music  library,  you  press  ur 
and  down  buttons  that  move  quickh 
though  long  lists  of  songs  and  artists.  The 
damage?  The  adapter  is  $60.  But  the  ca 
stereo,  or  "head  unit"  as  the  industry  calls 
it,  that  you'll  need  to  get  to  use  it  will  se 
you  back  $1,600. 

iPOD  SUBSTITUTES 

YOU'LL  SPEND  A  BIT  LESS  on  Pioneer's 
system  and  get  nearly  as  good  an  experi 
ence.  Like  the  Clarion,  the  Pionee: 
$1,200  AVH-P5700DVD  (the  matching 
adapter  is  $140)  has  a  pop-up,  touch 
screen  display.  It  doesn't  try  to  look  like 
an  iPod.  Instead,  you  touch  buttons  or 
the  screen  to  navigate  by  artist  or  song 
But  you  can  scroll  through  only  six  artist4 
or  songs  at  a  time.  So  if  you're  looking  foi 
that  favorite  from  Lyle  Lovett  somewhere 
in  the  middle  of  your  artist  list,  you  have 
to  push  the  down  button  a  bunch  of  time* 
to  get  there. 

Monster  has  come  up  with  the  cheap 


T-Mobile  HotSpot.  Hyatt's  newest  amenity. 


Now  that  Hyatt  is  partnered  with  T-Mobile  HotSpot,  you  can  access  the  Internet,  e-mail  and  download  wirelessly  with  a 
fast  Wi-Fi  connection.  It's  available  at  participating  Hyatt  Hotels  &  Resorts'  and  thousands  of  other  locations,  including 
Starbucks,  FedEx  Kinko's "  and  select  airports.  Visit  t-mobile.com/hotspot/hyatt  or  call  877-822-SPOT  (7768)  for  details. 


H^A^T 


HOTELS  &  RESORTS 


T  ■  -Mobile 
HotSp#t 


im  AG. 

Mobile  USA  Inc.  All  o'  :  roperties  of  their  respective  owners. 


PERSONALTECH 


ON THE ROAD 


est  way  to  iPod-ize  your  current  car 
stereo.  Its  iCruze  adapter  works  with 
more  than  650  factory-installed  models, 
but  only  those  with  connections  for  a 
multiple-disc  CD  changer.  (The  iCruze  re- 
places the  CD  changer.)  A  big  limitation: 
You  can  play  only  your  music  from  your 
play  lists,  so  you  can't  choose  songs  or 
artists  outside  your  playlist.  The  system 
costs  $250,  and  the  cables  it  needs,  de- 
pending on  the  stereo,  will  run  $30  to 
$100  extra.  You  can  add  a  dash-mounted 
display  to  show  the  current  song  and 
artist  for  another  $100. 

There  are  other  ways  to  listen  to  your 
iPod  on  the  road.  The  cheapest  and  eas- 
iest solution  is  a  low-cost,  low-tech 
cassette  adapter.  It  looks  like  a  tape  cas- 
sette and  plugs  into  the  cassette  player, 
but  there's  a  wire  poking  out  that  you 
stick  into  the  headphone  jack  of  your 
iPod.  Inelegant?  Yes.  And  piping  the 
sound  from  the  headphone  jack  can 
cause  a  bit  of  distortion.  But  for  $20,  it's 
hard  to  complain. 

Most  new  cars,  unfortunately,  don't 


TRAVEL  MATE 


SOLIO  FOR  iPOD 

»$100 

Better  Energy  Systems 

solio.com 

When  it  comes  to  outfitting  your  iPod,  it's  hard  to 
find  an  accessory  as  superfluous-or  as  cool- 
as  this.  About  the  size  of  a  cell  phone,  the  Solio 
charger  fans  out  to  expose  three  solar  panels 
that  store  solar  power  in  an  internal  battery.  So 
when  your  iPod  poops  out  on  a  camping  trip, 
Solio  will  fully  recharge  it  in  about  two  hours. 


come  with  cassette  players.  So,  if  your 
car  is  much  newer  than  my  2001  Saab, 
you'll  need  to  get  an  FM  transmitter  to 
play  your  songs  over  the  radio.  Early 
models  typically  let  you  choose  from  four 
FM  frequencies.  All  too  often,  especially 
in  big  cities,  your  tiny  signal  would  be 
overwhelmed  by  a  more  powerful  one, 
resulting  in  interference  and  static. 


TAKE  YOUR  IPOD  FOR  A  RIDE 

Hook  it  directly  to  your  car  stereo  for  first-class  sound.  For  coach-class 
prices,  but  sound  to  match,  go  with  an  FM  transmitter. 

CAR  STEREOS  AND  ADAPTERS 


flB 


MODEL 


PRICES 


THE 

GOOD, 

THE  BAD, 

THE 

BOTTOM 

UNE 


Clarion 

VRX755VD  stereo/ 
with  CCA649  adapter 


$l,600/$60 


The  large  touch  screen 
mimics  the  iPod  interface 
and  makes  this  the  ultimate 
in-car  setup  for  the  iPod, 
albeit  a  costly  one. 


Monster 
iCruze 


$250 


Pioneer 

AVH-P5700DVD  stereo/ 
with  CD-IB100  adapter 


$1,200/$140 


This  sleek  kit  may  work 
with  your  existing  car 
stereo,  but  it's  expensive 
and  offers  minimal  track 
information. 


The  touch-screen  on  the 
stereo  makes  for  easy  iPod 
browsing,  but  limited  track 
information  makes  the 
package  ho-hum. 


FM  TRANSMITTERS 


MODEL 

BelkinTuneBaseFM 

Griffin  RoadTrip 

Sonnet  PodFreq 

PRICES 

$80                     i^ 

$80            ig 

$100 

^m 

THEGOOQ, 

Although  its  design 

W 

It's  bulky,  but  this 

This  beautiful 

^^^ 

THE  BAD, 

is  stylish  and 

gadget  boasts               H 

case  holds  your 

THE 

functional,  Tune          ^ 

strong             -J    ~ 

iPod  and           ^— 

w 

BOTTOM 
UNE 

Base  works  only 

with  iPod  minis  and    ^^ 

transmission       ■  J'~ 
strength  and  it          * 

transmits  a        ■•    *■        g 
powerful           'i 

suffers  from  its  weak    ^^^ 

charges  your  iPod  through  the 

signal,  but  it  lacks  a  way  to 

transmission  strengt 

i. 

car  lighter,  too. 

mount  it. 

With  the  latest  generation,  you  cai 
pick  any  frequency  on  the  FM  dial,  an. 
most  of  the  new  gizmos  include  charger 
that  plug  into  the  lighter  socket  to  keej 
your  iPod  juiced  up  while  you're  on  th 
go.  For  me,  Griffin's  RoadTrip  ($80 
worked  the  best.  It's  a  bit  Rube  Gold 
berg,  with  an  arm  that  plugs  into  th 
lighter  and  extends  up  to  a  cradle  tha 
holds  your  iPod  within  eas 
reach.  There's  an  on-off  butto)1 
and  up  and  down  arrows  to  scaj 
the  dial  to  find  an  open  frequence 
It's  not  attractive,  but  it  gave  m 
the  most  powerful,  static-free  sig 
nal  of  the  batch  I  tested. 

Belkin  had  the  same  idea,  but 
far  better  design,  for  its  $8< 
TuneBase  FM.  The  arm  that  plug 
into  the  lighter  is  a  flexible  stee 
gooseneck  that  can  be  positione 
where  you  want,  and  it  has  prese 
buttons  to  store  the  four  frequen 
cies  that  work  best  for  you.  But  th 
FM  signal  slipped  into  static  occa 
sionally,  and  it  works  only  witl 
iPod  minis. 

Sonnet  Technologies'  $10( 
PodFreq  is  more  portable:  I 
comes  with  a  charger  but  also  cai 
run  on  the  iPod's  battery— usefu 
for  beaming  the  music  to 
portable  radio  at  a  picnic,  say.  It 
signal  strength  is  O.K.,  but 
doesn't  come  with  a  car  mount  t< 
keep  it  within  your  line  of  sight 
(Sonnet  recommends  using 
mount  from  another  company.) 

It  was  only  a  matter  of  time  be 
fore  someone  figured  out  how  n 
marry  the  iPod  to  the  automobile 
Finally,  there  are  lots  of  ways  tc 
mJ  tune  out  those  obnoxious  deejay 
and  Top  40  drivel  and  tune  in  t< 
thousands  of  your  own  personal! 
selected  songs,  the  music  that  yot 
really  like.  ■ 
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/our  potential.  Our  pa&ion: 


How  to  go  from  prototype 
to  finished  product. 


i  -ays  at  the  same  table.  Enter  Microsoft*  Office  Live  Meeting.  Web  conferencing 

om  virtually  anywhere.  With  a  new  interface  and  intuitive  features, 
ties.  Hold  a  training  session,  give  a  sales  presentation, 
out  leaving  your  desk. 

.  with  Microsoft  Office  programs  you  use  everyday  like  Outlook*  and  PowerPoin 
>t  sharing,  you  can  view  any  printable  document  at  any  size  without  losing  picture  quality. 
Prom  the  company  determined  to  make  it  even  better. 


Try  Live  Meeting  free'  for  14  days  and  have  all  the  online 
meetings  you  want.  Visit  www.microsoft.com/collaboratelive 


j1!   Microsoft  Office 

Live  Meeting 
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SATE 


RADIO 

These  cutting-edge  portable 
entries  are  the  first  to  let  fans  of 
XM  and  Sirius  take  their  favorite 
shows  with  them,  byadamaston 


I  HAD  COMPANY  RECENTLY  ON  A 
bike  ride  around  a  blissfully  traffic- 
free  Central  Park.  Eddie  Murphy, 
Billy  Crystal,  and  my  favorite, 
Richard  Pryor,  were  making  me 
laugh  as  I  huffed  up  Harlem  Hill.  I 
came  across  these  comedy  legends 
while  channel  surfing  on  the  Delphi 
MyFi  XM2go  portable  satellite  receiver  I 
had  clipped  to  my  jersey. 

The  first  generation  of  portable  satellite 
radio  receivers,  the  Delphi  MyFi  and  oth- 
ers offer  a  real  alternative  to  the  iPod  in 
the  fight  for  your  pocket  space.  The  mod- 
els I  tried  offer  cutting-edge  features- 
such  as  digital  recording— but  also  suffer 
from  spotty  reception.  That  won't  surprise 
satellite  radio's  early  adopters,  who  tend 
to  be  diehards.  Indeed,  XM  reports  that 
Delphi  is  racing  to  meet  demand.  More 
than  5.3  million  subscribers  pay  $12.95 
per  month  to  get  more  than  120  digital, 
CD-quality  channels  from  one  of  two  serv- 
ices, XM  or  Sirius. 

Portables  are  the  latest  step  in  satellite 
broadcasters'  push  to  give  listeners  ac- 


cess wherever  they  are.  Three 
XM2go  models  represent  the  cutting  edge 
of  this  trend.  Delphi's  $200  MyFi  version 
is  already  on  sale,  and  two  other  function- 
ally identical  but  differentiy  styled  models 
are  due  by  summer  under  the  Tao  and  Pi- 
oneer brands.  All  three  come  with  most  of 
the  attachments  you  need  for  home  or  car. 
An  easy-to-read,  five-line  monochrome 
screen  shows  program  data  and  can  also 
scroll  stock  prices.  Inside,  there's  a  trans- 
mitter, which  lets  you  relay  an  XM  signal  to 
a  nearby  FM  radio. 

RECORD  IT 

HANDHELDS  FACE  AN  even  tougher  re- 
ception challenge  than  their  car-based 
predecessors,  which  use  an  egg-size  ex- 
ternal antenna.  So  it's  impressive  that  XM 
managed  to  squeeze  an  antenna  into  such 
a  small  form.  XM2go  delivers  sharp  audio 
when  there's  a  clear  view  of  the  southern 
sky,  from  where  the  signal  originates,  or  if 
you  are  near  one  of  the  repeaters  XM  has 
installed  in  most  major  cities.  But  in  many 
of  the  places  you  most  want  to  use  a 


HANDFUL 

MyFi  fits  150 
channels  in 
your  palm 


A  HANDHELD  CORNUCOPIA              # 

Although  marvels  of  miniaturization,  portables  still  have  a  few  kinks 

MODEL 

Delphi  MyFi  XM2go 

X  ACT  Stream  Jockey 

PRICE* 

$192  to  $299 

$190,  including  battery  pack 

SERVICE  , 

XM,  over  150  channels 

Sirius,  over  120  channels 

THE  GOOD, 
THE  BAD, 
THE 

BOTTOM 
LINE 

With  five-hour  battery  life,  MyFi  is 
truly  pocket-ready,  but  its  controls 
are  confusing,  and  reception  is  spotty. 
Coming  this  summer:  Similar 
handhelds  from  Pioneer  and  Tao. 

The  Stream  Jockey  is  campsite-ready, 
but  its  Power  Pod  battery  pack  makes 
it  too  big  to  put  in  your  pocket.  Wait 
for  a  slimmed-down  true  portable, 
due  out  by  Christmas. 

•Plus  $12.95  per  month 


Data: 


portable— in  the  gym, 
inside  at  work,  or  shop- 
ping—the signal  fails, 
even  with  the  clip-on 
antenna  extender. 

In  these  cases,  the  XM2go  offers  a  neat 
alternative:  Its  five  hours  of  built-in  mem- 
ory let  you  listen  to  audio  you've  ahead) 
recorded.  Just  hit  the  "2go"  button  to  start 
recording  what  you're  listening  to.  Or  you 
can  program  die  XM2go  in  advance  to 
record  the  shows  you  want  to  hear  while 
you're  not  around. 

Despite  their  miraculous  miniaturiza- 
tion, the  XM2go  models  are  still  a  tad 
bulky.  The  MyFi  weighs  7.3  ounces,  25% 
more  than  an  iPod  20  GB,  and  is  half  an 
inch  thicker,  too  chunky  to  strap  on  your 
arm.  At  five  hours,  battery  time  is  only 
O.K.  (Newer  iPods  can  run  for  12  hours.) 

These  bugs  aside,  the  XM2gos  will  find 
plenty  of  fans.  They're  ideal  for  mellow 
outside  activities  that  allow  you  to  tinker 
with  the  antenna,  such  as  gardening  or 
walking.  Sirius'  sole  portable  offering  fits 
this  niche,  too.  The  XACT  Stream  Jockey 
($100),  coupled  with  a  battery  pack 
($90),  is  too  big  to  wear  but  would  be  at 
home  at  the  beach  or  on  a  boat  For  fans  of 
NPR  or  Howard  Stern— who  moves  to  the 
network  next  year— Sirius  is  the  way  to  go. 

If  you  are  less  committed,  stay  tuned. 
Sirius  plans  to  roll  out  a  true  pocket-size 
portable  later  this  year  that  may  improve 
on  XM's  first  offering.  Sirius'  debut  version, 
and  XM's  update  after  that,  are  sure  to  be 
smaller  and  offer  better  reception.  Until 
then,  if  you're  the  type  who  sits  in  the 
driveway  to  catch  the  end  of  an  XM  show, 
grab  a  MyFi  and  take  it  with  you. 
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IS  FLAT-OUT  THIN. 
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WALL  MOUNTED  in 


SLIM  SCREEN 


INTEGRATED  PORTS 


90    TILT  (.mi.,  i, 


PORTRAIT 


INTRODUCING  THE  NEW  80  SERIES  LCD  FLATRON    MONITOR  FROM  LC; 

the  slimmest  flatscreen  in  its  class.  Its  /-ENGINE"  technology  features  the  first 
LCD  picture-enhancing  chip  to  provide  not  only  astounding  color,  but  superb 
contrast  and  image  quality.  With  an  8  millisecond  response  time,  the  FLATRON 
80  Series  meets  the  visual  quality  demands  of  3D  gaming  and  high-speed  graphics. 
To  see  all  the  LG  LCD  monitors  in  sizes  ranging  from  15"-  30."  visit  LGusa.com. 
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2005  LC  El  "s.  N)  IC  Design  and  Life's  Good  are  trademark-  „(  IC  [I, 


Personal  Business  The  Barker  Portfoli 


BY  ROBERT  BARKER 


Why  Macromedia  May 
Weigh  Adobe  Down 


Moments  after  midnight 
one  recent  Monday,  Adobe 
Systems  unveiled  its  plan 
to  buy  Macromedia.  By 
day's  end,  shares  of  the  two 
software  makers  had 
reacted  predictably.  Adobe 
was  off  nearly  10%,  while 

Macromedia  gained  almost  10%.  The 
clearest  winner  may  be  mutual  fund 
giant  Fidelity  Investments.  Days  earlier  it 
reported  owning  11.3%  of  Macromedia. 

While  Fidelity  did  not  disclose  the  cost 
of  its  Macromedia  stake,  securities  filings 
indicate  it  picked  up  nearly  5.6  million 
shares  in  the  first  quarter.  At  the  period's 
average  closing  price,  that  would  mean 
Fidelity  enjoyed  a  swift  gain  of  more  than 
20%  on  the  Macromedia  it  added  this 
year,  plus  a  lot  more  on  the  2.2  million 
shares  it  got  last  fall  when  they  were 
much  cheaper.  For  Fidelity  and  its  fellow  shareholders,  the 
question  now  is  whether  to  hold  on  once  this  $3.4  billion  all- 
stock  merger  is  consummated.  Known  best  for  its  Acrobat 
and  Photoshop  document-  and  picture-editing  programs, 
Adobe  aims  by  fall  to  have  closed  its  deal  for  Macromedia, 
maker  of  the  Dreamweaver  and  Flash  programs  for  Web 
developers,  plus  Flash  Lite,  a  hot  seller  for  mobile  devices. 

AT  ITS  NOMINAL  VALUE,  $3.4  BILLION,  this  deal  isn't  cheap.  In 
the  fiscal  year  that  ended  on  Mar.  31,  Macromedia  earned 
$42.5  million  on  $436  million  in  sales.  That  means  Adobe  is 
paying  nearly  eight  times  sales  and  80  times  earnings  for 
Macromedia.  Viewed  more  closely,  Macromedia's  price  tag 
looks  a  bit  lower.  For  one  thing,  the  $3.4  billion  figure  does 


HOT PRODUCT 

Adobe  is  paying 
a  premium  for  a 
far  less  efficient 
operator 


What's  Wrong  with  This  Picture? 

ENTERPRISE  OPERATING 

ENTERPRISE  OPERATING       VALUE/  INCOME 

COMPANY/  VALUE      REVENUE    INCOME        OPERATING   OPERATING        PER 

SYMBOL  (MILLIONS)  INCOME        MARGIN     EMPLOYEE 

Adobe  Systems  ADBE  $i  $1,716     $599  22 


Macromedia  MACR  2,900 


436 


55 


53 


not  reflect  some  $378  million  in  cash 
that  Macromedia,  which  has  no  debt, 
brings  with  it.  It  also  does  not 
account  for  a  total  of  $589  million  in 
tax-loss  and  research-credit 
carryforwards.  An  Adobe  spokesman 
confirmed  that  these  tax  assets  were  a 
factor  in  its  bid,  yet  precisely  how 
much  of  them  Adobe  will  be  able 
ultimately  to  apply  against  its  own 
future  tax  liabilities  is  uncertain.  A 
back-of-the-envelope  guesstimate 
suggests  that  at,  say,  Adobe's  average 
effective  tax  rate  over  the  past  three 
years  (30%),  the  carryforwards  might 
be  worth  up  to  $170  million  or  so. 
Dealmakers  eager  to  rationalize 
mergers  often  note  cash  positions  and 
tax  breaks  of  the  sort  Macromedia  may  bring  to  Adobe.  They 
would  put  the  deal's  true  cost  closer  to  $2.9  billion.  Even  so, 
Macromedia  remains  a  rich  morsel  for  Adobe— and  not  just  on 
multiples  of  sales  (6.7  times)  and  earnings  (68  times).  To  see 
what  I  mean,  take  a  glance  at  the  table.  Adobe,  a  disciplined 
company  with  no  debt  and  steady  delivery  of  earnings,  agreed 
to  pay  a  premium  price  for  a  plainly  less-efficient  operator. 
Adobe's  operating  margin  is  almost  three  times  as  wide,  a 
chasm  in  profitability  that  is  most  starkly  seen  via  operating 
profits  per  employee  at  each  of  the  two  companies:  The 
average  Adobe  employee's  profit  runs  four  times  higher. 

Closing  that  gap,  in  part  by  cutting  overhead  at 
Macromedia,  is  one  element  in  the  deal's  potential.  Yet  in 
describing  his  plan  to  Wall  Street  analysts,  Adobe  CEO  Bruce 
Chizen  emphasized  that  the  merger  is  predicated  on 
capturing  more  revenue,  not  squeezing  out  efficiencies.  In  the 
first  year  his  best  hope  is  for  a  slight  addition  to  earnings. 
"Keep  in  mind,  long  term,  this  is  obviously  all  about  growth," 
he  .said.  "The  explosion  of  visual  content,  the  fact  that  we'll  be 
able  to  provide  our  customers  with  a  more  complete  solution 
. .  .lead[s]  us  to  believe  that  this  combination  will, 
over  time,  clearly  generate  greater  growth." 

From  Silicon  Valley,  where  competitive  edges 
dull  fast,  "long  term"  and  "over  time"  are 
dangerous  words.  That's  why  I  won't  be 
surprised  if  we  look  up  one  day  and  find  that 
Fidelity  has  made  a  securities  filing  disclosing 
that  it  has  started  cashing  out  its  quick  profit  on 
Macromedia.  ■ 

E-mail:  rb@businessweek.com 
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JETWORK 

he  largest  digital  voice  and 
iata  network  in  the  U.S. 
nd  the  largest  U.S.  provider 
>n  the  global  standard. 


EXPERTISE 

Our  people  and  partners 
make  wireless  work  for 
more  businesses  than  any 
other  wireless  carrier. 


APPLICATIONS 

The  broadest  and  deepest 
portfolio  of  wireless 
business  solutions. 


SERVICE 

24/7  enterprise-grade 
support.  And  the  only 
service  staff  dedicated 
to  business  people. 


ahead  of  the  game 


gave 
TaylorMade*  more  time  to  sell. 


Cingular  helped 
TaylorMade  represen- 
tatives maximize  their 
sales  by  deploying  a 
wireless  solution  that 
automated  the 
inventory  process. 
Today,  TaylorMade 
spends  more  time 
cultivating  customers 
and  less  time 
counting  inventory. 


CINGULAR    WIRELESS    MAKES    BUSINESS    RUN     BETTER 


Xcinqular 

raising  the  barx.-ill 


To  find  out  how  Cingular  can  make  your  business  run  better, 

•  call  your  account  representative 

•  click  cingular.com/businessleader 


Global  coverage  based  on  coverage  in  174  countries.  Cingular  covers  over  270  million  people.  Coverage  not  available  in  all  areas. 
All  marks  property  of  their  respective  owners.  ©2005  Cingular  Wireless.  All  rights  reserved. 
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Personal  Business  Inside  Wall  Street 


BY  DAVID  H..NRY 

COOPER  CAMERON  GEAR  IS  SITTING  PRETTY  AT  OIL  WELLHEADS- 
CHEER  UP-THERE'S  A  BARGAIN  IN  AMERICAN  GREETINGS  STOCK. 
VARIAN  SHOULD  BUZZ  AS  THE  SEMICONDUCTOR  BIZ  REBOUNDS. 


SLUMPING 
SLIGHTLY 


DOLLARS 


NOV.  5. '04  MAY  4, '05 

Data  8loomberg  Financial  Markets 


Cooper:  Set  to  Pump  Up 

AFTER  A  SPECTACULAR  RUN,  energy  stocks  are  down 
10%  since  early  March,  the  indexes  show.  But  that 
doesn't  mean  all  the  riches  have  been  claimed.  Shares 
of  oil  field  services  outfit  Cooper  Cameron  (CAM),  which  have 
trailed  the  sector's  gains,  have  a  big 
surge  coming,  says  W.  Kevin  Wood,  an 
analyst  at  Susquehanna  Financial 
Group.  The  company  is  a  leader  in  the 
next  big  phase  of  new  production: 
installing  "trees"— the  multivalve, 
heavy-duty  contraptions  that  sit  atop 
wells.  Cooper  is  second  only  to  FMC 
Technologies  (FTI)  in  making  super- 
sturdy  subsea  versions.  Now  oil  and 
gas  companies  are  queuing  up  to  sign 
contracts  for  at  least  10  major 
undersea  installations  in  the  next  18 
months,  Wood  notes.  Cooper  shares  haven't  taken  off  in 
anticipation  of  the  work,  because  the  company  has  lost 
business  to  FMC  recently.  (Cooper  is  up  only  10%— vs.  50% 
for  FMC  since  mid-2003.)  But  that  could  change  fast.  Cooper 
has  just  overhauled  its  marketing  to  offer  what  customers 
want:  full-service  packages  that  include  up-front  engineering 
and  integration  of  its  trees  with  gear  connecting  to  pipelines. 
Wood  expects  Cooper  to  get  nearly  half  the  new  business, 
driving  the  stock,  now  at  56,  higher.  Analysts  at  investment 
bank  Hibernia  Southcoast  Capital  recently  put  a  price  target 
of  70  on  the  stock.  Wood  won't  name  a  target,  but  he  notes 
the  stock  traded  at  82  in  2000  when  the  company  earned  only 
about  $2.17  a  share  vs.  the  $3.55  he  expects  in  2006. 

American  Greetings: 
Happy  Shopping 

THESE  DAYS,  American  Greetings  (AM)  inspires  more 
people  on  Wall  Street  with  its  birthday  cards  than  its 
shares.  The  stock  is  down  15%  in  the  past  six  months 
and  trades  at  a  weak  13  times  earnings.  The  99-year-old 
business  is  mature,  growing  only  1.5%  a  year.  There's  little 
room  for  expansion  because  American  already  has  40%  of  the 
market  (and  privately  held  Hallmark  Cards  has  50%).  But 
don't  let  those  stats  fool  you,  says  Brian  Foote,  an  analyst  at 
Independent  Research  Group.  American  mints  money,  and  its 
stock  is  a  bargain  at  23,  he  says.  Foote's  target:  37  in  12 
months.  American  books  gross  profits  of  50%  of  sales.  Its  river 
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of  free  cash  flow  paid  down  $400 
million  of  debt  the  past  two  years. 
Foote  figures  the  stock  is  cheap,  trading 
at  just  nine  times  his  estimate  of  next 
year's  free  cash  flow  of  $2.50  a  share. 
Savings  from  restructurings  should  net 
more  profits.  Robert  Olstein,  a  mutual- 
fund  manager  always  looking  to  short 
stocks  with  weak  cash  flow  or 
accounting  issues,  owns  2%  of  the 
shares.  American  could  buy  back  11% 
of  its  stock  in  the  next  year.  That  will 
lift  share  earnings  and  could  spark  investor  interest. 

Soon,  Yarian  May 
Really  Be  in  the  Chips 

VARIAN  SEMICONDUCTOR  EQUIPMENT  Associates 
(VSEA)  jumped  8%  when  the  market  opened  on 
Apr.  29— after  a  report  of  surprisingly  strong  earnings 
and  improved  prospects.  Watch  for  more  such  happy  days, 
says  Patrick  Ho  of  broker  Legg  Mason.  Ho  believes  Varian 
shares  will  climb  from  their  recent  38  to  53  in  12  months.  The 
company  is  in  a  prime  position  to  profit  from  a  rebound  in 
demand  by  semiconductor  companies. 
Varian  makes  specialty  machines  that 
implant  ions  in  wafers  so  the  chips  can 
be  more  powerful.  The  machines,  Ho 
argues,  will  attract  more  orders  from 
top-tier  chipmakers  such  as  Intel  and 
Samsung,  which  have  been  working 
off  inventories  and  looking  to  make 
next-generation  chips.  He  sees  Varian 
earnings  climbing  in  the  fiscal  year 
ending  Sept.  30, 2006,  to  $2.55,  up 
from  $1.65  this  year.  That  would 
support  the  stock  at  53,  or  21  times 
earnings.  A.G.  Edwards  analyst  Gavin  Duffy's  target  on  the 
stock  is  45,  with  a  p-e  of  18  on  his  2006  estimate  of  $2.45. 
The  risk  in  Varian  is  low.  The  company  has  little  debt  and 
holds  cash  and  short-term  investments  of  $12  a  share.  ■ 

Gene  Martial  will  be  back  next  week, 


BusinessWeek  online 


Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day.  usually  Thursdays. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 
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Introducing  New  E*TRADE  Complete 

...the  intelligent,  integrated  way  to  manage  all  your  money. 

Jfc  Complete  view  of  all  your  accounts  -  all  in  one  place. 

^  Intelligent  Cash  Optimizer:  instantly  calculates  the  earning  potential  of  your  cash. 

&  Money  Market  Account  with  up  to  2.50%  APY  -  plus  free  checking  and  bill  pay.1 

^fr  Debit  Card  with  nationwide  ATM  refunds  -  all  banks.2 


Secured  by  L£Z*3 

New  optional  Digital  Security  ID.  3 

If  s  like  a  combination  lock  for  your  online  connection.' 


FINANCIAL® 

Call  1-800-998-8049  or  visit  etradecomplete.com 


The  E*TRADE  Money  Market  Account  is  a  separate  deposit  account  offered  by  E*TRADE  Bank.  Annual  Percentage  Yield  (APY)  of  2.50%  as  of  4/04/05  and  applies  to  accounts  with  balances  of  $50,000  or  more, 
taunts  with  balances  of  $5,000-$49,999  will  earn  1.80%  APY  and  accounts  with  balances  of  less  than  $5,000  will  earn  0.30%  APY.  A  $100  minimum  deposit  is  required  to  open  account  and  you  must  maintain  an 
iverage  monthly  balance  of  $1,000  or  $5,000  in  total  E*TRA0E  Bank  deposits,  by  the  end  of  your  second  statement  cycle  to  avoid  a  $10  monthly  fee  on  the  account.  This  fee  is  waived  for  Priority  E*TRADE  and  Power 
;*TRADE  customers.  Fees  may  reduce  earnings.  Yields  subject  to  change  daily. 

I.  We  will  not  charge  you  a  fee  for  withdrawing  funds  from  any  ATM  but  the  owner/operator  of  some  ATMs  may.  In  those  cases,  E'TRADE  will  automatically  refund  your  account  for  the  amount  of  the  fee.  Priority  E'TRADE 
ind  Power  E*TRADE  customers  get  unlimited  ATM  fee  refunds.  Other  customers  get  up  to  five  ATM  fee  refunds  per  month. 

).  This  security  authentication  system  is  based  on  technology  from  RSA  Security  Inc.  RSA,  RSA  logo  and  SecurlD  are  either  registered  trademarks  or  trademarks  of  RSA  Security  Inc.  in  the  United  States  and/or  other 
vOuntries.  RSA  Security  Inc.  is  not  affiliated  with  E*TRADE  FINANCIAL  Corp.  or  any  of  its  affiliates  and  is  not  a  sponsor  of  this  program. 

■purities  products  and  services  offered  by  E*TRADE  Securities  LLC,  Member  NASD/SIPC,  are  not  insured  by  the  FDIC,  are  not  guaranteed  deposits  or  obligations  of  E*TRADE  Bank,  and  are  subject  to  investment  risk, 
.-■eluding  possible  loss  of  the  principal  invested.  Banking  and  lending  products  and  services  are  offered  by  E*TRA0E  Bank,  a  Federal  savings  bank,  Member  FOIC,  or  its  subsidiaries.  Bank  deposits  are  FDIC  insured  up 
o  $100,000.  E*TRADE  Securities  LLC  and  E'TRADE  Bank  are  separate  but  affiliated  companies.  ©  2005  E*TRADE  FINANCIAL  Corp.  All  rights  reserved. 
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COMMENTARY 

Sparked  by  fears  of  a  stagnating 
economy  and  rising  inflation, 
stocks  sank  to  near  their  year-to- 
date  lows  on  Apr.  28.  But  a  slew 
of  better-than-expected  profit 
reports  from  such  giants  as 
Microsoft,  P&G,  and  ExxonMobil 
lifted  spirits  on  the  Street,  and 
news  of  savvy  investor  Kirk 
Kerkorian's  8.8%  position  in  GM 
sent  the  embattled  carmaker's 
stock  soaring  16%  on  May  4. 

Data:  Bloomberg  Financial  Markets.  Reuters 
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U.S.  MARKETS 


WEEK 


%  CHANGE 

YEAR  TO     LAST  12 

DATE      MONTHS 


S&P500 

1175.7 

1.7 

-3.0 

5.0 

Dow  J-  r  -.j  industrials 

10,384.6 

1.8 

-3.7 

0.7 

NASDAQ  Composite 

1962.2 

1.6 

-*A 

0.6 

S&P  MidCap  400 

643.9 

1.2 

-23 

9.1 

S&P  SmallCap  600 

31L4 

1.3 

-5.3 

10.9 

DJ  Wilshire  5000 
SECTORS 

11,562.2 

1.6 

-3.3 

5.9 

BusinessWeek  50* 

688.0 

1.4 

-2.4 

8.2 

BW  Info  Tech  100" 

342.3 

1.8 

-8.3 

0.3 

S&P/BARRA  Growth 

567.2 

1.5 

-2.6 

1.9 

S&P/BARRA  Value 

604.2 

1.9 

-3.4 

8.1 

S&P  Energy 

321.8 

-0.7 

11.5 

32.0 

S&P  Financials 

390.3 

2.7 

-5.1 

2.4 

S&P  REIT 

139.9 

1.4 

-3.2 

25.5 

S&P  Transportation 

215.2 

2.7 

-105 

12.2 

S&P  Utilities 

152.3 

0.8 

7.6 

27.7 

GSTI  Internet 

156.4 

2.1 

-12.3 

4.3 

PSE  Technology 

715.6 

1.8 

-8J 

3.1 

♦Mar.  19. 1999=1000     -Feb.  7.  2000=1000 


GLOBAL  MARKETS 

S&P  Euro  Plus  (U.S.  Dollar)  1352.6 

London  (FT-SE 100)  4882.5 

Paris  (CAC  40)  3987.6 

Frankfurt  (DAX)  4264.4 

Tokyo  (NIKKEI  225)  11,002.1 

Hong  Kong  (Hang  Seng)  13345.1 
Toronto  (S&P/TSX  Composite)  9473.3 

Mexico  City  (IPC)  12,643.0 

FUNDAMENTALS  may  3 

S&P  500  Dividend  Yield  2.06% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  19.0 

S&P  500  P/E  Ratio  (Next  12  mos.)*  15.2 

First  Call  Earnings  Surprise*  4.70% 


TECHNICAL  INDICATORS  mays 

S&P  500  200-day  average  1155.9 

Stocks  above  200-day  average  53.0% 

Options:  Put/call  ratio  0.85 

Insiders:  Vickers  NYSE  Sell/buy  ratio    3.53 
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BEST-PERFORMING 
GROUPS 

Airlines 

Health-Care  Suppliers 

Thrifts  &  Mtge.  Finance 

REITs 

Commercial  Products 


LAST 
MONTH* 

9.0 


Fertilizers  &  Ag.  Chems. 
8.8     Steel 

7.0     Managed  Health  Care 
6  6    Oil  &  Gas  Refineries 
6.3     Oil  &  Gas  Exploration 


LAST  12 
MONTHS 

71.9 
59.1 
57.7 
55.3 
43.2 


WORST-PERFORMING 
GROUPS 

Agricultural  Products 
Photographic  Products 
Motorcycles 
Office  Electronics 
Diversified  Mtls.  &  Minis. 


LAST 
MONTH* 

-23.6 

-18.3 
-13.0 
-12.9 
-10.0 


IT  Consulting 
Automobiles 
Electric  Mfg.  Svcs. 
Auto  Parts  &  Equip. 
Insurance  Brokers 


LAST 
MONTHS 

-49.; 

-32. 
-27 
-27. 
-26 


n- 


EQUITY  FUND  CATEGORIES 


NEEK TOTAL  RETURN 
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LEADERS 

LEADERS 

Real  Estate 

4.5 

Latin  America 

42.0 

Health 

2.8 

Real  Estate 

30.6 

Utilities 

-0.2 

Natural  Resources 

28.9 

Latin  America 

LAGGARDS 

-0.3 

Utilities 

LAGGARDS 

24.9 

Precious  Metals 

-8.2 

Technology 

-5.6 

Natural  Resources 

-7.0 

Japan 

-2.2 

Small-cap  Growth 

-5.1 

Small-cap  Growth 

-0.5 

Small-cap  Value 
EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 
LEADERS 

-4.7 
% 

Health 

52-WEEK  TOTAL  RETURN 
LEADERS 

0.0 

% 

AMIDEX  Cancer  Innvtns. 

9.8 

iShares  MSCI  Brazil  Idx. 
Fidelity  Sel.  Mdcl.  Del. 

55.7 

ProFds.  USh.  Sm.  Cap  Inv. 

9.7 

49.6 

ProFunds  Biotech.  Inv. 

9.5 

U.S.  Glbl.  Invs.  Gl.  Rscs. 

48.9 

Potomac  Sm.  Cap/Sh.  Inv. 

LAGGARDS 

9.3 

Merrill  Lynch  Lat.  Am.  B 

LAG6ARDS 

46.8 

Ameritor  Investment 

-18.8 

Ameritor  Investment 

-55.2 

ProFunds  Precs.  Mtls.  Inv. 

-13.2 

Apex  Mid  Cap  Growth 

-34.4 

ProFunds  Ultra  Japan  Inv. 

-13.1 

Reynolds 

-25.0 

Winslow  Green  Growth 

-12.9 

ProFunds  Semicdr.  Inv. 

-23.2 

INTEREST  RATES 


KEY  RATES 


MAY4         WEEKAGO    YEARA 


Money  Market  Rinds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 


2.43% 

2.84 

161 

4.19 
4.59 

5.69 


2.37%  059%  t 

2.S7  0.98 

3.62  2.32 

4.23  4.58 

4.55  5.35 

5  \  6.13 

fBanxQuote.  Inc  fo 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


10-YRBONO 

30-YR.BONO 

General  Obligations                             3.65%              4.38% 

Taxable  Equivalent 

5  21 

626      | 

Insured  Revenue  Bonds 

3.84 

W 

Taxable  Equivalent 

5.49 

6.53 

THE  WEEK  AHEAD 


INTERNATIONAL  TRADE 

Wednesday,  May  11,  8:30 
a.m.  EDT  »  The  March  foreign 
trade  deficit  is  expected  to  set 
another  record.  Based  on  the 
median  estimate  of  economists 
surveyed  by  Action  Economics,  the 
March  trade  gap  reached  $61.5 
billion,  following  a  $61  billion 
deficit  in  February. 
FEDERAL  BUDGET  Wednesday. 
May.  11,  2  p.m.  EDT  »The 
federal  government  probably  rang 


up  a  $50  billion  surplus  in  April, 
after  a  $71.2  billion  shortfall  in 
March.  In  April,  2004,  the  monthly 
surplus  was  $17.6  billion. 
RETAIL  SALES  Thursday,  May 
12,  8:30  a.m.  EDT  »  April  retail 
sales  most  likely  increased  by 
0.4%.  In  March,  retail  sales  rose 
0.3%.  Excluding  vehicles,  sales 
probably  grew  by  0.5%,  following  a 
0.1%  gain  the  month  before. 
BUSINESS  INVENTORIES  Friday, 
May  13,  8:30  a.m.  EDT  h 


Inventory  levels  in  March  are 
forecast  to  have  grown  by  0.5%  for 
a  second  straight  month. 
EXPORT-IMPORT  PRICES  Friday, 
May  13,  8:30  a.m.  EDT  ^ 
Export  prices  are  forecast  to  have 
increased  by  0.2%  during  April, 
after  jumping  by  0.7%  in  March. 
Import  prices  probably  slowed 
down  to  a  0.2%  monthly  gain.  In 
March,  import  prices  surged  1.8%, 
due  in  large  part  to  rising 
petroleum-product  prices. 


The  BusinessWeek  production  index 
climbed  to  240.4  for  the  week  ended 
Apr.  23,  a  9.8%  increase  from  the 
previous  year.  Before  calculation  of 
the  four-week  moving  average,  the 
index  dropped  to  240.8. 


BusinessWeek  on  line 


For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 

www.businessweek.com/TTiagazine^xtra.htn 
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Dell  (DELL)  76 
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DFC  Intelligence  40 
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DoubleClick  (DCLK)  84 
DreamWorks  (DWA  97 
DuPont(DD)68 


Eastman  Kodak  (EK)  12, 45 
8LaNetwork76 
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Faraday  Technology  76 
Federated  Investors  (Fll)  82 
Fidelity  42, 118 
Flextronics  (FLEX)  76 
FMC  Technologies  (FTI)  120 
Ford  (F)  10, 74 
Fountain  Powerboat  (FPB) 

72 

Fox  (NWS)  8 
Fuji  Heavy  Industries 

(FUJHYJ36 
Fujitsu  (FIJSY)  76 
Fulcrum  Global  97 
FutureDial  104 

G 

Gartner  39 
Genentech(DNA)54 
Gerber  Scientific  (GRB)  74 
Glass  Lewis  85 
GM(GM)10,36,72 
Griffin  112 

H 

Hallmark  Cards  120 
Harris  Nesbitt  40 
HealthSouth(HLSH)50 
Hellman  &  Friedman  84 
Hewlett-Packard  (HPQ)  76, 
97 

Hibernia  Southcoast  120 
High  Tech  Computer  76 
HonHai76 
Hyundai  36 

I 

IBM  (IBM)  42, 76, 86 

IFilm8 

Instinet  Group  (INGP)  84 

Integrity  Research  82 
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Janco  Partners  39 
Jones  Financial  45 
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Legg  Mason  (LM)  120 
Lehman  Brothers  (LEH)  38, 
82 

Lenovo(LNVNG)76 
LexisNexis  42 
LG  76, 100, 106 
Linksys  18 
Lockheed  (LMT)  42 

M 

Macromedia  (MACR)  118 
Magixl04 


Marsh  &  McLennan  (MMC) 

42 

Matsushita  (MC)  12 
Maxim  8 

McDonald's  (MCD)  94 
MCI(MCIP)39 
MediaTek/6 
Merrill  Lynch  (MER)  36, 82, 
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MetLife(MET)42 
MFS  Investment  (SLF)  82 
MGM36 
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Editorials 


Bush's  Missed 
Opportunity 


FOR  A  PRESIDENT  WHO  owes  so  much  of 
his  success  to  his  ability  to  capitalize  on 
Americans'  concerns  about  national 
security,  it's  surprising  that  George  W. 
Bush  didn't  foresee  the  tough  sledding  his 
Ownership  Society  vision  would  encounter  with  the 
American  public.  The  challenge  is  much  the  same: 
to  make  voters  feel  protected  from  forces  outside 
their  control.  But  whether  trying  to  curtail  government-paid 
medical  spending  or  partially  privatize  Social  Security,  the 
Bush  camp  repeatedly  discovered  that  Americans  still  want 
government  to  provide  personal  security  every  bit  as  much  as 
they  want  the  military  variety  (page  24). 

For  years,  President  Bush  has  spoken  boldly  of  an  America 
where  people  take  ownership  of  their  retirement  and  health- 
care dollars,  making  market-based  choices  that  override  the 
inefficiencies  and  political  motives  of  Big  Government.  But 
even  after  a  two-month  stump  campaign,  the  Bush  plan  for 
private  Social  Security  accounts  is  sputtering.  And  if  s  bound 
to  get  worse  as  the  Administration  puts  more  detail  behind 
the  Ownership  Society  rhetoric.  Just  look  at  the  cool  reaction 
to  the  progressive  indexing  proposal  for  Social  Security  that 
the  Administration  unveiled  on  Apr.  28.  It  would  allow 
poorer  workers  to  maintain  current  benefit  levels  when  they 

retire,  but  richer  workers  would 
get  far  less  than  today's  payout 
levels.  High  returns  in  private 
accounts  could  make  up  some  of 
that  shortfall,  but  there's  no 
guarantee.  And  for  many 
Americans  unsettled  by  growing 
uncertainty  in  the  employment 
and  investment  markets, 
introducing  risk  into  Social 
lcLTfiiGr  iSSUeS      Security  smells  of  sacrifice— a 
^^^^^^^  word  politicians  use  at  their  peril. 

The  real  argument  here  is  over 
the  very  role  of  government. 
Should  Washington  be  a  narrow  institution  of  last  resort, 
concerned  solely  with  defense  and  providing  a  collection  of 
basic  services,  or  should  it  have  a  broader  mandate  to  advance 
the  overall  welfare  of  American  citizens?  Or  something  smack 
in  the  middle? 

That  debate  has  serious  philosophical— and  financial- 
implications  for  the  nation,  so  it  certainly  merits  serious  public 
discussion.  But  by  framing  his  Ownership  Society  pitch  as  a 
sort  of  no-pain,  all-gain  way  for  .Americans  to  feast  on  the 
market  riches  so  associated  with  the  late  1990s,  Bush  turned 
the  discussion  away  from  big  ideas  such  as  self-reliance  or 
personal  control  and  into  a  referendum  on  the  best  way  for 
Americans  to  maximize  their  "return"  from  government.  That 
handed  the  public  a  too-easy  choice:  retaining  the  guaranteed 


The  Social 
Security 
debate  has 
failed  to 
address  the 
:er  issues 


"returns"  of  the  entitlement  programs  that  they  already  know 
and  loye. 

That's  a  shame,  not  because  the  privatization  program  had 
particular  merit  but  because  the  larger  issues  that  a  more 
coherent  advocacy  from  the  Bush  camp  could  have  brought  tx 
the  national  debate— using  means  tests  to  set  benefit  levels  fo 
Social  Security,  for  example— were  never  adequately 
articulated  or  refuted.  Instead,  President  Bush  proved  that  a 
politician  can  indeed  touch  the  so-called  third  rail  of 
American  politics  and  five.  Too  bad  it  may  not  have  been 
worth  the  trouble. 


China's  Panda 
Offensive 


GIVE  CHINESE  PRESIDENT  Hu  Jintao 
credit  for  one  thing:  With  recent  visits  o 
top  Taiwanese  opposition  politicians  to 
China,  he  has  come  up  with  a  better  wa; 
of  sending  a  message  to  Taiwan's  23 
million  than  his  predecessor,  Jiang  Zemin.  Jiang 
wasn't  shy  about  using  China's  People's  Liberation 
Army  to  show  his  displeasure  with  the  island's 
separatist-minded  leaders,  ordering  mock  invasions  or  lob- 
bing missiles  into  the  Taiwan  Strait  to  convince  Taiwanese 
they  should  toe  Beijing's  line  on  unification.  But  such  crude 
tactics  only  strengthened  separatist  politicians  such  as 
President  Chen  Shui-bian  by  sparking  a  backlash. 

Instead  of  missiles,  Hu  is  offering  pandas.  The  cuddly 
animals  are  part  of  a  charm  offensive  he  is  waging  to  curb  the 
Chen  government.  In  May,  Hu  met  with  Lien  Chan,  Taiwan's 
former  Vice-President  and  chairman  of  the  Kuomintang 
(KMT),  the  party  that  for  decades  vowed  to  retake  the 
mainland.  Hu  hopes  the  visit,  one  of  several  by  top  opposition 
figures,  will  pressure  Chen  to  give  in  to  Chinese  demands  that 
Taiwan  stop  carving  out  a  future  as  an  independent  country. 

Although  the  light  touch  is  welcome,  China's  President 
must  do  more  to  win  over  the  Taiwanese  and  eliminate  the 
threat  of  war.  Indeed,  under  his  two-year  rule,  China  has 
added  scores  of  missiles  to  the  hundreds  it  has  aimed  at 
Taiwan.  And  in  March,  Hu  rammed  a  bill  through  China's 
legislature  that  calls  for  military  action  if  Taiwan  moves  too  far 
toward  making  its  de  facto  independence  into  a  de  jure  reality. 

In  the  past  decade,  as  Taiwan  has  become  an  invaluable 
part  of  the  global  IT  network,  its  democracy  has  matured  into 
one  of  the  most  vibrant  in  Asia.  Having  successfully  made  the 
transition  from  a  poor,  authoritarian  state  into  a  comfortable, 
democratic  one,  the  island  is  a  role  model  for  other  countries- 
including  China.  The  Taiwanese  know  their  economic  future  is 
inseparably  linked  to  China.  But  if  Hu  is  serious  about  easing 
tensions,  he'll  need  to  figure  out  a  way  to  talk  to  the  island's 
democratically  elected  leaders.  Until  he  does,  the  Taiwanese 
are  likely  to  say,  thanks,  but  you  can  keep  your  pandas. 
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The  Crystal  Cathedral 
Garden  Grove, 
California 


It  all  adds  up  to  5  stars. 


^m^^- 


First,  consider  the  front  side  and  side 
curtain  airbags.  Then,  add  to  that 
the  rigid  safety  cage.  Next,  bear  in 
mind  the  front  and  rear  crush  zones. 
Finally,  take  into  account  the  Traction 
Control  System  (TCS)  and  anti-lock 
braking  (ABS).  And  remember,  it  all 
comes  standard.  Just  like  the  5-star 
frontal-crash-test  safety  rating.* 


Qhonda 


The  Accord  V-6  Sedan 


'National  Highway  Traffic  Safer.  Administration  frontal 
crash  test:  l-'ebruLio.  2003.  EX  V-6  model  shown 
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Profession:  Pilot 
Career:  Actor 

Photographed  bv  Patricia  von  Ah  on  the  private  runway  of  the  Travolta  residence  in  Oca  I  a,  Florida. 


"I    LIKE   TO    FLY 
AT   LEAST  ONCE  A   DAY." 


People  are  acquainted  with  the  star,  the 
multi-faceted  actor.  But  John  Travolta  is  also 
a  seasoned  pilot  with  more  than  5,000  flight 
hours  under  his  belt,  and  is  certified  on 
eight  different  aircraft,  including  the  Boeing 
747-400  Jumbo  Jet.  As  a  young  boy  in  New 
Jersey,  he  already  used  to  dream  of  flying  as 
he  watched  planes  criss-crossing  the  sky 
around  the  New  York  airports.  Today,  John 
Travolta  travels  the  world  at  the  controls  of 
his  own  airliner  and  nurtures  a  passion  for 
everything  that  embodies  the  authentic  spirit 
of  aviation.  Like  Bri  m  i\(.  wrist  instruments. 
Founded  in  1ScS4,  BREITLING  has  shared  all 
the  finest  hours  in  aeronautical  history. 
Models  such  as  the  Navitimer  have  become 
cult  objects  for  pilots  the  world  over.  Where 
safety  is  of  crucial  importance,  BREITLING  is 
known  as  the  specialist  in  reliable  and  high- 
performance  "wrist  instruments"  designed 
and  tested  for  the  most  demanding  profes- 
sionals. BREITLING  chronographs  meet  the 
highest  standards  of  sturdiness  and  function- 
ality, and  are  equipped  with  movements  that 
are  chronometer-certified  by  the  COSC  (Swiss 
Official  Chronometer  Testing  Institute)  -  the 
highest  reference  in  terms  of  precision  and 
reliability.  One  simply  does  not  become  ^n 
a\  iation  supplier  by  chance. 


WWW.BREITLING.COM 
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The  GEnx™  jet  engine.  A  more  fuel  efficient,  lower  emissions,  high-H 

designed  to  move  aircraft  with  less  impact  on  the  sky.  Ecomagination  gave  this  idea  wings. 

To  learn  more,  visit  ge.com/ecomagination. 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GIN^^j 

H^endrick's 

g30/750ml 

Most^^k 
Flavorful^J 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
Organic 

$26.507750ml 

Best 
Presentation 

GIN 


^HENDRICK'S 

A  Most  Unusual  Gin 
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BusinessWeek  online 


WWW.BUSINESSWEEK.COM  Updated  every  business  day. 

BusinessWeek  magazine  is  available  online  free  to  subscribers:  Go  to 
www.businessweek.com  and  fotiow  instructions  to  register.  Find  links  to  the  online-only 
highlights  below  at  www.businessweek.com/hiagazine/content/05_21/online.htni 

Special  Report:  The  Technology 
Of  Homeland  Security 

In  the  days  after  the  September  11 
terrorist  attacks,  it  seemed  clear 
that  government  spending  on 
defense  and  homeland  security 
would  be  a  big  plus  for  the  tech 
sector.  It  hasn't  worked  out  that 
way.  Now,  though,  the  money  could 
finally  be  coming.  This  Special 
Report  examines  the  prospects 
for  such  a  breakthrough.  Along 
the  way,  you'll  find  out  about  the 
CIA's  venture-capital  arm,  a  startup 
whose  software  can  speedily 
scan  skads  of  text,  and  lots  more 


Does  Hank  Greenberg 
Owe  AIG  Money? 

In  a  potentially  important  test  of  Sarbanes-Oxley, 
the  insurer  could  try  to  recover  some  of  the 
former  CEO's  compensation.  But  to  get  it,  AIG 
may  have  to  prove  fraud 


Taiwan  and  China: 

A  "Step  By  Step  Process" 

Lien  Chan,  leader  of  the  island's  opposition 
Kuomintang  Party,  talks  about  his  historic  meet- 
ing with  Chinese  President  Hu  Jintao  in  Beijing 

Executive  Book  Summaries 
From  Soundview 

To  help  busy  execs  keep  pace  with  the  latest  thinking, 
BusinessWeek  Online  has  partnered  with  Soundview 
to  provide  summaries  and  reviews  of  a  wide  range 
of  business  books.  Try  a  free  sample  today 


BusinessWeek  tv 


Tune  in  This  Weekend  for. 

I  What  You  Need  to  Know  About  Over-the-Counter  Drugs 

Find  program  dates  and  times  in  your  area  at  www.tasneWektv.Mi 
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I  want  to  travel- 


What  do  you  want?  The  Power  of  the  Pyramid™  can  help  get  you  there. 

Your  ideal  retirement  ought  to  be  distinctly  about  you.  And  because  one  size  doesn't  fit  all,  Transam erica 
offers  tailor-made  retirement  planning  solutions  designed  with  one  thing  in  mind — helping  you  get  what 
you  want.  Even  an  upgrade  to  first-class. 


Contact  your  financial  professional,  or 

Call  1-800-PYRAMID 
www.transamerjca.com 


ilRANSAMERICA 

The  Power  of  the  Pyramid 


SM 


nsurance  products  underwritten  by  Transamerica  Occidental  Life  Insurance  Company  and  its  affiliates  outside  New  York.  Not  available  in  all  states  In  New  York, 
insurance  products  underwritten  by  Transamerica  Financial  Life  Insurance  Company,  Purchase,  NY  Transamerica  companies  are  members  of  the  AEGON  Group. 
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HI 
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I  like  to  lose  sleep  worrying  about  printing.  It  gives  me  time  to  ta 


If  you're  still  not  using  FedEx,  you're  running  out  of  excuses. 


At  FedEx  Kinko's,  we  offer  a  full  range  of  printing  options — frqm  full-color  | 
signs  and  banners  to  mounting  and  lamination,  and  with  quick  tumarounc 
Our  professional  quality  prints  will  help  your  business  show  its  best  face 
and  deliver  the  impact  you  need.  Whether  you're  preparing  for  a  grand  | 
opening,  trade  show,  special  event  or  presentation,  go  to  fedexkinkos.com  1 
or  stop  by  one'bf  our  more  than  1,100  locations  to  see  our  full  menu  g 
of  services.  You'll  find  everything  you  need  to  get  a  good  night's  sleep. 


Fecfe  Kinko's, 

Office  and  Print  Center 


Our  office  is  your  office. 


acquisitions. 

-Charles  Schwab  on 

considering  a  deal  like 

E*Trade  and  Ameritrade 


:ditedbydan  beucke 
MISMATCHES 

CHARTER'S 
iOARDROOM 
SOAP  OPERA 

>AUL  ALLEN'S  investment  in 
Charter  Communications  has 
ieen  a  disaster.  Six  years  af- 
er  the  Microsoft  co-founder 

reated  the  cable-TV  outfit 
md  invested  $8 
million,  his  stake 
s  worth  $423 
nillion.  Now 
Chairman  Allen— 
vho  holds  57%  of 

barter's  com- 
non  shares  and 
)3%  of  its  votes— 

ould  get  sued  by 
iis  own  board. 

The  dispute  is 
wer  whether 
\llen,  52,  should 
oe  required  to 
swap  preferred         ^™ ■ 

hares,  for  which  he  paid 
nearly  $700  million  in  2003, 
for  the  equivalent  of  common 
shares,  worth  $28  million. 


THE  BIG  PICTURE 


ALLEN:  Is 

a  lawsuit 
next? 


Some  investors  worry  that 
Allen's  huge  preferred 
position  could  hamper  the 
company's  efforts  to  line  up 
more  financing.  Allen  says 
that  he  is  simply  following 
what  was  written  into  an 
agreement  with  the  board. 
But  the  board  says  a  clause 
requiring  him  to  swap  the 
shares  was  in  an  early  draft  of 
the  agreement,  then  was  left 
out  in  error. 

An  attempt  at 
nonbinding 
arbitration  with  a 
three-member 
special  committee 
of  the  board 
fizzled.  The  two 
sides  are  now  in 
mediation.  If  that 
doesn't  work,  the 
committee 
"intends  to  seek  resolution . . . 
through  judicial  proce- 
edings," the  company  says  in 
financial  filings.  That  would 
be  almost  unheard  of  in 
Corporate  America.  But  for 
Allen,  if  s  all  part  of  the  Char- 
ter nightmare.  -Ronald  Grover 


BAD  BETS  Poorly  governed  companies  are  far 
more  likely  than  highly  ranked  ones  to  be  sued  by 
investors  within  6  to  18  months  of  being  rated. 

SHARE  OF  COMPANIES  SUED  IN  EACH  GOVERNANCE  RATING 

1 5.7% 
■  6.0% 


Data:  The  Corporate  Library 


SPARE  PARTS 

The  Kindness  of 
Strangers 

THE  INTERNET  CAN  DO  MORE  than  help  find  a  date-it  can  help 
find  a  kidney.  Since  October,  MatchingDonors.com,  a  nonprofit 
Web  site,  has  aided  patients  who  desperately  need  a  new  liver 
or  kidney  in  finding  living  donors.  The  vast  majority  of 
transplants  are  managed  by  the  federally  sponsored  United 
Network  for  Organ  Sharing.  But  patients  seeking  to  jump  the 
long  waiting  line  can  join  MatchingDonors  for  fees  starting  at 
$295.  There,  some  2,000  donors  offer  organs  to  strangers  for 
nothing  more  than  goodwill  (since  it  is  illegal  to  sell  organs). 

So  far,  seven  members  have  received  transplants.  Bill  Gibby, 
a  24-year-old  from  Anchorage,  Alaska,  with  a  wife  and  year- 
old  son,  donated  a  kidney  on  May  4  to  Kathy  Lee,  33,  of  San 
Diego,  whom  he  met  for  the  first  time  when  he  flew  down  for 
the  operation.  Lee's  insurance  paid  Gibby's  health  costs.  "I 
was  donating  a  lot  of  blood  at  the  blood  bank,"  he  says.  "But 
you  can  only  do  that  24  times  a  year,  and  I'd  like  to  do  more." 
Harvard  Medical  School  has  scheduled  a  forum  on  the  ethics  of 
looking  for  organs  online,  featuring  MatchingDonors  founder 
Dr.  Jeremiah  Lowney.  But  with  about  88,000  people  in  the 
U.S.  transplant  queue— 17  of  whom  die  each  day— ethical 
concerns  may  hold  little  sway  with  patients.     -  Catherine  Arnst 
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AFTERLIVES 

CARLY: 
OUT,  BUT  NOT 
DOWN 

ABOUT  A  YEAR  AGO,  James 
Renick,  chancellor  of  North 
Carolina  Agricultural  & 
Technical  State  University, 
invited  Hewlett-Packard  CEO 
Carly  Fiorina  to  speak  at  the 
historically  black  university's 
spring  2005  commencement. 
Shortly  after  her  Feb.  9 
sacking,  Fiorina  called 
Renick  and  asked:  "Do  you 
still  want  me  to  come?" 
Absolutely,  Renick  said. 
Fiorina  now  had  something 
in  common  with  graduates, 
he  reasoned:  unemployment. 

So  on  May  7— in  front  of 
14,000  people  at  the 


she  said  she  was  labeled  the 
"token  bimbo"  as  a  young 
AT&T  saleswoman  in  the  late 
1970s.  Later,  she  felt  the  same 
humiliation  when  a  rival  CEO 
mocked  her  in  front  of 
analysts  and  reporters.  But 
she  refused  to  let  it  dampen 
her  spirit.  The  message 
resonated  with  the  amped-up 
crowd,  which  cheered  when 
Fiorina  quoted  from  the 
Bible.  She  later  got  a 
standing  ovation. 

Fiorina  talked  openly 
about  the  loss  of  her  job. 
"Though  I  have  made 
my  fair  share  of 
mistakes,  I  have  no 
regrets,"  she  said. 
"I'm  still  here, 
I'm  at  peace, 
and  my  soul  is 
intact." 
Fiorina  didn't 
give  any  hint 
about  her  future  plans,  but 
many  speculate  she'll  make  a 
foray  into  politics.  Judging  by 
her  ability  to  connect  with 
this  crowd,  that  might  not  be 
a  bad  move.       -Andrew  Park 


CINEMASCOPE 

DVDs  AT  ATMs 

As  if  Blockbuster 
didn't  have  enough 
trouble  grappling  with  Netflix  and 
Wal-Mart  Stores,  a  new 
competitor  is  coming  to  an 
automated  teller  machine  near 
you.  In  Denver,  more  than  100 
McDonald's  offer  DVDs  for  $1 
from  vending  machines. 
And  now  DVD  rentals  are 
going  24/7  In  April,  New 
York-based  MoviebankllSA,  backed  by  private 
investors,  opened  a  storefront  ATM  stocked 
with  more  than  2,000  DVDs  in  Manhattan's 
SoHo  neighborhood.  The  kiosk  rents  video  hits 
such  as  The  Incredibles  (above)  for  as  little  as 
99tf  for  six  hours;  returns  are  just  dropped  intc 
the  machine.  The  kiosk  is  getting  about  100 
renters  a  day  without  any  advertising,  says 
MoviebankUSA  co-founder  Olivier  Delouise. 
He  plans  to  have  3,000  kiosks  running  in 
th  ree  yea  rs.  -Ronald  Grovei 


FIORINA  Greensboro 
Talking  to  Coliseum- 
grads  Fiorina  made 

^^m  her  first  public 

appearance  since  being 
deposed.  Instead  of  her  usual 
visionary  CEO-speak,  the 
audience  was  treated  to  a 
softer,  more  revealing 
message  from  Fiorina,  50. 
She  recalled  pressure  she  felt 
to  succeed  after  graduating 
from  Stanford  with  no  job 
prospects.  Implicitly  linking 
the  racism  the  students  may 
face  with  the  male  chauvin- 
ism she  experienced  as  a 
woman  in  tech  and  telecom, 
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VAN  KAMPtN  INVISTMENTS 


laming  trust  takes  time. 
Will  75  years  do? 


Since  1917.  Managing  wealth.  Preserving  wealth.  And  today,  over 
90,000  financial  advisors  entrust  their  client  accounts  with  us. 
Visit  www.vankampen.com/shine  or  call  1-800-4x1-9098  and  see  what 
Van  Kampen  can  do  for  every  investor's  portfolio. 
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FACE  TIME 
MICHAEL  LAWRIE 


WHY  THE 
SHORT  STAY 
ATSIEBEL? 

Michael  Lawrie  wasn't  in  a 
talkative  mood  after  getting 
axed  on  Apr.  13  by  Siebel 
Systems.  No  wonder,  consid- 
ering how  he  was  sent  packing 
after  only  a  year  on  the  job. 
Now  the  dust  has  settled, 
though,  and  Lawrie  can  reflect 
on  his  aborted  turnaround. 

One  problem  was  a  discon- 
nect with  Thomas  Siebel,  who 
recruited  Lawrie  from  IBM  to 
take  over  as  CEO.  But  Siebel 
stayed  as  chairman-an  often- 
perilous  situation.  "There  were 
issues  between  Tom  and  me  in 
terms  of  how  I  was  changing 
the  company.  He  wasn't 
comfortable  with  it,"  says 
Lawrie,  50.  Siebel  declined  to 
comment  but  has  said  the 
decision  was  about  perform- 
ance. First-quarter  revenue  fell 
9%,  on  a  loss  of  $4  million. 

Another  lesson:  Don't  try  to 
do  too  much  at  once.  Lawrie 
quickly  expanded  into  new 
businesses  and  emerging 
markets.  But  demand  for 
Siebel's  software  was  shrink- 
ing fast.  Lawrie  didn't  get  a 
chance  to  set  things  right.  Now 
he's  decompressing  and  has 
no  plans  to  leap  into  anything 
new  just  yet.  -Steve  Hamm 


FAT  CATS 

CORPORATE 
JETS  HOME 
INOND.C. 

WILL  THE  GULFSTREAMS  return 
to  Ronald  Reagan  Washing- 
ton National  Airport?  Power- 
ful CEOs,  sick  of  slogging  as 
much  as  45  minutes  from 
Washington  Dulles 
International  Airport  to 
downtown  D.C.,  are  working 
hard  to  reopen  the  more 
convenient  Reagan  airport  to 
corporate  jets,  which  were 
banned  over  security  concerns 
after  September  11. 

Lobbyists  for  the  Financial 
Services  Roundtable,  which 
includes  such  powerful 
members  as  Merrill  Lynch  and 
American  Express,  arranged  to 
put  an  amendment  in  the 
Homeland  Security 
authorization  bill.  If  that 
doesn't  work,  backers  will 
push  to  get  it  into  trans- 
portation legislation. 


A  critic  of  the  bill  says  lob- 
byists are  putting  their  bosses' 
convenience  over  security.  But 
Scott  Talbott,  who  heads 
lobbying  for  the  Roundtable, 
insists:  "The  reality  is  that 
time  is  money.  And  business 
needs  to  keep  going." 

In  this  case,  time  is  a  heck 
of  a  lot  of  money.  A  letter  sent 
to  Representative  Christopher 
Cox  (R-Calif.)  points  out: 


"Roundtable  member 
companies  provide  fuel  for 
America's  economic  engine, 
accounting  directly  for 
$17.1  trillion  in  managed 
assets,  $888  billion  in  reve- 
nue, and  2  million  jobs."  Not 
to  mention  that  the  financial, 
insurance,  and  real  estate  in- 
dustries contributed  $49  mil- 
lion to  campaigns  in  the  last 
election  cycle.    -Eamonjavei 
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MEDICINE 

ROBO-BABIES 
FOR  DOCTORS 
IN  TRAINING 

WHAT  DROOLS,  has  a  heartbeat 
—and  possesses  inter- 
changeable genitalia?  A 
simulated  baby  that  promises 
to  advance  medical  training. 
The  mannequin,  dubbed 
BabySIM,  is  the  latest 
innovation  of  METI,  a  private 
company  in  Sarasota,  Fla. 
METI  already  sells  simulated 


adults  and  adoles- 
cents. On  May  12,  it 
begins  shipping  a 
$42,000  simulated 
infant  complete  with 
PC,  power  cord,  and 
software. 

Residents  and 
interns  now  learn  by 
watching  experienced 
doctors  operate  on  real 
babies.  The  infant  simulator 
will  help  them  master 
procedures  such  as  airway 
management  and  shock. 

METI  says  17  hospitals  and 
other  medical  groups  have 
placed  orders.  "It's  medical 
education  without  risk,"  says 
Betsy  Bencken,  director  of  the 
Center  for  Virtual  Care  at  the 
University  of  California  at  Davis 
Medical  Center.  Next:  METI 
is  working  on  a  neonatal 
model  that  will  simulate  a  just- 
born  infant.        -Spencer  Ante 


The  percentage  of 
corporate  executives 
surveyed  who  say 
the  Sarbanes-Oxley 
Act-the  federal 
statute  that  imposes 
strict  governance 
rules  on  U.S.  public 
companies-should 
be  repealed. 


Data:  I  305  Christian  &  Timbers  survey 
of  186 U.S.  executives 
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Voices  of  Innovation 


He  Saw 
The  Lights 


CREATIVE  PEOPLE  who  dream  of  leaving 
their  mark  on  the  world  can't  help  but 
envy  Nick  Holonyak  Jr.  Already  his 
handiwork  in  light-emitting  devices 
shines  brightly  almost  anywhere  you 
look.  Soon  if  11  be  even  more  evident 
because  one  of  Holonyak's  ideas— the 
light- emitting  diode,  or  LED— is  poised 

to  turn  Thomas  Edison's  light  bulbs  into  museum  pieces. 

Holonyak  built  his  first  LED  in  1962,  when  he  was  a 
researcher  at  General  Electric  Co.  It  emitted  only  red  light. 
But  today  its  descendants  glow  in  a  rainbow  of  colors.  You 
can't  miss  them  in  New  York's  Times  Square,  where  huge 
billboards,  such  as  the  eight-story-tall  NASDAQ  display,  gleam 
brightly  even  during  the  day.  More  LEDs  are 
in  the  traffic  lights  and  buses.  Cars  jamming 
the  streets  have  LED  turn  signals,  brake  lights, 
and  dashboard  displays.  Headlights  are  next. 

Meanwhile,  white-LED  systems  are  starting 
to  replace  incandescent  bulbs  and  even 
fluorescent  tubes  because  LEDs  draw  less 
electricity— and  last  for  up  to  10  years. 
Holonyak  foresaw  it  all.  "I  knew  incandescent 
light  was  doomed  a  long  time  ago,"  he  says, 
and  he  predicted  as  much  in  the  February, 
1963,  issue  of  Reader's  Digest.  ■■^■i^hh 

The  same  year,  Holonyak  left  GE  to  become 
an  electrical  engineering  professor  at  the  University  of 
Illinois,  where  he  had  earned  his  PhD  a  decade  earlier.  He's 
still  there.  Many  of  the  60-odd  PhD  students  he  has  mentored 
are  entrepreneurs,  execs,  and  researchers  at  Silicon  Valley 
companies  such  as  Inftnera,  JDS  Uniphase,  and  Lumileds 
Lighting,  helping  to  expand  the  LED  universe. 

In  addition  to  the  red  LED,  Holonyak  developed  the  world's 
first  red-light  semiconductor  lasers  in  1962.  Also  known  as 
laser  diodes,  these  are  key  components  in  CD  and  DVD 
players,  laser  printers,  copiers,  and  other  high-tech  gadgets. 
"I  wanted  visible  light,"  says  Holonyak,  "because  I  knew  that 
if  I  could  get  red  light,  other  colors  would  be  possible." 

Starting  in  the  1970s,  Holonyak  also  unleashed  a  spate  of 
laser  discoveries  geared  to  invisible  light,  or  infrared  energy. 
This  led  to  the  diodes  that  transmit  pulses  of  infrared  light  over 
the  world's  fiber-optic  telecommunications  networks.  And  his 
latest  big  idea  is  an  infrared  fight-emitting  transistor.  LETs 
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Nick  Holonyak's 
LEDs  may 
soon  make 
incandescent 
and  fluorescent 
bulbs  obsolete 


might  transform  not  only  telecom  systems  but 
also  computers  by  enabling  optical  and 
electronic  functions  to  be  integrated  on  one 
chip.  Excited  by  that  prospect,  the  Defense 
Advanced  Research  Projects  Agency  (DARPA) 
set  up  a  research  center  last  summer,  headed 
by  Holonyak  and  protege  Milton  Feng,  a 
professor  of  electrical  and  computer 
engineering  also  at  the  University  of  Illinois 
and  co-inventor  of  the  LET. 

Computer  scientists  have  long  imagined 
■  optical  computers  1,000  times  faster  than  any 

electronic  computer.  Yet  packing  chips  with 
thousands  of  tiny  optical  switches  has  been  a  snag.  Could 
LETs  be  the  solution?  "It's  way  too  early  to  know.  This  work  is 
still  in  its  infancy,"  says  Holonyak  "I'm  not  going  to  be 
around  to  see  the  outcome." 

But  Holonyak,  76,  is  already  getting  to  see  LETs  take  root 
Early  this  year  physicists  at  California  Institute  of  Technology 
reported  developing  one,  and  DARPA  is  funding  research  at 
Columbia  University,  Georgia  Institute  of  Technology,  and 
Harvard  University.  So  Holonyak  may  well  be  around  long 
enough  to  add  another  award  to  his  long  list  of  honors,  in- 
cluding the  1995  Japan  Prize  and  the  2004  Lemelson-MrT  Prize, 
each  worth  $500,000.  It  would  be  a  nice  acknowledgement  for 
producing  one  bright  idea  after  another...after  another. 

-Otis  Port  I 


BusinessWeek  online 


For  an  extended  Q&A  with  Nick  Holonyak  Jr., 
go  to  www.businessweek.com/extras. 
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Grapes  that  talk  to  soil. 
Barrels  that  chat  with  vintners. 
With  a  Cisco  wireless  solution,  a  family-owned  vineyard  can  check  on 
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America's  most  advanced 
assembly  plant  is  up  and  running 


It's  a  $1.1  billion  commitment 
to  the  American  market.  A 
state-of-the-art  factory  in 
Alabama  designed  to  deliver 
the  next  generation  of  Hyundais  as  well  as  create 
thousands  of  new  jobs.  And  it's  here  that  everything 
we  know  about  quality  and  reliability  will  find  its  way 
into  every  new  car  and  SUV  we  build.  Beginning  with 

the  totally  new,  completely 
redesigned  2006  Sonata 
It's  a  Hyundai  like  you've 
never  seen  before. 
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Drive  your  way1 


HyundaiUSA.com 
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A  few  hundred.. .say 
something.  [The  rest]  are 
relegated  to  the  blogtopia 
of  taking  in  each  others 
electronic  laundry!" 

-Paul  N.  Wenger 
West  Hartford,  Conn. 


BusinessWeek 


Look  past  the  yaktes. 

hobbyists,  and  pofibcaf  mots. 
^four  customers  and  rr^als  are 
fi&nigblogsajt  Our  advice: 
Catch  up_or  catch  you  fate 


Our  May  2  Cover  Story,  "Blogs  will  change 
your  business,"  also  launched  our  blog, 
Blogspotting.net,  on  BusinessWeek  Online. 
This  week's  Readers  Report  includes  edited 
excerpts  of  posts  from  Blogspotting  visitors 
commenting  on  our  Cover  Story. 

CHEERS  AND  SNEERS 
FORTHEBLOGOSPHERE 

YOUR  ENCOMIUM  "Blogs  will  change 
your  business"  neglected  to  address  the 
classic  conundrum:  If  a  tree  falls  in  the 
forest,  does  it  make  a  sound?  Only  in  this 
case,  it  is  the  obverse:  If  9  million  blogs 
make  sounds,  does  anyone  listen?  In  the 
real  world  a  few  hundred— maybe  a  cou- 
ple thousand  at  best— say  something 
sufficiently  interesting  to  draw  a  reason- 
able number  of  hits.  As  for  the  remain- 
ing 8,999,000,  they  are  relegated  to  the 
blogtopia  of  taking  in  each  other's  elec- 
tronic laundry! 

-Paul  N.  Wenger 
West  Hartford,  Conn. 

FOR  A  CONSULTANT  such  as  myself, 
blogging  is  the  ultimate  marketing  tool: 
If  s  cheap.  Five  bucks  a  month  to  Type- 
pad.com,  $19  a  year  for  a  user-friendly 
domain  name,  $150  one-time  cost  for 


technical  help  making  the  blog  pretty,  anc 
$100  to  have  it  listed  with  about  10( 
search  engines.  Immediate  course  correc^ 
tion  is  possible  at  3  a.m.  when  I  rea 
what  isn't  working  but  what  might  workl 
And  it  works.  Out  there  in  cyberspace| 
those  needing  my  services  find  me. 
added  plus:  It's  fun.  Before  blogging, 
came  to  dread  marketing  so  much  that 
started  hunting  for  a  full-time  job. 

-Jane  Genov<\ 
North  Haven,  Com 

TO  WHAT  problem  is  Weblogging  the  anj 
swer?  No  problem  in  reality,  and  ever) 
problem  in  the  minds  of  its  boosters 
Haven't  we  seen  this  trend  before— ill 
push  media,  home-page  building  sitet| 
portals,  and  viral  marketing?  In  each  casl 
any  similar  activity  was  subtly  redefine  [ 
to  reinforce  the  apparent  rise  of  the  vogu  j 
phenomenon.  But  the  totality  of  commi 
nication  cannot  be  shoehorned  into  thl 
form  of  short,  reverse  diary  entries  baseJ 
on  links,  with  added  comments.  This  foi| 
mat  is  unlikely  to  suit  corporate  commi 
nications,  internal  knowledge-sharinJ 
organizational  home  pages,  or  even  nevvj 
publications.  As  for  Weblogging  chief  e>] 
ecutive  officers,  much  as  I  enjoy  Jonatha 
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CORRECTIONS  &  CLARIFICATIONS 

In  "A  bad  case  of  Pixar  envy"'  (Entertainment, 
May  16),  Hewlett-Packard  Co.'s  entertain- 
ment marketing  head  should  have  been 
Doug  Cole  (not  David). 

"Starbucks'  brew  may  be  as  rich  as  ever" 
(Inside  Wall  Street,  May  9)  should  have  said 
that  Starbucks  Corp.  owns  63%  of  its  6,500 
U.S.  stores  and  licenses  (not  franchises) 
the  rest.  Starbucks  says  it  has  no 
franchised  stores. 


Schwartz's  posts,  is  this  really  what  we 
want  our  corporate  leaders  spending 
hours  a  day  doing? 

There  are  a  number  of  important  char- 
acteristics and  elements  of  Weblogging, 
including  ease  of  use,  contextualized 
linking,  visibility,  structure  and  mal- 
leability, syndication,  trackback,  and 
comments.  These  were  skated  over  in 
your  piece,  but  if  they  are  properly  under- 
stood and  carefully  harnessed,  they  pres- 
ent tremendous  possibilities  for  informa- 
tion-, opinion-,  and  knowledge-sharing 
—and  for  journalism.  However,  in  the 
blizzard  of  journalistic  hype,  these  subtle 
forms  they  create  are  being  lost. 

-Nico  Macdonald 
London 

I  AM  A  longtime  subscriber  to  your  maga- 
zine, and  this  is  probably  the  only  time  I 
am  sending  a  complaint.  The  headline  on 
the  cover  is  about  blogs.  You  devote  nu- 
merous pages  of  the  magazine  to  articles 
about  blogs.  However,  I  could  find  nothing 
to  explain  what  a  blog  is.  I  assume  it  must 
have  something  to  do  with  computers.  I 
still  have  no  idea  what  a  blog  is. 

-Lawrence  J.  Coleman 
Dallas 

I  AM  IN  THE  middle  of  creating  content 
for  a  course  on  Advanced  Business  Strat- 
egy &  Competitive  Dynamics,  and  your 
article  arrives  in  my  in-box.  I  believe  that 
there  are  no  coincidences,  and  informa- 
tion about  Hogging  is  now  going  to  be  in- 
cluded in  this  course.  Thanks. 

-Posted  by:  Geoff  Thomas  at 
April  22 11:32  AM 

BLOGS  ARE  temporary,  and  the  hype  as- 
sociated with  them  will  probably  disap- 
pear during  2006.  There  are  several  rea- 
sons why  they  will  not  last,  but  the 
biggest  one  will  be  the  movement  toward 
mindfulness. 

-Posted  by:  Re}-  Cam  at 
April  22  07:53  PM 
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I  SINCERELY  HOPE  that  "citizen  journal- 
ism" doesn't  minimize  or  diminish  the 
valuable  editorial  and  journalistic  job  that 
writers,  editors,  and  publishers  do  for 
readers  like  me.  Your  professionalism  and 
journalistic  standards  are  your  value- 
added.  I'm  afraid  that  citizen  journalism 
will  be  "junk  journalism,"  filled  with 
opinions,  rumors,  lies,  falsehoods,  and 
unreliable  information. 

Personally,  I  don't  want  to  spend  hours 
at  my  computer  sifting  through  that 
stuff.  BusinessWeek  and  other  reputable 
publishers  research  good,  reliable 
sources,  sift  through  and  cull  informa- 
tion, and  present  it  in  well-written  articles 
like  yours. 

-Posted  by:  R.  Myers  at 
April  24 12:18  AM 

NICE  STORY— more  informative  than 
you  probably  intended,  though.  I  fol- 
lowed it  online,  connecting  to  links,  as 
suggested. 

Got  to  Tuesday  9:12  p.m.  and  the  iPod- 
der  link  (http://www.ipodder.org/).  Woke 
me  up,  pretty  lady,  but  I  learned  a  les- 
son—I don't  think  I  will  be  visiting  blog 
sites  from  the  office  anytime  soon. 

-Posted  by:  Frank  Herbert  at 
April  24 12:59  PM 

HERE'S  HOW  your  cover  story  could  be- 
come a  curse: 

1.  CEO/chief  marketing  officer  reads 
BusinessWeek  cover  story.  Wow,  do  we 
have  bloggers?  Who  are  they  and  what 
are  they  saying? 

2.  Chief  marketing  officer  gets  order: 
We  need  a  policy. 

3.  E-mails  fly.  Is  Hogging  giving  our  se- 
crets away?  Are  we  under  attack?  Do  we 
have  a  policy? 

4.  Lawyers  enter.  Depending  on  the 
regulatory  environment  of  the  company 
(drug  companies  vs.  publishers),  compa- 
ny receives  stern  warnings  about  the  haz- 
zards  of  being  in  the  publishing  biz. 

5.  Managers  with  profit-and-loss  re- 
sponsibilities read  memos.  What's  this 
doing  to  our  productivity?  I  thought  we 
reduced  our  marketing  budget.  Cut  it  out. 

6.  Blogging  reverts  to  nublic  relations 
and  marketing,  or  maybe  sales.  Goes 
stale.  Is  forgotten. 

-Posted  by:  Donald  E.  L.Johnson  at 
April  25  03:14  PM 

WHAT  YOU  NAIL  is  that  blogs  have  be- 
come a  killer  app  for  public  relations  and 
marketing.  But  it's  less  clear  that  they  are 
effective  for  internal  communications. 
For  that,  the  blog  format  is  very  much 
overhyped,  though  applying  the  values 


of  constructive  media  is  a  good  start 

-Posted  by:  Jon  Garfunkel  a 

April  26  03:07 M 

I  THOUGHT  YOUR  article  was  well-re 
searched  and  thought  out.  To  be  honest 
I've  never  even  looked  at  BusinessWeei 
with  any  intention  of  buying  it.  But  I  sav 
the  cover  and  had  to  buy.  I  blog,  and  as ; 
Web  designer,  I  incorporate  blogs  int( 
many  of  my  client  sites.  I  recommeni 
blogging  to  many  of  my  clients  for  vari 
ous  reasons— quick  updating  of  their  site 
whenever  they  want,  [generally  resulting 
in]  better  search-engine  standings.  Anc 
fresh  content  encourages  return  visitors 
As  for  companies  finding  out  they  have 
underground  bloggers  or  making  policie: 
about  blogging . . .  that's  going  to  happen 
Bloggers  just  need  to  use  common  sense 
in  choosing  what  they  write. 

-Posted  by:  Kim  Smith  a 
April  29  03:47  PM 
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about  rolling  over  withT.  Rowe  Price.  If  you  want,  they  can  help  you  select  the  right  funds  for  your 
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today—  it's  easy  to  get  started. 
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There  are  no  maps 
to  the  sweet  spot  of  the  market. 
But  we  know  a  heck  of  a  guide. 


An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  die  investment  company  carefully  before 
l-800'THE  AMEX.  Please  read  the  prospectus  carefully  before  investing.  Past  performance  is  no  guarantee  of  future 
LLC  and  American  Stock  Exchange  LLC.  MiJCap  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  Standard  &.  Poor's  and  S&.P 
ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust. 


MidCap  Spiders  let  you  own  the  market's  middle 

with  just  one  trade. 

You've  built  a  portfolio  with  a  solid  blue  chip  foundation.  Now  you're  considering 
more  diversification  and  a  different  balance  of  upside  potential  and  risk. 


Meet  the  MidCap  SPDR:  A  smart  way  to  tap  the 
potential  of  the  sweet  spot  of  the  market.  With 
every  share,  this  exchange  traded  fund  (ETF)  repre- 
sents the  entire  S&P  MidCap  400,  middle  market 
companies  that  have  matured  to  achieve  $1-4 
billion  in  market  cap.  While  mid-cap  securities  are 
subject  to  greater  risk  than  large-caps,  mid-cap 
companies  are  less  volatile  than  companies  in  the 
often  uncertain  start-up  phase. 

MidCap  SPDRs  trade  just  like  stocks  throughout 
the  trading  day.  So  they're  flexible  enough  to  accom- 
modate a  range  of  investment  strategies.  And  low 
fees  make  MidCap  Spiders  a  cost-efficient  way  to 
invest.  (Your  usual  brokerage  commission  applies.) 

Want  to  learn  more?  Ask  your  advisor.  And  see 
if  MidCap  Spiders  could  be  a  sweet  addition  to 
your  portfolio. 


Over  the  last  five  years  MidCap  Spiders 

delivered  a  cumulative  return  of  nearly  56%. 

Not  bad  for  a  middleweight. 

And  since  inception,  average  annual  total  returns 
have  been  approximately  15%. 
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NAV 

Based  on 
Market  Price 
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into  the  fund  on  the  pay  date  at  the  NAV  on  that  date.  Performance  data 
quoted  represents  past  performance  and  is  no  guarantee  of  future  results. 
Current  performance  may  be  lower  or  higher  than  quoted.  The  investment 
return  and  principal  value  of  an  investment  will  fluctuate  so  that  an 
investor's  shares,  when  sold  or  redeemed,  are  subject  to  market  volatility. 
They  may  be  worth  more  or  less  than  their  original  cost.  MDY  shares  are 
bought  and  sold  at  market  price  (not  NAV)  and  aTe  not  individually 
redeemed  from  the  fund.  Brokerage  commissions  will  reduce  returns.  To 
obtain  most  recent  month-end  performance,  please  call  1-800-THE 
AMEX  or  visit  www. MidCapSPDR.com. 
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Books 


The  Family  that  Built  the  Bomb 


109  EAST  PALACE  Robert  Oppenheimer  and  the  Secret  City  of  Los  Alamos 

By  Jennet  Conant;  Simon  &  Schuster;  424pp;  $26.95 


I  always  imagined  the  Manhattan  Project 
as  a  seething  intellectual  caldron,  where 
the  world's  smartest  physicists  broke 
through  scientific  obstacles  to  turn  the 
atom  into  a  weapon  of  mass  destruction. 
But  it  was  far  more  than  that.  It  was  a 
chapter  of  history  rich  in  the  drama  of 
human  strengths  and  frailties,  as  Jennet 

Conant  chronicles  in  her  illuminating  109  East  Palace.  The 
players  were  the  thousands  of  scientists,  soldiers,  construc- 
tion workers,  and  their  families  who  lived  and  toiled  in  secret 
on  a  remote  New  Mexico  mesa.  Who  knew,  for  instance,  that 
a  baby  boom  strained  the  post's  resources?  Or  that  the 
women  rebelled  against  the  military  project 
director,  General  Leslie  R.  Groves,  forcing  him  to 
let  them  organize  schools,  churches,  a  library, 
and  a  radio  station? 

Dominating  the  book  is  enigmatic  physicist 
J.  Robert  Oppenheimer,  "the  endlessly  intriguing 
and  seductive  leader  who  made  it  all  possible,"  in 
Conanf  s  words.  Although  there  are  a  spate  of 
new  and  more  exhaustive  books  about 
Oppenheimer— including  American  Prometheus 
by  Kai  Bird  and  Martin  J.  Sherwin— Conant 
offers  a  welcome  perspective.  It  helps  that  her 
grandfather,  James  B.  Conant,  was  the  admini- 
strator of  the  Manhattan  Project,  and  Los  Alamos 
"the  chief  morality  tale  of  my  childhood."  More 
important,  the  veteran  magazine  writer  and  author  of  the 
best-selling  Tuxedo  Park  taps  into  the  writings  and 
recollections  of  some  remarkable  women.  Oppenheimer's 
three  wartime  secretaries,  in  particular,  "brought  the 
contradictions  and  complex  relationships  of  Los  Alamos  to 
life— the  altitude  and  awful  mud,  the  exhilarating  company, 
and  insidious  shadow  of  security,"  as  Conant  puts  it. 

A  key  figure  is  Dorothy  McKibbin,  who,  as  a  widow  of  45 
meeting  Oppenheimer  for  the  first  time,  was  captivated  by  his 
"startling  blue  eyes . . .  Byronic  looks,  quick  mind,  and  grave, 
courteous  manner,"  Conant  notes.  Before  the  project  began, 
he  offered  her  a  job,  and  she  took  it.  "In  less  than  a  minute, 
she  had  agreed  to  go  to  work  for  a  complete  stranger,  for 
some  kind  of  government  project  no  one . . .  seemed  to  know  a 
thing  about 'doing  God  only  knew  what." 

The  job  was  managing  an  office  in  Santa  Fe,  at  109  E.  Palace 
Ave.,  which  became  the  Los  Alamos  lab's  gate  to  the  outside 
world.  McKibbin's  role,  however,  was  much  larger.  "Dorothy 
was  in  many  ways  the  heart  of  the  project,"  recalled  one 
scientist's  wife,  who  was  married  in  McKibbin's  garden.  She 
was  a  surrogate  mother  to  many  scientists,  secretaries,  and 
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other  staff  members— many  of  them  in  their  20s.  She  stood  by 
Oppenheimer's  fragile  and  often  cruel  wife,  Kitty.  And  she 
helped  Oppenheimer  defend  himself  in  the  troubling  times 
after  the  war,  when  he  was  accused  of  aiding  communists  and 
was  humiliatingly  stripped  of  his  security  clearance.  "He  was 
the  finest  man  she  would  meet,  and  she  devoted  herself  to 
him,"  her  son  Kevin  said. 

Of  course,  the  military  tried  to  conceal  the  project's  purpose 
and  progress  from  anyone  in  a  supporting  role— secretaries, 
scientists'  wives,  and  even  McKibbin.  Not  surprisingly,  there 
were  negative  consequences.  "Secrecy  becomes  a  habit," 
observed  Rose  Bethe,  wife  of  physicist  Hans  Bethe.  "Hans 
stopped  talking  about  his  work.  We  just  stopped  talking." 
Between  the  primitive  living  conditions  and  the  distrust  that 
soldiers  at  Los  Alamos  felt  toward  the  scientists,  tensions  often 
ran  high.  Conant  brings  the  daily  trials  and  clashes  to  life. 
Conant  also  chronicles  the  larger  conflicts  and  moral 

dilemmas.  For  physicist  Emilio  Segre,  Hitler  was 
"the  personification  of  evil  and  the  primary 
justification  for  the  atomic  bomb  work."  Once  the 
Germans  surrendered,  "doubts  arose."  When  the 
scientists  returned  to  Los  Alamos  after  witnessing 
the  first  test  of  the  bomb,  many  "were  still  badly 
shaken  by  the  terrifying  spectacle . . .  and  needed 
to  talk,"  Conant  writes.  "They  told  of  seeing  the 
searing  bright  fight  and  the  churning  mushroom 
cloud."  And  many  felt  profoundly  conflicted  by 
the  bomb's  use— and  by  its  passing  out  of  their 
control,  ultimately  leading  to  today's  worrisome 
nuclear  proliferation. 

Oppenheimer  himself  was  deeply  ambivalent, 
alternating  "between  taking 
credit  for  the  bomb's  creation 
and  calling  it  'an  evil  thing,' " 
writes  Conant.  Although  there 
were  plenty  of  villains— from 
Senator  Joe  McCarthy  to 
Oppenheimer's  bitter  rival, 
Edward  Teller— Conant  argues 
that  the  scientist  was  much  to 

blame  for  his  own  fate  because 

— B^™B ^^^m  of  his  mix  of  political  naivete 

and  arrogance.  "After  the  war, 
Oppenheimer  thought  he  was  powerful,"  reflected  physicist 
Philip  Morrison.  "But  he  was  not  as  powerful  as  he  thought." 

Yet,  for  all  the  doubts  and  hardships,  the  scientists  and 
workers  at  Los  Alamos  were  part  of  something  extraordinary. 
"It  was  sort  of  like  falling  in  love,"  McKibbin  said  later.  At 
Oppenheimer's  memorial  service  in  1967,  Hans  Bethe 
observed  that,  for  those  who  lived  through  it,  there  was  "quite 
the  feeling  that  this  was  really  the  great  time  of  their  lives." 
Thanks  to  Conant's  vivid  book,  we  understand  why.  ■ 

-By  John  Carey 
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WHEN  THE  INFORMATION  NEVER  STOPS,  NOTHING  CAN  STOP  YOUR  BUSINESS. 


In  business,  keeping  people  and  information  connected  is  critical  to 
keeping  customers  satisfied.  And  yet,  at  any  given  moment,  any 
number  of  events  can  easily  derail  that  connection.  That's  why  you 
need  a  company  like  SunGard  on  your  side.  Our  Information 
Availability  solutions  provide  redundant  systems  and  networks  at  over 
70  secure  facilities  worldwide  to  make  sure  your  customers, 
employees  and  suppliers  stay  connected  24/7.  And  at  the  same  time 
keep  your  IT  staff  in  complete  control  of  your  data  and  applications. 
So  while  you're  busy  running  your  business,  we're  busy  making  sure 
your  business  is  up  and  running.  No  matter  what. 


For  years,  companies  have  trusted  SunGard  to  restore  their  IT  systems 
when  something  went  wrong.  So  it's  not  surprising  that  today 
companies  are  turning  to  us  to  mitigate  risk  and  make  sure  they  never 
go  down  in  the  first  place.  To  learn  more  about  Information 
Availability  and  how  we  can  save  your  company  on  average  25%*  visit 
www.availability.sungard.com  or  call  1-800-468-7483. 


SUNGARD 

Availability  Services 


Keeping  People 
and  Information 
Connected. 


'Potential  savings  based  on  IDC  White  Paper.  Ensuring  Information  Availability:  Aligning  Customer 
Needs  with  an  Optimal  Investment  Strategy. 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


Bring  Your  CDs 
Into  theiPod  Age 


For  teenagers  and  twentysomethings,  downloads— legal  or  otherwise- 
have  become  the  natural  way  to  acquire  recorded  music.  But  there  are  lots 
of  graybeards  like  me  who  still  prefer  to  buy  CDs  and  who  have  acquired 
hundreds  of  them  over  the  past  couple  of  decades.  How  do  we  get 
ourselves  and  our  music  into  the  era  of  iPods  and  digital  music  archives? 


Ripping  CDs  to  computer  files  isn't 
difficult.  But  it  is  time-consuming— 
around  10  to  15  minutes  per  disk 
depending  on  the  speed  of  your  com- 
puter, the  digital  format,  and  the  length 
of  the  CDs.  That's  more  than  16  hours  of 
boring  work  for  every  100  disks.  If 
you're  like  me,  it's  a  task  you  would 
cheerfully  pay  someone  else  to  do. 

I  tried  two  different  services,  Rip 
Digital  and  ReadyToPlay,  that  do  the 
job.  They  are  alike  in  most  respects. 
Both  charge  around  $130  (plus 
shipping)  for  the  first  100  CDs,  with 
prices  dropping  as  low  as  $1  per  disk  for  large  quantities.  And 
both  work  in  a  similar  fashion:  You  order  a  kit  that  includes  a 
box,  a  CD  storage  spindle,  and  a  shipping  label.  Then  you  load 
your  CDs  onto  the  spindle,  pack  them  up,  and  ship  them.  In  a 
week  or  so  your  CDs  come  back,  along  with  several  data  DVDs 
containing  music  that's  formatted  and  ready  to  load  onto  your 
computer.  Rip  Digital  includes  a  program  that  automates  the 
process  of  copying  the  files  from  the  DVD  to  your  computer 
and  loading  the  music  into  your  library  of  iTunes  or  a 
Musicmatch  jukebox,  but  it  really  isn't  needed.  The  hardest 
part  of  the  job  was  getting  the  CDs  back  into  their  jewel  cases. 
Both  services  shipped  the  disks  back  in  a  slightly  jumbled 
order,  which  forced  me  to  do  more  searching  than  I  would 
have  liked  to  get  each  disk  into  the  right  case. 

THE  RIPPING  SERVICES  OFFER  A  VARIETY  of  digital  formats, 
including  MP3,  Windows  Media,  and  AAC  (used  by  iPod  and 
iTunes).  For  the  best  sound  quality  you  can  leave  the  music 
uncompressed,  but  the  resulting  huge  files  can't  be  used  in 
portable  music  players.  I  chose  the  best-quality  MP3— 320 
kilobits  per  second  for  ReadyToPlay,  and  224  kbs  for  Rip 
Digital.  (I  couldn't  detect  much  difference  between  the  two.) 
In  addition  to  supplying  DVDs,  the  services  will  load  your 
music  onto  a  portable  player  if  you  send  them  one  or  copy  the 
music  to  an  external  hard  drive  you  send  in  or  buy  from  them. 

I  now  have  more  than  25  gigabytes  of  music  stored  on  a 
networked  PC  at  home.  I  download  it  to  an  iPod  and  play  it 


/        through  my  stereo  using  a  wireless 
A         Roku  SoundBridge.  I  have  also  used 
^v  /^^    the  collection  with  the  multiroom 
^§r  Sonos  Digital  Music  System  (Apr.  11). 

,        The  only  problem  I  have  is  finding 
the  album  I  want  to  play,  especially  on 
the  limited  displays  of  the  iPod  and 
Roku.  The  system  of  tags  used  to 
identify  music  is  a  mess  for  pop  and 
rock  and  hopeless  for  classical  and 
jazz.  Furthermore,  the  databases  the 
services  and  music  players  use  to 
supply  the  tags  are  full  of  errors  and 
inconsistencies.  Care  to  guess 
what's  on  albums  titled  20 
Essential  Tracks  from  the  Boxed  Set 
or  Symphonies  Nos.  2&3?  (The 
Byrds  and  Charles  Ives.)  Not  to 
mention  the  fact  that  every  album 
title  beginning  with  "The"  gets 
filed  under  "T."  The  services  try 
to  clean  the  tags  up  a  bit,  but  a  lot 
more  needs  to  be  done. 

Fortunately,  music  players 
such  as  iTunes  make  it  easy  to 
edit  the  data.  My  next  project  is  to  change  the  tags  so  they 
make  sense.  I'll  start  each  title  with  the  name  of  the  performer 
or,  for  classical  music,  the  composer.  If  I  get  really  ambitious, 
I'll  fix  the  "genre"  tags,  which  are  whatever  the  person  who 
made  the  database  entry  felt  like  and  which  divide  music  into 
dozens  of  meaningless  categories  (Brian  Wilson's  SMiLE  is 
"Surf  Rock,"  but  The  Beach  Boys'  Pet  Sounds  is  "Rock/Pop.") 

From  now  on,  every  CD  I  buy  goes  to  the  computer 
immediately  to  keep  the  digital  library  up-to-date.  But  the 
ripping  services  have  done  the  heavy  lifting,  so  now  I  get  to 
sit  back  and  enjoy  the  music.  ■ 

E-mail:  techandyou@businessweek.com 


lUisincssWirk  online 


Services  that 
"computerize55 
music  spare 
you  hours  of 
tedious  work 


For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/go/techmaven/ 
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Economic  Viewpoint 


BY  ROBERT  KUTTNER 


Dishonest  Capitalism 
Won't  Go  Unpunished 


Here  is  a  puzzle.  The  U.S.  economy  squandered  trillions  as  a  result  of  the 
1990s  stock  market  bubble  and  Wall  Street  conflict-of-interest  scandals.  In 
optical  fiber  alone,  investors  laid  out  tens  of  billions  of  dollars  that  will  never 
return  a  penny,  gulled  by  misleading  corporate  balance  sheets  and  demand 
projections.  Deeper  systemic  corruption,  such  as  stock  analysts  feathering 


their  own  nests,  harmed  both  the  efficient  allocation  of  capital 
and  investor  confidence. 

But  in  causing  lasting  damage,  these  affronts  to  honest 
capitalism  seem  to  be  the  dog  that  didn't  bark.  Corporate 
profits  and  gross  domestic  product  growth  have  done  nicely 
since  2002.  If  the  economy  is  entering  a  cyclical  downturn,  the 
causes  are  more  likely  a  weak  dollar  and  high  oil  prices.  For 
those  who  believe  in  transparent  capitalism,  it's  even  more 
disconcerting  that  Germany  and  France,  which  got  through  the 
1990s  with  no  comparable  scandals,  clearly  trail  the  U.S. 

So,  is  transparency  overrated?  Is  it  O.K.  for  insiders  to  pad 
earnings,  line  their  own  pockets,  and  fleece  investors  as  long 
as  they  generate  plenty  of  new  activity? 

Not  necessarily.  Consider  that  when  economists  talk  about 
efficiency,  they  usually  mean  the  allocative  efficiency 
celebrated  by  Adam  Smith— supply  and  demand  producing 
accurate  price  signals.  In  the  case  of  capital  markets,  stock 
prices  signal  investors  with  different  appetites  for  risk  where 
to  put  their  money.  The  more  dishonest  the  earnings  reports, 
the  more  distorted  are  these  price  signals— and  presumably 
the  greater  is  the  damage  done  to  efficient  allocation. 

BUT  PERHAPS  CAPITAL  markets  can  withstand  a  fair  amount  of 
corruption  and  inefficiency  if  they  are  offset  by  other  gains. 
For  example,  there  are  two  other  kinds  of  efficiency,  linked 
with  economists  Joseph  A.  Schumpeter  and  John  Maynard 
Keynes.  Schumpeter  was  the  prophet  of  technology  as  the 
source  of  growth.  He  didn't  mind  some  price  inefficiency.  He 
even  had  a  kind  word  for  monopolies:  True,  they  distorted 
prices  but  also  generated  profits  that  the  monopolist  could 
invest  in  innovations  to  protect  his  dominance.  (Schumpeter 
would  have  loved  Bill  Gates.)  As  Thomas  L.  Friedman  points 
out  in  his  latest  book,  The  World  Is  Flat,  the  past  decade  has 
been  a  Schumpeurian  Age.  Evidently,  it  didn't  much  matter 
that  the  Chinese  have  rigged  the  prices  of  their  currency  and 
capital  costs.  Innovat;  ^n  trumped  allocative  efficiency. 

Then  there's  the  efficiency  of  Keynes,  who  could  accept 
price  distortion  as  long  «.  ^  it  got  idle  resources  back  into 
productive  use.  In  our  di.    Keynes  has  had  some  improbable 
allies,  with  names  like  R    ran,  Bush,  and  Greenspan.  Federal 
Reserve  Chairman  Alan  (      ^nspan's  principal  Keynesian 


contributions  were  threefold:  He  let  the  New  Economy  grow 
much  faster  than  many  thought  prudent,  he  served  as  chief 
enabler  of  President  George  W.  Bush's  fiscal  deficits,  and  he 
cleaned  up  market  messes  that  would  have  clobbered  growth. 
Indeed,  at  least  four  times  in  the  past  20  years  the  Fed  has 
overridden  market  pricing  verdicts.  In  the  early  1980s,  when 
money-center  banks  were  under  water  from  nonperforming 
Third  World  assets,  the  Fed  loosened  reserve  requirements 
to  let  them  stay  afloat.  After  the  stock  crash  of  1987,  the  Fed 
flooded  the  system  with  liquidity.  In  the  late  1990s  the 
Fed  lowered  interest  rates  after  the  Long-Term  Capital 
Management  and  East  Asian  speculative  meltdowns.  Indeed, 
a  key  difference  between  the  Roaring  '20s  and  the 

freewheeling  '80s  and  '90s  is  that 
central  bankers  latterly 
countermanded  markets  to  keep 
things  from  coming  off  the  rails. 

So  are  corruption  and  self- 
dealing  trivial  if  innovation  keeps 
coming,  if  the  Fed  saves  the 
system  from  its  excesses,  and  if 
borrowing  keeps  the  show  afloat? 
Not  quite.  Dishonesty  and  bad 
debt  can  do  lasting  damage.  The 
1930s,  like  the  1990s,  were  years 
of  heroic  technological  innovation, 
but  inventions  such  as  television 
could  not  be  commercialized  because  the  economy  was 
becalmed.  Schumpeterian  innovation  is  not  a  cure-all  if  the 
financial  system  is  a  mess.  Just  ask  a  Japanese  banker. 

As  for  debt,  even  Keynes  did  not  favor  borrowing  in  all 
seasons.  New  borrowing  can  compensate  for  a  lot  of  bad  debt, 
but  only  up  to  a  point.  George  Bush's  public  deficits  have 
entered  an  unsustainable  red  zone,  and  private  debt  is  also 
alarming  money  markets.  Greenspan,  finally,  is  having  to 
raise  rates  in  an  economic  slowdown.  So  the  pricing  efficiency 
of  Adam  Smith  may  be  somewhat  overrated,  but  dishonesty 
increases  the  system's  vulnerability  to  bubbles  and  crashes.  ■ 

Robert  Kuttner  is  co-editor  o/The  American  Prospect 
(rkuttner@prospect.org). 


Innovation 
can't  offset 
the  damage 
and  waste 
caused  by 
corruption 
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BY  JAMES  C.  C'OOPER  &  KATHLEEN  MADIGAN 


A  Job  Market  This  Strong 
Comes  with  Strings 

Productivity  growth  is  slowing,  and  inflation  fears  may  not  be  misplaced 


U.S.  ECONOMY 


The  April  employment  report  took  the  "stag"  out  of 
stagflation  worries.  News  that  the  economy  had  generated  a  larger- 
than-expected  274,000  new  jobs  last  month,  along  with  upward 
revisions  to  the  February  and  March  payroll  data,  bolster  the  idea  that 
fears  about  the  expansion  weakening  are  unfounded. 


More  important,  the  jobs  report  galvanized  some 
crucial  points  about  the  outlook.  The  recent  jump  in 
energy  costs  has  not  caused  businesses  to  shelve  their 
expansion  plans.  Consumers  should  have  the  income 
growth  to  support  future  increases  in  spending.  And  with 
the  expansion  on  firm  ground,  the  Federal  Reserve  will 
continue  to  lift  short-term  interest  rates,  instead  of 
pausing  in  the  summer  to  see  how  its  past  eight  hikes 
have  affected  the  economy. 

Other  recent  reports  also  trumpeted  positive  news 
about  the  economy.  So  far  this  year,  more  banks  are 
seeing  stronger  demand  for  business  loans.  And  in  March 
the  trade  deficit  narrowed  by  a  surprisingly  large  $5.6 
billion,  to  $55  billion,  as  imports  lurched  downward  after 
jumping  sharply  in  January  and  February.  The  smaller 
gap  suggests  an  upward  revision  to  the  first  quarter  3.1% 
growth  in  real  gross  domestic  product  If  there  was  any 
yellow  flag  in  the  jobs  numbers,  it  came  in  the 
manufacturing  sector,  where  payrolls  have  been  flat  for  a 
year  and  output  is  slowing. 

But  what  about  the  other  half  of  those  stagflation 
worries,  inflation?  Attention  was  focused  on  the  nickel  rise 
in  hourly  wages  in  April  from  March.  But  that  increase  was 
exaggerated  by  unusually  large  gains  in  two  sectors.  What 
is  more  critical  for  the  inflation  outlook  is  unit  labor  costs. 
Although  productivity  growth  is  slowing,  a  trend  typical 
for  this  stage  of  an  expansion,  businesses  will  still  need  to 
keep  efficiency  gains  strong  enough  to  partially  offset 
future  increases  in  compensation.  How  much  inflation 
ultimately  picks  up  depends,  to  a  great  extent,  on  how 
successful  companies  will  be  in  holding  down  their  costs 
or  in  passing  their  higher  costs  along  to  customers  via 
price  increases. 

THE  JOB  NUMBERS  argue  the  economy  is  much  stronger 
than  earlier  weak  March  reports  had  suggested.  Given  that 
the  revisions  to  February  and  March  payrolls  totaled 
93,000,  the  monthly  pace  so  far  this  year  is  now  a  healthy 
211,000.  Plus,  the  percentage  of  the  adult  population  in  the 
labor  force  edged  up  from  65.8%  to  66%,  a  sign  that 
Americans  are  rejoining  the  workforce  because  they  think 
more  jobs  are  available. 

Construction  payrolls  bounced  back  by  a  strong  47,000 


in  April.  That  suggests  that  the  17.6%  plunge  in  housing 
starts  in  March  was  a  weather-related  fluke  and  that  starts 
rebounded  last  month.  Other  sectors  that  hired  big  in  April 
included  retailing,  health  care,  and  food  services, 
indicating  consumer  demand  regained  ground  after  an  oil- 
related  respite  in  March. 

Manufacturing,  though,  shed  another  6,000  jobs  in 

April.  Last  May  factory 


THE  FUEL  FOR 

MORE  SPENDING 


PERCENT  CHANGE  FROM  A  YEAR  AGO 
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jobs  were  up  for  three 
months  in  a  row,  raising 
hopes  of  a  sustainable 
sector  recovery.  But 
factory  jobs  have  fallen  in 
9  of  the  past  11  months, 
and  last  quarter  output 
grew  at  its  lowest  pace  in 
nearly  two  years. 
Interestingly,  the  Labor 
Dept's  data  show  that 
jobs  in  its  category  for 
health  care  and  social 
services  now  outnumber  manufacturing  payrolls,  14.4 
million  vs.  14-3  million.  As  recently  as  1999,  factory  jobs 
outnumbered  health  and  social  service  slots  by  5  million. 

NOT  ONLY  DID  PAYROLLS  increase  in  April,  but  so  did 
many  paychecks.  The  average  hourly  wage  for  production 
and  nonsupervisory  workers  rose  0.3%.  Pay  gains  of  more 
than  1%  were  recorded  in  natural  resources  and  mining 
and  information  industries.  The  natural-resource  raise 
very  likely  reflects  the  demand  for  workers  to  search  and 
pump  more  oil.  Information  pay  popped  up  as  hiring  in 
that  field  turned  positive  after  four  years  of  layoffs. 

Over  the  past  year  total  hourly  pay  is  up  2.7%.  While 
that's  better  than  the  2.2%  yearly  increase  of  April,  2004, 
the  rate  is  less  than  the  rise  in  total  consumer  prices, 
thanks  to  the  jump  in  energy  prices.  But  given  the  advance 
in  jobs  and  a  12-minute  extension  in  the  workweek,  total 
personal  income  probably  increased  by  a  healthy  amount 
in  April.  That  gain  will  support  consumer  spending  in  the 
second  quarter  (chart). 

For  now,  the  labor  markets  remain  too  loose  for  any 
huge  upward  push  on  wages.  Remember  that  back  in  the 
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late  1990s,  the  jobless  rate  fell  below  45%  before  yearly 
pay  raises  approached  35%  or  more  and  wage-related  cost 
pressures  became  a  concern.  Indeed,  today's  labor-related 
inflation  pressures  are  not  being  driven  so  much  by  tighter 
job  markets  or  faster  rising  wages  as  they  are  by  the  easing 
in  productivity  growth  and  the  resulting  acceleration  in 
unit  labor  costs. 

Among  private  nonfarm  businesses,  wages,  salaries,  and 
benefits  have  not  sped  up  in  the  past  year.  But  productivity 
growth  has  slowed  from  a  55%  yearly  pace  in  early  2004 
to  25%  in  early  2005,  putting  upward  pressure  on  the  cost 
of  producing  each  unit  of  output  In  the  first  quarter 
nonfarm  unit  labor  costs  rose  25%  from  the  previous  year, 
the  fastest  advance  in  four  years.  So  far,  at  least,  prices 
have  kept  pace,  also  accelerating  to  a  25%  pace,  from  0.8% 
this  time  last  year  (chart). 

Clearly  by  historical  standards,  productivity  growth  of 
25%  a  year  is  a  healthy  pace.  But  the  inflation  danger  is 
that  efficiency  gains  slow  even  further  in  the  coming  year, 
while  a  strong  economy  continues  to  tighten  job  markets, 
adding  upward  pressure  on  compensation. 

PRODUCTIVITY,  MEASURED  AS  output  per  hour 
worked,  may  in  fact  be  slowing  sharply  in  this  quarter. 
The  April  employment  report  shows  that  hours  worked 
surged  0.9%  from  March,  the  largest  monthly  increase  in 
eight  years.  Even  if  hours  don't  rise  in  May  and  June, 
which  is  unlikely,  they  would  still  advance  at  a  4.3% 
annual  rate  for  the  quarter.  So  if  the  economy  also 
expands  at  a  4.3%  pace,  productivity  growth  would  be 


zero,  and  all  of  the  second-quarter  increases  in 
compensation  would  feed  directly  into  unit  labor  costs. 

Another  reason  the  productivity  slowdown  is 
worrisome  for  the  inflation  outlook  is  because  the  last 
time  the  labor  markets  were  tightening,  in  the  late  1990s, 
strong  productivity  and  intense  global  competition  helped 

curb  inflation.  This  time, 


WILL  PRICES  KEEP 
FOLLOWING  COSTS  UP? 


PERCENT  CHANGE  FROM  A  YEAR  AGO 


productivity  growth  and 
the  dollar  are  moving  in 
opposite  directions, 
offering  less  restraint  on 
U.S.  pricing  trends. 

The  area  most 
vulnerable  to  price  pres- 
sure is  the  huge  service 
sector,  where  demand  is 
strong  and  global  compe- 
tition is  less  intense  com- 
pared with  manufacturing. 
Given  that  unit  labor  costs 
in  manufacturing  were  up  only  1.4%  in  the  past  year,  it 
would  appear  that  unit  costs  in  the  service  sector  are  rising 
even  faster  than  the  25%  pace  for  all  nonfarm  industries. 

In  coming  months,  expect  the  Fed  to  keep  tightly 
focused  on  the  labor  markets.  The  sharp  rise  in  April 
payrolls  puts  jobs  back  on  a  pace,  if  maintained,  to  send 
the  unemployment  rate  below  5%  by  the  end  of  2005.  If 
so,  wage  pressure  will  intensify,  and  inflation  concerns 
wul  remain  uppermost  in  the  minds  of  both  policymakers 
and  investors.  ■ 
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TURKEY 


Leaving  the  Boom-Bust  Cycle  Behind 


TURKEY,  LYING  AT  the  crossroads  of 
Europe,  Asia,  and  the  Middle  East,  is 
rapidly  transforming  itself  into  one  of 
the  wo;  -I's  most  dynamic  economies. 
Led  by  a  reform-minded  government, 
the  country'  is  shrinking  its  public 
sector,  revamping  its  pension  system, 
privatizing  public  companies,  and 
making  a  stronsr  case  for  European 
Union  membership. 

Structural  change  implemented  by 
the  majority  Justice  & 
Development  Party  of 
Prime  Minister  Recep 
Tayyip  Erdogan, 
which  too,  rin 

2003,  has  be 
productivity,  cut 
inflation,  attracted 
increased  foreign 
direct  investment 
(FDI),  and  helped 
steer  the  economy  0 ; 

away  from  its  boom- 
bust  pattern  of  the 
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past.  "Even  the  greatest  optimist 
could  not  have  anticipated  the  extent 
to  which  the  reforms  implemented  in 
the  past  few  years  have  succeeded," 
said  the  International  Monetary 
Fund's  Anne  O.  Krueger  in  a  speech 
in  Istanbul  on  May  5.  The  IMF  is  set 
to  approve  a  new  $10  billion  loan. 

Since  its  2001  financial  crisis, 
which  fueled  sentiment  for  reform, 
Turkey's  real  gross  domestic  product 
has  grown  8%  yearly, 
with  an  8.9%  rise  in 
2004.  Inflation  has 
slowed  from  70%  to 
8.2%,  allowing  the 
central  bank  to  slash 
interest  rates, 
including  a  half-point 
cut  on  May  10,  to  a 
record  low  145%.  And 
in  a  key  shift,  public 
investment  dropped 
4.8%  last  year,  while 
private  investment 
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shot  up  455%.  Joblessness  stands  at 
115%,  reflecting  rapid  productivity 
gains,  but  Turkey  still  managed  to 
create  1.1  million  new  jobs  last  year. 

Exports,  up  24%  from  a  year  ago  in 
March,  are  driving  growth,  but  the 
strong  economy  is  pulling  in  imports. 
Last  year,  the  current  account  deficit 
stood  at  5.2%  of  GDP,  a  45-year  high. 
But  in  contrast  with  the  past,  a  sharp 
pickup  in  privatization  and  FDI  will 
ease  the  financing  burden.  Based  on 
data  so  far,  jPMorgan  Chase  in 
Istanbul  projects  that  Turkey  will 
draw  $6  billion  in  FDI  in  2005,  up 
from  $0.8  billion  yearly  in  2002- 
2004,  or  38%  of  the  expected  current 
account  gap. 

Turkey  still  faces  risks,  including 
exposure  to  Mideast  tensions,  high 
joblessness,  and  weakness  in  the  key 
euro  zone  market.  Backsliding  on  the 
reform  effort  could  be  disastrous,  but 
new  IMF  and  EU  regimens  offer 
incentives  to  stay  the  course.  ■ 
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'More  and  more  of  my  clients  want  global  solutions  to  their  risk  and  insurance  needs.  From  Seattle,  to  Singapore, 
to  Santiago,  to  Stuttgart  the  world  of  commerce  demands  coordinated  and  intelligent  solutions.  That's  what 
Marsh  delivers.  With  offices  in  more  than  100  countries,  no  one  can  match  the  depth  and  breadth  of  expertise, 
locally  or  globally,  of  my  company.  As  the  world  of  risk  grows  in  scope  and  complexity,  Marsh  will  be  there. 
Marsh  is — and  will  continue  to  be — the  world's  #1  risk  specialist. 
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THE  INTERNET 


MAD  AVE  IS 
STARRY-EYE 

OVER  NET  VIDE 


The  pictures  are  fuzzy  and  the  sound 
can  be  iffy,  but  online  ads  that  meld 
TV  with  the  Web  are  grabbing  more 
of  the  action.  BY  RONALD  GROVER 


INTERNET  VIDEO?  IT'S  A  MERE 
blip  in  the  ad  market.  Projected  an- 
nual spending  of  just  $198  million 
would  finance  barely  a  day  and  a 
half  of  ads  on  TV— a  $48  billion 
business.  Yet  in  the  marketing  de- 
partments of  some  of  the  world's 
biggest  advertisers,  from  General  Motors 
Corp.  to  Unilever,  online  video  represents 
a  golden  opportunity  to  move  beyond  the 
30-second  spots  that  TV  viewers  so  often 
zap  or  ignore.  These  advertisers  view  on- 
line video  as  a  laboratory  for  new  ways  to 
connect  with  customers.  And  they're 
busy  figuring  out  ways  to  use  the  Internet 
to  transform  the  most  powerful  advertis- 
ing tool  in  history:  television. 

Activity  is  frenetic.  Lincoln  Mercury 
has  ginned  up  online  videos  that  have  the 
quirky  look  and  feel  of  an  episode  of  Twin 
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Peaks.  American  Express  Co.  ran  spots  di- 
rected by  Barry  Levinson  of  Rain  Man 
fame.  And  Converse  Inc.  is  drawing  view- 
ers to  its  site  with  a  series  of  quirky  ama- 
teur videos  hawking  its  sneakers.  Mean- 
time, companies  are  searching  for  ways  to 
grab  Web  surfers'  attention  with  short 
bursts  of  video,  whether  if  s  an  invitation 
to  click  on  a  David  Ortiz  home  run  or  a 
banner  ad  featuring  a  striptease.  Add  it  all 
together,  and  video  ads  are  outpacing  the 
torrid  growth  in  Internet  advertising,  in- 
cluding search,  which  according  to  re- 
searcher eMarketer  Inc.,  will  expand 
33.7%  this  year,  to  $12.9  billion.  The 
biggest  obstacle  to  growth?  Not  enough 
Web  sites  are  configured  to  run  video  ads, 
so  that  marketers  often  have  to  book  their 
slots  months  in  advance. 

If  s  a  lot  of  fuss  for  fuzzy  pictures  and 


iffy  sound.  Click  on  that  Ortiz  round-trip- 
per, and  the  clip  looks  downright  primi- 
tive by  today's  TV  standards.  So  whafsl 
special  about  the  Net?  Three  things:  Ifl 
your  finger  is  aching  to  click  on  the  home  [ 
run— packaged  with  an  ad— this  means 
the  advertiser  has  targeted  and  found 
you.  Thaf  s  vital.  Second,  in  many  cases, 
Web  surfers  knowingly  click  on  ads.  The 
ads  promise  entertainment  It  is  this 
model— tracking  consumers  and  enticing 
them— that  gives  Internet  video  much  of 
its  allure.  Moreover,  online  video  ads  also 
can  be  cheap  to  produce— often  only  a 
fraction  of  $300,000 
to  make  a  standard 
30-second    TV    spot. 
Even  better,  popular 
video  ads  are  e-mailed 
by  the  thousands,  giv- 
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ing  advertisers  a  free  boost,  whereas  on 
TV  they  pay  a  fat  fee  for  each  airing. 

What  does  this  mean  for  TV?  Not  much 
in  the  short  term.  Even  as  big  advertisers 
such  as  McDonald's  Corp.  shift  budgets 
toward  the  Net,  spending  at  the  four  ma- 
jor networks  is  expected  to  inch  up  2% 
this  year,  to  $16.8  billion, 
says  ad  agency  Univer- 
sal/McCann.  But  net- 
works and  cable  kings 
are  already  scrambling 
to  tie  in  their  own  Inter- 
net offerings— and  fend 
off  challenges  from  the 
likes  of  Yahoo!  Inc.  and 
Microsoft  Corp.  In  time, 
the  Net  is  on  track  to  bull 
its  way  into  their  core 
business— and  shake  up 
the  economics  of  TV. 
Says  John  Skipper, 
ESPN's  executive  vice- 
president  for  ad  sales, 
new  media,  and  con- 
sumer products:  "Five  or 
10  years  from  now  I 
wouldn't  want  to  be  just 
selling  TV  commercials." 


Internet  norms  are  already  crashing 
into  the  TV  world.  The  shift  starts  with 
the  TiVo  box  and  its  assorted  kin.  These 
digital  video  recorders  (DVRs),  now  of- 
fered by  cable  and  satellite  companies,  are 
expected  to  reach  one-third  of  U.S. 
households  by  2007.  Along  with  video  on 


online  as  extensions  of  TV  campaigns. 
"Every  piece  of  the  mix  helps,"  says  Steve 
Wadsworth,  president  of  Walt  Disney 
Co.'s  Internet  group.  Here's  how  it 
works:  TV  shouts  the  message.  The  Net 
follows  it  up,  tracking  down  customers  in 
their  online  niches,  measuring  their  be- 
havior, and— if  possi- 
ble—luring them  into 
online  showrooms.  Last 
year,  for  example,  Ameri- 
^^  ■  can  Express  says  its  on- 
^^^  I  line  traffic  grew  by  31% 
^^P  I  when  it  ran  a  Jerry  Sein- 
feld ad  on  its  Web  site— 
and  promoted  it  on  TV. 

A  leading  force  in 
linking  TV  and  the  Net  is 
McDonald's.  Only  four 
years  ago,  the  fast-food 
giant  poured  80%  of  its 
ad  budget  on  prime-time 
TV.  These  days,  McDon- 
ald's  is   spending   less 

MEDIA  BRIDGE  Some 

online  ads  are  shown 
inside  a  TV-like  frame 
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YOUTH  BONANZA 

THE  INTERNET  has 
been  promising  this 
video  invasion  for  a 
decade.  But  the  growth 
of  broadband  connec- 
tions is  finally  bringing 
video  into  the  main- 
stream. Some  36%  of 
American  households 
now  have  fast,  always-on 
hookups,  according  to 
eMarketer.  And  while 
broadband  penetration 
badly  trails  parts  of  Eu- 
rope and  Asia,  fully  60% 
of  U.S.  homes  are  expect- 
ed to  be  hooked  up  by 
2009.  Broadband  cata- 
pults Internet  video  into 
the  realm  of  the  mass  ^^^^^^^^ 
market.  Indeed,  as  many 
as  20  million  online  viewers  click  on 
video  every  week,  says  a  report  by  Arbi- 
tron  Inc.  and  Edison  Media  Research. 
That  nearly  matches  the  number  who 
watch  FOX  Broadcasting  Co.'s  hit  Ameri- 
can Idol.  And^most  of  the  video -watchers 
are  d  ~>ung  consumers  advertisers 
-e  delivering  the  kinds  of  eye- 
tha  vertisers  want,"  says  Todd 
Herman,  streaming  media  expert  at  Mi- 
crosoft's MSK  Video,  which  has  deals 
with  advertisers  such  as  Pfizer  and  Buick. 


How  Mickey  D's  Follows 
Its  Customers  Online 

As  McDonald's  shifts  marketing  from  TV  to  the  Net,  even  video  ads 
are  migrating.  But  these  ads  are  different-designed  to  establish 
one-to-one  links  with  customers.  The  new  ads  roll  out  first  in 
broadband-rich  markets  such  as  Sweden  and  South  Korea,  but 
they're  catching  up  quickly  in  the  U.S.  A  timeline: 

FOUR  YEARS  AGO  McDonald's  spent  80%  of  its  ad  budget  on  prime-time  TV. 

TWO  YEARS  AGO  As  the  broadband  population  grew,  the  company  started 
running  made-for-TV  ads  on  Internet  portals. 

TODAY  McDonald's  spends  less  than  half  of  its  budget  on  prime-time  TV. 
Internet  is  the  big  gainer.  The  company  continues  to  put  television  ads 
online-including  Web-only  extended  versions.  It  also  offers  customized 
video-free  videos  of  pop  band  Destiny's  Child,  say,  or  scenes  from  movies- 
and  gets  personal  info  about  the  customer  in  return. 


I* 


demand,  DVRs  give  users  the  kind  of 
power  and  choice  they've  grown  accus- 
tomed to  on  the  Internet.  They  can  watch 
programming— and  skip  ads— whenever 
they  want.  But  these  set-ups,  like  the  Net, 
also  provide  advertisers  with  vital 
minute-by-minute  information  about 
which  shows  are  watched— and  which 
ads  are  zapped.  This  brings  the  metrics  of 
the  Net,  and  eventually  much  of  its  busi- 
ness model,  into  television. 

For  now,  the  trend  is  to  use  video  ads 


than  half  of  its  budget  on 
prime-time  TV  and  is 
trolling  far  more  for 
young  customers  online. 
It  scored  a  success  in 
France,  where  the  burger 
behemoth  says  a  cam- 
paign featuring  Net-only 
videos  helped  boost  its 
young-adult  share  by 
9%.  The  company  is  fea- 
turing video  by  pop 
group  Destiny's  Child  on 
its  European  sites,  and  it 
plans  to  bring  the  cam- 
paign to  the  U.S.  this 
summer.  "We're  follow- 
ing where  the  customer 
is,"  says  M.  Lawrence 
Light,  McDonald's  chief 
marketing  officer. 

Not  all  advertisers  are 
pulling  back  on  TV.  But 
most  of  the  big  ones— in  tech,  cars,  and 
consumer  goods— are  finding  ways  to 
reach  viewers  online.  Using  everything 
from  five-second  bursts  to  short  films, 
they're  shaking  up  the  nature  of  video 
ads,  which  have  been  stuck  in  a  30-sec- 
ond  rut  for  decades. 

The  trick,  of  course,  is  getting  people  to 
watch  the  videos.  Brevity  can  be  key.  In 
January,  GM  launched  its  Cadillac  V- Se- 
ries with  five-second  ads  online  that  ran 
before  sports  and  news  clips  on  sites  like 
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SPN.com.  And  GM  turned  the  whole 
ling  into  a  game.  The  short  ads  tied  into 
contest  for  amateur  filmmakers  to  sub- 
lit  their  own  five-second  ads.  It  drew 
,000  entries  in  three  weeks  as  well  as  a 
lountain  of  commentary  on  blogs,  says 
he  carmaker.  "We  can  achieve  a  much 
ieeper  and  higher- quality  conversation 
vith  our  customers  online  than  in  any 
•ther  media,"  says  Betsy  Lazar,  GM's  gen- 
ral  director  of  media  and  advertising. 
Cadillac,  one  of  eight  GM  brands,  is  dou- 
bling its  online  media  budget  this  year,  to 
nearly  $20  million. 

FRIEND  TO  FRIEND 

>N  THIS  NEW  ad  world,  it's  often  better  to 
vhisper  the  brand  than  to  shout  it.  Why? 
The  key  is  to  create  buzz  and  to  spread 
Tom  friend  to  friend  across  the  Net.  Take 
vlercury's  offbeat  soap  opera,  Meet  the 
Mcky  Ones.  It  was  launched  online  last 
November  to  draw  a  younger  audience  to 
ts  Mariner  SUV.  Using  ads  on  Yahoo!  and 
nore  youth-oriented  Web  sites  such  as 
heonion.com,  Mercury  managed  to  at- 
ract  500,000  viewers  to  the  Lucky  Ones 
site  in  six  months.  More  than  half  of  the 
site's  visitors  were  under  45,  compared 
■vvith  Mercury's  typical  60-year-old  cus- 
omer,  says  Linda  Perry-Lube,  Lincoln- 
Mercury  manager  for  e-business  and 
onsumer  relationships.  While  the  SUV 
was  barely  featured  in  the  ads,  two-thirds 
of  the  visitors  went  on  to  view  pages  de- 
voted to  the  Mariner.  Mercury  attributes 
some  500  Mariner  sales  directly  to  the 
Lucky  Ones  site. 

Online  interactive  video  advertising 
not  only  reached  the  ad-shy  customers 
that  Mercury  was  trying  to  target  but  was 
salso  cost-effective.  While  Perry-Lube 
won't  discuss  dollar  figures,  she  says  that 
producing  the  entire  35  minutes  of  Meet 
the  Lucky  Ones  cost  about  as  much  as  a 
one-time  airing  of  two  30-second  spots 
during  a  hit  prime-time  TV  show.  That's 
about  $700,000,  say  industry  sources. 

TV  execs  are  positioning  themselves  to 
scoop  up  these  online  ads  for  themselves. 
In  April,  CBS  created  a  sales  team  to  link 
its  TV  ads  to  online  offerings  on  such  sites 
as  CBSSportsLine.com.  Fox  is  also  seek- 
ing crossover  magic.  Last  year  it 
launched  an  online  talk  show  sponsored 
by  Ford  to  follow  its  TV  hit  24.  This  year, 
says  George  Blue,  FOX's  vice-president 
for  Internet  sales,  it  intends  to  gear  up  its 
efforts  even  more.  Why  not?  For  now, 
anyway,  TV  and  the  Internet  are  playing 
the  same  game.  ■ 

-With  Kathleen  Kerwin  in  Detroit, 
Michael  Arndt  in  Chicago,  and  Tom 
Lowry  and  David  Kiley  in  New  York 


THE  INTERNET 


How  Unilever  Scored 
With  Young  Guys 


Picture  this:  streaming  video  of  a 
guy  named  Gareth,  with  messy 
blond  hair,  T-shirt,  shorts,  and 
shades  standing  on  a  Miami 
sidewalk.  He's  about  to  try  out 
a  pick-up  move  called  Your  Song.  "Hey 
there,  beauty  queen,  beautiful  girl  that  I 
ever  seen,"  he  belts  out  to  the  target  of  his 
affection.  "Bleeeeep!"  responds  the 
woman  before  walking  away. 

You  will  find  this  clip  of  Gareth-and 
plenty  more  of  him  and  his  buddy  Evan— on 
a  video  Weblog  that's  like  a  reality  TV  show 
of  the  characters'  attempts  to  attract  the 
opposite  sex.  It's  all  part  of  Unilever  Group's 
latest  attempt  to  sell  Axe  deodorant  body 
spray  to  young  guys.  The  streaming 
video,  plus  downloads  to  cell 
phones  and  Sony  PlayStations  this 
summer,  a  video  game,  blogs,  and 
chatrooms  are  all  helping  Axe  keep 
its  position  as  the  top-selling  male 
body  spray,  with  80%  of  the 
market. 

The  campaign  also  represents  a 
big  shift  in  the  business  of  brand 
building.  Consumer-goods 
manufacturers  such  as  Unilever 
and  their  ad  agencies  are 
downgrading  the  importance  of  the 
30-second  TV  spot.  It's  easy  to  see  why, 
when  the  target  audience  is  18-  to  24-year- 
old  men  who  zap  most  ads  as  if  they  were 
Lawrence  Welk  reruns.  Unilever  believes 
that  if  it  can  create  compelling 
entertainment  on  the  Net  and  in  game 
venues  where  guys  spend  time,  it  can 
foster  brand  loyalty.  "This  is  all  about  going 
beyond  the  30-second  TV  commercial  to 
create  a  deeper  bond  with  our  guy,"  says 
Unilever  Marketing  Director  Kevin  George. 
When  Unilever  first  launched  Axe  in  the 
U.S.  in  2002— at  a  stroke  inventing  a  whole 
new  male  grooming  subcategory  called 
body  spray-it  relied  more  heavily  on 
television.  The  first  ads  were  certainly 
sufficiently  racy  to  catch  young  guys' 
attention:  They  showed  beautiful  women 
ravishing  store  mannequins  that  had  been 
sprayed  with  Axe.  Unilever  also  deployed 
Axe  Angels-girl-next-door  types  who 
roamed  store  aisles  lifting  men's  shirts  and 
spraying  them  with  Axe. 


But  pretty  soon,  Unilever  began 
channeling  more  dollars  into  the  Internet. 
Next  came  too-racy-for-TV  video  clips  on 
www.theaxeeffect.com,  which  included 
graphic  content  aimed  at  getting 
twentysomething  men  to  e-mail  clips  to 
their  friends.  "You  have  to  engage  young 
guys  on  their  own  turf,"  says  Kevin  Roberts, 
worldwide  CEO  for  Saatchi  &  Saatchi.  Now, 
Unilever  is  counting  on  the 
evanandgareth.com  videoblog  to  keep  the 
buzz  going.  The  consumer-goods  giant 
enlisted  Conductor,  a  Santa  Monica  (Calif.) 
marketing  firm  that  promoted  the 
Spiderman  films,  to  help  launch  the  site  in 
April.  On  May  18  an  online  video  game 


VIDEOBLOG  Go  to  the  site,  see  girls  at  the  beach 


called  Mojo  Master  will  appear;  players  can 
test  their  moves  on  virtual  vixens  using 
their  home  PCs. 

The  result  of  all  this  Axe  wielding? 
Besides  the  commanding  market  share 
lead,  Mike  Bloom,  senior  vice-president  for 
drugstore  chain  CVS  Corp.,  says  he  has 
never  seen  such  an  explosive  launch  in  the 
deodorant  aisle,  nor  a  product  that  drove 
as  many  young  men  to  those  shelves. 
"[They're]  buying  two  to  three  cans  at 
once,"  says  Bloom. 

As  original  as  the  Axe  strategy  has 
been,  it  will  be  an  enormous  challenge  to 
keep  the  campaign  fresh.  Evan  and 
Gareth's  tour  ends  in  August;  by  that  time 
the  two  could  well  be  played  out.  After 
that,  Unilever  knows  it  can't  revert  to 
pitching  24-hour  underarm  protection. 
Whatever  the  next  stage  of  the  Axe 
strategy  is,  look  for  it  on  the  Internet  and 
on  cell  phones,  not  on  television. 

-By  Robert  Berner  in  Chicago 
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LAWSUITS 


THE  HIGH  COST  OF 
NICOTINE  WITHDRAWAL 

Cigarette  makers  want  settlement  rebates 
from  states.  That  could  hurt  taxpayers 


WHEN  46  STATES 
signed  a  landmark 
$206  billion  settle- 
ment with  major 
cigarette  makers 
in  1998,  analysts 
hailed  it  as  a  clas- 
sic win-win  situation.  The  tobacco  giants 
bought  immunity  from  lawsuits  by  states 
eager  to  recoup  the  costs  of  treating 
smoking-related  diseases.  And  cash- 
strapped  states  tapped  into  a  new  source 
of  revenue  that  enabled  them  not  only  to 
cover  their  medical  costs  but  also  to  plug 
their  chronic  budget  deficits. 


Any  sharp  drop  in  the  payments  would 
quickly  be  felt  in  the  bond  markets.  That's 
because  12  states,  plus  Puerto  Rico  and 
the  District  of  Columbia,  have  issued  $19 
billion  in  bonds  that  are  backed  by  future 
payments  from  the  cigarette  makers. 
Richard  Larkin,  a  bond  analyst  at  J.B. 
Hanauer  &  Co.,  a  Parsippany  (NJ.)-based 
investment  firm,  notes  that  if  future  pay- 
ments shrink,  then  Rhode  Island,  New 
Jersey,  and  others  may  have  to  dig  deep 
into  special  reserves  to  service  their  to- 
bacco bonds.  After  a  couple  of  years  or  so, 
once  those  reserves  are  exhausted,  the 
next  step  might  be  a  default  unless  politi- 


But  now  Big  Tobacco  is  charging  that 
the  states  aren't  holding  up  their  end  of 
the  bargain.  Angry  at  losing  business  to 
small  cigarette  makers  that  didn't  sign  the 
25 -year  settlement,  the  three  largest  com- 
panies— Philip  Morris  USA,  Reynolds 
American,  and  Lorillard  Tobacco— say 
they're  entitled  under  the  agreement  to 
get  back  some  of  the  $6.2  billion  they 
paid  last  year.  In  late  April  the  companies 
made  this  demand  in  writing  to  all  the 
states  in  the  agreement.  What's  more,  an- 
alysts expect  the  companies  to  cut  future 
payments  as  well.  That  would  make  the 
fight  an  annual  event.  To  avoid  such  a  sce- 
nario, the  states  are  finally  pressuring  the 
small  fry  to  cough  up  payments,  too. 

State  officials  say  the  dispute  could 
take  two  years  or  more  to  resolve.  The 
ramifications  are  enormous  for  everyone 
from  taxpayers  to  bondholders.  A  victory 
by  the  tobacco  giants  may  force  the  states 
to  pay  back  as  much  as  $1  billion  imme- 
diately and  more  each  year  after  that,  cre- 
ating vexing  fiscal  headaches. 
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cians  divert  state  revenues  to  pay  off  to- 
bacco bondholders.  "It  would  be  political 
suicide,"  adds  Larkin.  "I  just  don't  see  it 
happening." 

In  trying  to  dun  the  states,  the  cigarette 
giants  are  invoking  a  little-noticed  clause 
in  the  1998  deal.  It  offers  them  a  break  on 
payments  if  they  lose  market  share  to  oth- 
er cigarette  makers  that  aren't  shoulder- 
ing the  burden  of  the  pact,  which  tobacco 
companies  say  adds  an  average  of  42.5<t 
to  each  pack  they  sell. 

Big  Tobacco  has  lost 
nearly  eight  points  of  mar- 
ket share  since  1997,  with 
the  combined  share  of  the 
giants  dipping  from  99.6% 
to  91.9%.  After  allowing 
for  a  two-percentage-point 
loss  in  market  share  that 
the  states  and  the  tobacco 
giants  accepted  as  in- 
evitable, the  net  loss  is  six 
points.  Under  the  settle- 
ment, that  number  would 


UP  IN  SMOKE? 


Big  Tobacco's  annual 
payments  to  states 

BILLIONS  Of  DOLLARS 
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be  multiplied  by  three,  resulting  in  a  po ■  "  ( 
tential  rebate  of  as  much  as  18%  of  recen  ° 
payments.  Philip  Morris  confirmed  that  ii  ^ 
sent  a  letter  requesting  the  rebate,  but  ii  jv  | 
declined  to  comment  further,  while  off! 
cials  at  Liggett  and  Reynolds  did  not  re- 
spond to  requests  for  comment.  In  the  P. 
past  executives  have  argued  that  the  set  ^ 
dement1  s  cost  contributed  to  their  rapic 
loss  of  market  share.  "You've  had  a  boat 
load  of  consumers  say,  'I  don't  want  tc 
pay  $1.70  for  a  pack  of  Camels  or  Marl 
boros,  Td  rather  pay  $1.10  for  a  lower-end 
cigarette,' "  Tommy  J.  Payne,  an  executiv 
vice-president  for  Reynolds,  said  in  an  in- 
terview last  fall. 

PROVING  NEGLIGENCE 

FOR  THEIR  PART,  state  officials  warn** 
they  aren't  about  to  give  back  any  money 
without  a  battle.  "If  s  incumbent  on  us  to 
fight,"  says  Lawrence  Wasden,  Idaho's  at- 
torney general.  He  and  other  state  off! 
cials  note  that,  under  the  settlement,  it 
isn't  enough  for  tobacco  companies  sim- 
ply to  show  a  market-share  loss.  They  also 
must  prove  the  states  were  negligent  in 
policing  the  settlement.  To  level  the  play- 
ing field,  the  states  are  required  to  collect 
similar  payments  from  nonparticipating 
companies— payments  that  were  to  be 
held  in  escrow  for  25  years.  The  small  cig- 
arette makers  could  then  apply  for  a  re- 
bate. The  little  guys,  howev- 
er, found  loopholes  that 
have  allowed  them  to  claim 
immediate  rebates. 

The  prospect  of  lower  to- 
bacco payments  is  already 
sending  chills  through  state  capitols.  In 
Montana,  officials  are  figuring  that  the 
Big  Sky  state  will  pocket  $5  million  less 
next  year  than  the  $26.7  million  it  re- 
ceived this  year. 

Some  states  are  starting  to  do  more  to 
extract  funds  from  the  small  tobacco  com- 
panies. In  the  past  couple  of  years  more 
than  40  states  have  moved  to  tighten  the 
loopholes  in  the  settlement.  In  South  Car- 
olina, lawmakers  are  considering  a  bill  that 
would  add  nearly  $4  to  the  price  of  a  car- 
ton of  generic  cigarettes— a 
move  they  believe  would 
force  the  small  players  to 
bear  the  same  financial  load 
from  the  megasetdement  as 
the  big  boys.  But  with  the 
settlement  suddenly  in  flux, 
the  states  are  learning  that 
tobacco  may  no  longer  be 
the  cash  crop  it  once  was.  ■ 
-By  Dean  Foust  in 
Atlanta,  with  Nanette 
Byrnes  in  New  York 
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OMMENTARY 


Sure,  the  Trade  Deficit  Is  Scary 
-But  We  Can  Handle  It 

America's  wealth  is  growing  fast  enough  to  cover  its  debt  easily 


VERYONE  HAS  a  favorite  statis- 
tic, and  those  who  are  pes- 
simistic about  the  U.S.  economy 
love  to  cite  the  trade  deficit.  The 
numbers  released  on  May  11 
were  no  exception.  While  the  trade  figure 
for  March  was  a  bit  better  than  expected, 
the  gap  for  the  first  three  months  of  2005 
;is  running  at  a  $696  billion  annual  rate. 
That's  well  ahead  of  the  $617  billion  total 

for  2004,  guaranteeing  another  cho- 
rus of  warnings  about  a  dollar  crisis 
and  the  danger  of  excess  spending. 

Optimists  are  quick  to  point  to  the 
latest  figures  on  productivity  growth. 
Data  released  on  May  5  by  the  Bu- 
reau of  Labor  Statistics  show  output 
per  hour  rising  at  a  2.9%  rate  over 
the  past  10  years,  not  much  below 
the  1960s  postwar  high  of  3.3%. 
From  the  perspective  of  long-term 
productivity  growth,  the  U.S.  couldn't 
be  much  healthier. 

Which  is  more  important,  big 
trade  deficits  or  high  productivity? 
For  now  it  looks  as  if  productivity 
wins.  Why?  The  net  wealth  of  the 
U.S.  is  huge  compared  to  10  years 
ago,  even  after  taking  into  account 
that  Americans  owe  foreigners  some 
$3  trillion  because  of  cumulative 
trade  gaps.  Rising  net  wealth  means 
the  positive  influence  of  higher  pro- 
ductivity—which boosts  economic 
output— has  been  stronger  than  the 
negative  impact  of  big  trade  deficits. 

Think  about  it  this  way:  The  U.S.  is  like  a  family  enjoying  ris- 
ing income  even  as  it  takes  on  sizable  debt— not  too  unusual  in 
these  days  of  big  mortgages.  You'd  worry  if  such  a  family  had  to 
sell  off  assets  or  draw  down  savings  to  pay  for  today's  con- 
sumption, a  sign  that  it  was  living  beyond  its  means.  The  fam- 
ily would  soon  be  in  trouble  if  it  didn't  curtail  spending.  But  if 


What  Matters  Most? 


U.S. 
Trade 
Deficit 

Average 

Productivity 

Growth 

Increase  in 

Per  Capita 

Wealth 

$696 

2.9% 

57% 

Billion 

Annual  rate,  based  on  first 
three  months  of  2005 

Over  past  10  years 

Over  past  10  years. 

adjusting  for  government 

debt  and  inflation 

the  family's  net  worth— assets  minus  debt— is  going  up,  its  fi- 
nancial position  is  actually  improving. 

That's  essentially  what's  happening  to  the  financial  position 
of  the  U.S.:  Not  only  is  it  getting  better,  it's  getting  a  lot  better. 
The  best  way  to  show  this  is  to  look  at  a  new  measure  of  na- 
tional wealth  that  I  call  "net  real  wealth  per  capita."  Start  with 
the  net  worth  of  households  as  reported  by  the  Federal  Reserve. 
Then  subtract  federal,  state,  and  local  debt,  and  adjust  for  in- 
flation and  changes  in  population.  What's  left  is  a  figure  that 
measures,  somewhat  imperfecdy,  the  average  net  value  of  the  li- 
abilities and  assets  of  Americans,  assuming  that  they  are  re- 
sponsible for  the  government' s  debt  as  well  as  their  own. 
By  this  measure,  net  real  wealth  per  person  is  up  16%  since 
the  end  of  2002.  While  it's  still  a  bit 
below  the  all-time  high  reached  in 
early  2000,  over  the  past  10  years  it 
has  risen  57%.  That's  one  of  the 
biggest  10-year  rises  on  record,  beat- 
en only  by  the  decade  ending  in 
1999.  By  comparison,  net  real 
wealth  per  person  rose  by  36%  in  the 
1980s,  21%  in  the  1970s,  and  32%  in 
the  1960s. 

The  implication:  Despite  pes- 
simists' fears,  the  U.S.  is  not  drawing 
down  national  wealth  to  pay  for  im- 
ports. As  long  as  that  stays  true,  big 
foreign  deficits  are  sustainable. 

What  could  foil  this  scenario? 
First,  productivity  growth  could  go 
into  an  extended  stall.  It  was  still  ris- 
ing at  a  2.6%  rate  in  the  first  quarter, 
but  if  productivity  growth  slows— 
not  just  for  a  quarter,  as  some  expect 
(page  33);  but  for  much  longer— as- 
set values  would  drop. 

Second,  it  could  turn  out  that  the 
housing  boom  is  really  a  bubble.  In 
that  case,  if  it  were  to  pop,  net  worth 
would  fall.  But  even  if  home  values 
fell  by  10%  nationally,  the  U.S.  would  still  have  experienced  a 
50%  gain  in  net  real  wealth  per  capita  over  the  past  decade. 

This  means  that  our  ability  to  cope  with  big  trade  deficits  de- 
pends on  continued  improvements  in  efficiency  and  technolo- 
gy, not  the  smoke  and  mirrors  of  a  housing  bubble.  So  for  now, 
the  optimists  are  ahead.  ■ 


Data:  Census  Bureau.  Bureau  of  Labor  Statistics,  Federal  Reserve.  Business  Week 
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MANAGEMENT 


A  DIGITAL  WARRIOR 
FOR  KODAK 

New  CEO  Perez  vows  to  boost  digital 
profits  to  offset  the  shrinking  film  biz 


HE  SUDDEN  MAY  11  AN- 
nouncement  that  Eastman 
Kodak  Co.  President  Anto- 
nio M.  Perez  will  replace 
CEO  Daniel  A.  Carp  on 
June  1  seemed  familiar.  It 
was  just  six  years  ago  that 
onetime  wunderkind  George  M.C.  Fisher, 
who  was  recruited  from  Motorola  Inc.  to 
revive  the  flagging  film  giant,  threw  in  the 
towel.  Up  stepped  Carp  to  lead  Kodak 
into  the  digital  age.  Fisher's  departure 
was  an  outright  admission  of  failure.  This 
time  the  company  is  portraying  Perez, 
long  considered  Carp's  heir  apparent  and 
a  former  star  at  Hewlett- 
Packard  Co.,  as  part  of  an 
orderly  transition. 

Maybe  so— yet  Carp  is 
leaving  much  earlier  than 
expected.  To  his  credit, 
Kodak  has  defied  skeptics 
by  building  a  fast-growing 
digital  business,  becoming 
the  U.S.  leader  in  digital 
camera  sales.  The  problem 
is,  Kodak  earned  just  $46 
million  in  operating  profits 
on  its  $5.3  billion  digital 
business  last  year.  Mean- 
while, the  high-margin 
film  business  is  shrinking 
fast.  The  company  figures 
its  $8.2  billion  traditional  businesses, 
which  include  film,  will  drop  17%  this 
year,  thanks  in  part  to  a  30%  decline  in 
U.S.  consumer  film  sales. 

Kodak's  predicament  was  brought  into 
sharp  focus  when  the  company  badly 
missed  its  earnings  targets  for  the  first 
quarter,  reporting  a  $142  million  loss. 
Malting  matters  worse,  Kodak  is  taking 
on  $1.4  billion  more  in  debt  to  fund  digi- 
tal acquisitions.  The  moves  led  ratings 
agencies  Standard  &  Poor's  and  Moody's 
Investors  Service  to  lower  the  company's 
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onetime  AAA  credit  to  junk-bond  status 
in  late  April.  By  early  May  the  stock  had 
slumped  some  30%  below  its  52-week 
high.  "There  are  a  lot  of  risks,"  says  Steve 
Wilkinson,  a  credit  analyst  at  S&P. 

Can  Perez  surmount  such  huge  chal- 
lenges? "We  need  a  digital  leader  to  carry 
us  through  this  transformation,"  Carp 
conceded.  The  market  liked  the  news:  Ko- 
dak's beleaguered  shares  rallied  4%,  to 


Had  Carp  not  brought  Perez  in,  Kodak  I 
would  probably  be  in  even  worse  shape] 
today.  Under  Perez,  Kodak's  digital  unit] 
rapidly     increased     its     new-product  [ 
launches.  "I  see  a  lot  of  Antonio's  philos- 
ophy in  recent  product  introductions  I 
from  Kodak,"  says  John  Thompson,  vice- 
chairman    of    executive    search    firml 
Heidrick  &  Struggles  International  Inc. 
"He  is  intense  about  getting  the  job  done  | 
quickly,  but  also  about  getting  it  right." 

FOCUSING  ON  PRINTS 

ALREADY,  PEREZ  IS  making  big  promis- 
es. He  says  Kodak  will  more  than  quintu- 
ple digital  operating  earnings,  to  at  least 
$275  million  this  year.  A  key  reason  for 
the  confidence:  Consumers  are  increas- 
ingly turning  to  retailers  to  make  prints  of 
their  digital  images,  which  is  far  more 
profitable  than  selling  low-margin  digital 
cameras.  "We  are  in  the  process  of  prov- 
ing that  this  year  our  digital  profits  will 
grow  faster"  than  the  drop  in  film  profits, 
Perez  vows. 

Still,  as  a  whole,  Kodak's  far-flung  digi- 
tal business  "is  nowhere  near  as  favorable 
as  the  traditional  [film  business],"  says 


Antonio  M.  Perez 


AGE  59 

EDUCATION  Studied  electronic 
engineering  at  Madrid  University 

CHILDHOOD  Born  in  the  seaside 
town  of  Vigo,  Spain,  where  he  went 
to  work  at  14  in  his  father's 
wholesale  fish  business. 

CAREER  Spent  25  years  at 
Hewlett-Packard,  building  printers 
into  $10  billion-plus  business. 
Also  led  HP's  push  into  digital 
photography.  Became  Kodak's 


president  and  heir  apparent  in 
2003,  leading  its  aggressive  digital 
buildup. 

MANAGEMENT  STYLE  Strong 
on  operations  and  a  risk-taker 
known  for  an  ability  to  spot 
and  attack  new  markets.  His 
collaborative  ways  at  HP 
prompted  three  top  execs  to  follow 
him  to  Kodak,  though  his  sparring 
with  then-CEO  Carleton  S.  Fiorina 
was  a  key  reason  for  his 
departure,  many  say. 


$27.  And  Perez  cer- 
tainly has  an  impres- 
sive track  record. 
During  his  25-year  run  at  HP,  he  spear- 
headed the  explosive  growth  of  HP's 
printer  business  into  a  highly  profitable 
$10  billion  giant.  Earning  a  reputation  as 
a  relentless  hard-charger,  Perez  pushed 
his  troops  to  find  new,  creative  uses  for 
inkjet  heads  and  for  the  super-profitable 
ink  cartridges  that  go  with  them.  First  it 
was  color  inkjets,  then  large  format,  then 
all-in-ones,  then  photo  printers.  "I  was 
obsessed  with  creating  a  new  category 
every  two  years,"  Perez  said  in  a  2002  in- 
terview with  BusinessWeek. 


S&P's  Wilkinson.  He  remains  concerned 
about  Kodak's  ability  to  meet  its  ambitious 
targets.  To  keep  wringing  profits  from  film, 
Perez  acknowledges  that  he  must  squeeze 
out  costs.  "The  only  way  to  keep  generat- 
ing cash  is  to  aggressively  cut  costs  to  stay 
ahead  of  the  decline"  in  film,  he  says. 

Kodak  still  has  a  chance  of  pulling  off 
the  transformation  that  eluded  AT&T,  Po- 
laroid, and  other  icons  that  sank  as  new 
technology  undercut  their  businesses. 
But  Perez  has  a  long  way  to  go.  And  as 
more  folks  switch  to  digital,  he  and  Kodak 
are  racing  the  clock.  ■ 

-By  William  C.  Symonds  in  Boston, 

with  Peter  Burrows  in  San  Mateo,  Calif. 


YOU  SEE  A  LITTLE  KNOWN  CANDY. 
WE  SEE  A  SWEET  DEAL. 

Our  unique  perspective  helps  us  uncover  values  others  might  miss. 


When  our  Mutual  Series  fund  managers  discovered 
a  small  candy  company  with  a  potentially  vast 
international  market,  they  seized  the  opportunity 
to  purchase  its  stock  at  a  significant  discount  to  its  intrinsic 
value.  The  result:  a  sweet  deal  for  our  fund  shareholders  when 
we  sold  the  stock  at  a  profit. 

Identifying  value  like  this  requires  a  unique  perspective. 
One  that  comes  from  consistently  following  a  three-pronged 
strategy  of  digging  deep  to  find  undervalued  securities, 
distressed  debt  and  arbitrage  opportunities.  A  proven  approach 
that  has  provided  strong  performance  over  the  long  term. 
For  details  on  how  our  perspective  may  benefit  your 
portfolio,  see  your  financial  advisor,  call  1-800-FRANKLIN  or 
visit  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PERSPECTIVE®  > 


MUTUAL  SHARES  FUND 

g-"  3/31/05  -  Class  A* 

Overall  *K  m   M   *T 

Out  of  796  U.S.-domiciled  Large  Value  Funds 


Before  investing  in  Mutual  Shares  Fund,  you  should  carefully  consider  the  fund's  investment  goals,  risks, 
charges  and  expenses.  You'll  find  this  and  other  information  in  the  fund's  prospectus,  which  you  can  obtain 
from  your  financial  advisor.  Please  read  the  prospectus  carefully  before  investing.  Past  performance  does 
not  guarantee  future  results. 

Momingstar  Ratings  measure  risk-adjusted  returns.  The  Overall  Morningstar  Rating™  for  a  fund  is  derived 
from  a  weighted  average  of  the  performance  figures  associated  with  its  3-,  5-  and  10-year  (if  applicable) 
rating  metrics.  Investing  in  companies  involved  in  mergers,  reorganizations  and  liquidations  involves  special 
risks.  Foreign  investing  involves  special  risks  including  currency  fluctuations  and  political  uncertainty. 
Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 


tSource:  mMOII c  3/31/05.  For  each  fund  with  at  least  a  3-year  history,  Morningstar  calculates  a  risk-adjusted  return  measure  that  accounts  for  variation  in  a  fund's  monthly  performance 
(including  the  effects  of  all  sales  charges),  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  The  top  10%  of  funds  in  each  category  receive  a  Morningstar 
Rating™  of  5  stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  10%  receive  1  star.  (Each  share  class  is  counted  as  a  fraction 
of  one  fund  and  rated  separately.)  The  Fund  was  rated  against  796  and  562  funds  and  received  Morningstar  Ratings  of  4  and  4  stars  for  the  3-  and  5-year  periods,  respectively.  Morningstar 
Rating™  is  for  Class  A  shares  only;  other  share  classes  may  have  different  performance  characteristics.  ©2005  Morningstar,  Inc.  All  rights  reserved.  The  information  contained  herein  is 
proprietary  to  Morningstar  and/or  its  content  providers;  may  not  be  copied  or  distributed;  and  is  not  warranted  to  be  accurate,  complete  or  timely.  Neither  Morningstar  nor  its  content  providers 
are  responsible  for  any  damages  or  losses  arising  from  any  use  of  this  information. 
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EXECUTIVE  SUITE 


BOEING'S  STRUGGLE 
TO  FIND  A  PILOT 

Would-be  CEOs  see  some  companies  as 
too  risky  to  run.  This  one  is  Exhibit  A 


WHAT  SELF-RESPECT- 
ing  exec  would  turn 
down  a  chance  to 
head  one  of  the 
world's  most  pow- 
erful corporations? 
Well,  there  are  at 
least  two  out  there,  and  maybe  more.  The 
company  in  question:  Boeing  Co.  On  May 
3,  GE  Aircraft  Engine  Chief  Executive 
David  L.  Calhoun  said  he  wasn't  interest- 
ed in  the  post  vacated  by  Harry  Stoneci- 
pher  in  March.  That  makes  Calhoun  the 
second  leading  contender  to  drop  out  of 
the  race.  Just  a  few  weeks  earlier,  W. 
James  McNerney  Jr.,  3M  Co.'s  CEO,  a  Boe- 
ing director  and  perennial  favorite  for  the 
top  spot,  issued  a  statement  saying  he 
didn't  want  it  either. 

Not  long  ago  any  ambitious  up-and- 
comers  worth  their  annual  bonus  would 
have  killed  for  the  chance  to  run  a  strug- 
gling icon  like  Boeing.  The  more  troubled 
the  company,  the  more  potential  glory 
and  payoff  for  the  new  CEO  once  the 
turnaround  was  in  the  bag:  Think  Louis 
V.  Gerstner  Jr.  at  IBM.  But  those  days  are 
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before  investors  start  agitating.  That,  vet- 
eran CEOs  agree,  just  isn't  enough.  Says 
George  David,  chairman  and  CEO  of 
United  Technologies  Corp.:  "You  need 
time  to  execute  on  an  initiative." 

If  any  company  needs  time,  it's  Boeing. 
In  recent  years  the  defense  and  aerospace 
giant  has  weathered  operational  snafus, 
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They  need  Superman. 

-Joseph  F.  Campbell,  Aerospace  Analyst,  Lehman  Brothers  Inc. 


over.  Boeing  isn't  the  only  outfit  having 
difficulty:  Merck,  Hewlett-Packard,  and 
Walt  Disney  have  found  it  tough  to  get 
marquee  outsiders  to  consider  CEO  slots. 
Struggling  companies,  once  seen  as  a 
challenge,  are  now  often  deemed  too  risky 
to  take  a  chance  on.  Boards,  under  in- 
tense investor  pressure,  have  little  pa- 
tience for  CEOs  who  don't  quickly  show 
results.  A  new  chief  who  might  have  had 
five  years  to  repair  a  company  a  decade 
ago  may  now  be  lucky  to  get  two  or  three 


ethical  scandals,  criminal  convictions, 
and  abrupt  executive  departures.  Its  dys- 
functional corporate  culture  needs  an 
overhaul,  and  execs  must  restore  soured 
relations  with  the  Pentagon  and  Congress. 
Says  Richard  L.  Aboulafia,  Teal  Group 
Corp.  aerospace  analyst:  "They've  got  a 
toxic  political  climate  ...that  guarantees  an 
ulcer  for  anyone  who  gets  the  job." 

Scandal  and  internal  intrigue  aside,  the 
new  CEO  will  face  huge  operational  chal- 
lenges. Two  high-risk  aerospace  pro- 


grams on  which  the  company's  future 
rides  are  in  early  stages:  the  787  Dream 
liner  and  the  Future  Combat  Systems,  i 
vast  information  network  for  the  U.S 
Army.  Little  wonder  Boeing  board  mem 
bers  are  feeling  pressure  about  the  choice 
Says  Lehman  Brothers  Inc.  analyst  Joseph 
F.  Campbell:  "They  need  Superman. 

There  are  Boeing  execs  eager  for  the 
spot:  Alan  R.  Mulally,  who  runs  the  com 
mercial  airplane  business,  and  James  F 
Albaugh,  head  of  the  defense  business 
Yet  many  view  Mulally  as  too  political 
and  both  lack  the  broad  management  ex-j 
perience  to  tackle  Boeing's  problems. 

With  Calhoun  out  of  the  picture,  few 
other  aerospace  execs  seem  right.  Indus- 
try insiders  expect 
Rockwell  Collins  Inc.'sj 
Clayton  M.  Jones  will 
get  a  look,  but  he  runs  a 
smaller  outfit.  And  the 
track  record  of  Honey- 
well International  Inc. 
Chief  David  M.  Cote,  a 
former  General  Electric 
exec,  is  mixed.  So  Boe- 
ing is  looking  beyond 
the  industry  for  the  first 
time  in  its  91  years.  In 
late  April  the  board 
hired  executive  search 
firm  Spencer  Stuart  to 
help  cast  a  wider  net. 

Sources  close  to  the 
search  hint  that  a  candi- 
date might  come  from  a 
tech  company  with  a  manufacturing 
background  or  from  an  automobile  com- 
pany. Hiring  a  fresh  set  of  eyes,  they  say, 
may  be  Boeing's  best  hope  to  restore  its 
reputation  and  unlock  its  potential. 

The  company  is  mum  about  the  short 
list,  but  top  industry  execs  and  head- 
hunters  not  involved  in  the  search  say 
Mike  Zafirovski,  a  former  chief  operating 
officer  of  Motorola  Corp.  and  a  Boeing 
board  member,  and  David  N.  Farr,  Emer- 
son Electric  Co.  chairman  and  CEO,  could 
be  contenders.  Both  led  their  companies 
through  rough  waters.  Another  possibili- 
ty: Karl  J.  Krapek,  a  highly  regarded  for- 
mer United  Technologies  president. 

Will  any  of  them  sign  on?  "It's  tough 
enough  running  a  healthy  company,  let 
alone  a  troubled  one,  under  today's  more 
stringent  rules  of  the  game,"  says  Joseph 
E.  Griesedieck,  vice-chairman  of  execu- 
tive-recruiting firm  Korn/Ferry  Interna- 
tional. "It's  not  as  fun  as  it  used  to  be." 
Anyone  know  what  Lou  Gerstner  is  up  to 
these  days?  ■ 

-By  Stanley  Holmes  in  Seattle,  with 
Diane  Brady  in  New  York 
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AEROSPACE 


WILL  EADS  THRIVE  ON 
THE  AMERICAN  PLAN? 

The  French-German  giant  is  aiming  for 
some  big  U.S.  defense  contracts 


THE  SYMBOLISM  WAS  UN- 
mistakable:  On  May  5,  the 
European  Aeronautic  De- 
fence &  Space  Co.  (EADS) 
unveiled  the  four  finalists 
in  its  search  for  a  site  to  as- 
semble Air  Force  refueling 
tankers,  a  major  step  forward  in  its  drive 
to  crack  the  U.S.  defense  market.  And 
who  was  the  real  estate  consultant  that 
the  French-German  company  hired  to 
help  make  the  pick?  None  other  than 
Roger  Staubach,  the  legendary  quarter- 
back for  the  Naval  Academy  and  the  Dal- 
las Cowboys— "America's  Team." 

It  was  just  one  in  a  flurry  of  recent 
moves  by  EADS  that  include  opening  new 
U.S.  plants,  partnering  with  big  American 
contractors,  and  enlisting  retired  military 
brass  with  enough  medals  to  sink  a  bat- 
tleship. On  May  10,  EADS  announced  it 
would  join  with  Raytheon  Co.  to  bid  for 
the  Army's  $3  billion  contract  for  a  bat- 
defield  cargo'aircraft.  EADS  also  plans  to 
bid  for  the  Army's  $2  billion  light-utility 
helicopter  contract. 

Winning  a  piece  of  the  huge  U.S.  mili- 
tary budget  could  provide  EADS  with  a 
buffer  if  its  Airbus  commercial-jet  unit, 
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which  accounts  for  two-thirds  of  EADS's 
$41  billion  in  annual  sales,  hits  a  snag. 
That' s  not  an  immediate  worry:  On  May 
9,  EADS  said  Airbus  deliveries  spurred  a 
tripling  in  first-quarter  earnings,  to  $846 
million.  But  Boeing  Co.  has  been  snaring 
the  lion's  share  of  new  airline  orders  late- 
ly. So  EADS  North  America  Chairman 
and  Chief  Executive 
Ralph  D.  Crosby  Jr. 
wants  to  win  defense 
business  to  boost  U.S. 
sales  to  $1  billion  by 
2006,  up  from  $648 
million  last  year. 

Will  the  American- 
ization of  EADS  fry? 
Washington  still  har- 
bors ill  will  over  Eu- 
rope's resistance  to 
the  Iraq  war.  Tension 
over  Airbus  subsidies 
is  ratcheting  up.  And  Boeing,  which 
wants  to  build  the  tankers,  has  heavy- 
weight political  support.  Even  so,  some 
experts  think  EADS's  approach  might 
work.  "Does  it  have  a  lot  of  headwinds?  It 
sure  does,"  says  John  J.  Hamre,  president 
of  the  Washington  think  tank  Center  for 
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Strategic  &  International  Studies  and 
former  Deputy  Defense  Secretary.  "Bu 
they've  got  a  very  plausible  strategy." 

EADS's  blueprint  for  grabbing  a  slice  o 
the  Pentagon  budget  is  the  handiwork  o 
Crosby,  a  West  Point  grad  and  former  toj 
Northrop  Grumman  Corp.  executive.  It 
key  selling  point:  the  creation  of  n 
jobs.  "Insourcing  is  our  byword,"  he  says 
In  the  past  seven  months,  the  company 
has  hired  more  than  100  workers  at  facil 
ities  in  Columbus,  Miss.,  and  Mobile,  Ala 

NEUTRALIZING  RIVALS 

THAT  MAY  NOT  SOUND  like  much,  but ; 
whole  lot  more  could  be  coming  if  EADJ 
walks  away  with  a  chunk  of  the  big 
prize:  the  refueling  tanker  deal.  EADS  is 
in  talks  with  Northrop  Grumman  tc 
launch  a  joint  bid  for  an  Air  Force  con- 
tract that  could  be  worth  $360  billionl 
over  two  decades,  including  spare  parts! 
and  maintenance,  and  could  employ] 
more  than  1,000  U.S.  workers.  Crosby! 
insists  the  site  finalists  were  picked  on| 
"straightforward  business  criteria,"  in- 
cluding the  need  for  a  deepwater  port. 
But  he  admits  that  EADS  also  looked  foH 
places  that  can  "represent  it  meaning- 
fully"—in  other  words,  states  with  polit- 
ical clout.  The  finalists  include  Florida,! 
where    President    George   W.    Bush's  I 
brother,  Jeb,  is  governor,  and  Mississip- 
pi, whose  governor,  Haley  Barbour,  once  | 
chaired  the  Republican  National  Com- 
mittee. The  other  two— South  Carolina  | 
and  Alabama— are  also  solidly  red. 

Boeing,  of  course,  still  has  plenty  of  | 
supporters  of  its  own,  especially  in  Wash- 
ington state,  where  it  was  headquartered 
for  decades  and  employs  more  than 
57,000  workers.  But  Boeing  is  struggling 
to  overcome  a  spate  of  recent  scandals. 
The  most  notable:  its 
illegal  offer  of  a  job  to 
an  Air  Force  official 
who  negotiated  an 
earlier  ill-fated  tanker 
deal.  That's  why,  on 
political  points,  Boe- 
ing and  EADS  may 
"neutralize  each  oth- 
er," says  Jacques  S. 
Gansler,  a  former  top 
Pentagon  aide.  That 
could  help  persuade 
the  Air  Force  to  split 
the  contract,  thus  preserving  competition 
and  avoiding  overreliance  on  one  source. 
It  makes  sense.  Like  Roger  Staubauch 
used  to  do  so  well,  Crosby  is  leading  his 
team  toward  the  end  zone.  ■ 

-By  Stan  Crock  in  Washington  with 
Carol  Matlack  in  Paris 
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TOYOTA'S  RISKY  RIDE 
IN  THE  INCENTIVE  LANE 

Juicy  deals  help  win  U.S.  market  share, 
but  they're  cutting  into  profits 


IT  WAS  ANOTHER  BANNER  YEAR 
for  Toyota  Motor  Corp.  On  May  10 
the  world's  No.  2  carmaker  said 
profits  for  fiscal  2004  climbed 
7.3%,  to  a  record  $10.8  billion,  on 
sales  of  $171.8  billion.  Then  came 
the  bad  news.  During  the  fourth 
quarter  that  ended  Mar.  31,  Toyota's 
earnings  sank  17%,  to  $2.7  billion. 

What  went  wrong?  Toyota  says  a 
strong  yen  and  stepped-up  spending  on 
new  products  and  plants  hurt  profits.  But 
its  headlong  grab  for  U.S.  share  is  starting 
to  take  a  toll.  Over  the  past  year,  Toyota 
has  boosted  incentives  on  a  range  of  ve- 
hicles. Some  industry  watchers  believe 
Toyota  is  playing  a  dangerous  game  that 
could  hurt  it  down  the  road  even  as  it  ups 
the  pressure  on  rivals.  "It's  troubling," 
says  UBS  analyst  Robert  Hinchliffe.  "If 


Toyota  is  having  to  boost  incentives,  how 
will  GM  and  Ford  ever  pull  back?" 

For  years  the  Japanese  resisted  incen- 
tives because  they  were  loath  to  give  up 
profits  and  damage  their  brands.  A  weak 
yen  and  strong  models  enabled  them  to 
gain  market  share  without  making  big 
deals.  But  over  the  past  couple  of  years, 
some  high-volume  models  have  gotten 
old.  Ever  stiffer  price  competition  from 
Detroit  has  brought  them  to  the  table  as 
well.  Moreover,  the  yen's  recent  strength 
against  the  dollar  and  an  uptick  in  inter- 
est rates  have  forced  them  to  raise  incen- 
tives to  keep  monthly  payments  low. 

At  the  same  time,  Toyota  is  clearly  eager 
to  take  advantage  of  General  Motors 
Corp.'s  and  Ford  Motor  Co.'s  problems. 
Over  the  past  year,  Toyota  has  gained  1.5 
points  of  share,  to  hit  13-3%  through  April. 


The  Price  Cuts  Keep  On  Coming 

Toyota  and  Nissan  offer  big  discounts  on  a  range  of  models 


Toyota  Corolla  Nissan  Sentra 


$1,042 


$2,650 


Toyota  Tundra  Nissan  Titan 


$3,387 


$2,176 


Data: 


Dealers  say  the  company  is  pulling  ahead 
by  one  year  its  target  of  selling  2  million 
Toyota-brand  vehicles  in  the  U.S.— which 
would  be  a  13%  rise  over  last  year— to  2007 
Toyota  insists  its  discounting  is  tamer 
than  analysts  suggest.  True,  the  nearly 
$2,900  a  vehicle  it  spent  on  incentives  in 
April  is  a  third  less  than  what  GM  spent. 
But  that's  an  11%  hike  from  last  year,  says 
CNW  Marketing  Research  Inc.  Toyota's 
incentives  are  forcing  Nissan,  and  to  a  de- 
gree Honda,  to  discount  more  heavily, 
too.  Nissan's  incentive  spending  has 
surged  35%  in  the  past  12  months,  to  an 
average  $2,100  a  vehicle. 

LOSING  STEAM 

EVEN  AS  THEY  ADD  capacity  in  big  pick- 
ups and  sport-utility  vehicles,  the  Japan- 
ese are  piling  on  hefty  discounts  in  those 
segments.  That's  not  surprising:  High 
gas  prices  and  the  popularity  of  car-based 
SUVs  are  turning  buyers  away  from  big 
SUVs,  Japanese  and  domestic  alike.  With 
Detroit's  once-popular  models  sporting 
rebates  of  up  to  $5,000,  Toyota  has 
slapped  an  average  $3,387  incentive  on 
its  Tundra  truck,  says  Edmunds.com. 
"We  have  to  play  the  game  as  defined  by 
the  major  players,"  says  John  E.  "Jed" 
Connelly,  Nissan  North  America's  senior 
vice-president  for  sales  and  marketing. 

It's  not  just  the  gas-guzzlers  that  are  los- 
ing traction.  Some  aging  Japanese  car 
models  increasingly  need  incentives  to  sell, 
too.  The  Toyota  Corolla  requires  about 
$1,000  in  discounts.  Some  analysts  sus- 
pect buyers  are  being  lured  away  by  Toy- 
ota's youth  brand,  Scion.  The  Nissan  Sen- 
tra and  Honda  Civic  also  require  deals. 

The  incentive  treadmill  can  be  risky. 
Hefty  discounts  reduce  the  amount  a  car 
is  worth  when  the  owner  tries  to  trade  it 
in  a  few  years  later,  so  ever  bigger  rebates 
are  needed  to  close  a  sale.  "Toyota's  resid- 
ual values  have  not  been  hurt  yet,  but  will 
it  have  an  impact?  You  bet,"  says  Raj  Sun- 
daram,  president  of  Automotive  Leasing 
Guide,  the  industry's  standard  for  setting 
resale  values.  And  car  buyers  learn  to  wait 
for  big  discounts  before  closing  a  deal. 

Will  Toyota  and  Nissan  get  hooked  on 
incentives  the  way  GM  and  Ford  have? 
The  Japanese  seem  to  play  the  pricing 
game  with  more  restraint.  Rather  than 
add  more  rebate  cash  on  the  Sienna  mini- 
van,  for  example,  Toyota  gave  consumers 
a  $1,000  boost  by  combining  a  small 
price  cut  with  free  options.  And  the  cash- 
rich  company  has  more  room  to  fight  a 
price  war  than  its  rivals.  But  if  Toyota's 
profits  continue  to  slip,  the  auto  maker 
may  have  to  rethink  its  strategy.  ■ 

-By  David  Welch  in  Detroit 
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AN EAR FOR 
MUSIC 


For  all  of  Terry  Semel's 
success  in  restoring  Yahoo!  to 
Net  powerhouse  status,  the 
company  has  been  an  also- 
ran  in  the  red-hot  digital 
music  game.  But  on  May  10, 
Yahoo  made  itself  heard  in  a 
big  way,  launching  a  music 
subscription  service  for  a 
introductory  price  of  just  $7 
per  month.  That's  roughly  half 
what  rivals  such  as 
RealNetworks  and  Napster 
charge.  Given  the  high  cost  to 
license  music  from  the  record 
labels,  analysts  figure  Yahoo 
will  lose  money  on  the  songs 
at  first.  ButSemel&Co.  are 
likely  to  raise  prices  down  the 
road.  And  Semel  has 
dramatically  boosted  the 
number  of  paying  customers 
using  Yahoo  over  the  past 
four  years.  "I  think  they'll  find 
a  way  to  be  successful  at 
this,"  says  David  Pakman, 
chief  operating  officer  of  rival 
eMusic.  Still,  it  won't  be  easy. 
One  industry  insider  tells 
BusinessWeek  that  Microsoft 
is  expected  get  into  the 
subscription  game  this 
summer.  And  if  Yahoo 
succeeds,  Apple  Computer 
ild  follow  suit  by  moving 
beyond  selling  songs  for  99# 
at  its  iTunes  Music  Store. 

-Peter  Burrows 


DELTA  KEEPS 
SPUTTERING 

Bankruptcy  clouds  are 
gathering  over  Delta  Air  Lines 
yet  again.  Faced  with  a  $450 
million  pension  bill  this  year, 
rising  fuel  costs,  and  flat 
revenues,  the  Atlanta  airline 
says  it  faces  "substantial" 
losses  in  2005.  As  a  result, 
Delta  is  asking  two  of  its 
lenders,  General  Electric  and 
American  Express,  to  change 
the  terms  of  a  $500  million 
credit  agreement  reached  last 
year.  Delta's  woes  are  unlikely 
to  abate.  UAL's  United  Airlines 
received  court  permission  to 
terminate  four  pension  plans, 
which  it  owed  $3.2  billion,  on 
May  10,  ratcheting  up 
pressure  on  Delta  to  file 
Chapter  11  and  terminate  its 
own  plans— or  face  $3.1 
billion  in  payments  through 
2008.  Delta's  stock  tumbled 
8%  on  May  11,  to  $2.74. 


RED  HAT'S 
BENEFACTOR 


Michael  Dell  has  dropped  a 
few  dollars  into  Red  Hat's  hat. 
MSD  Capital,  which  manages 
the  personal  fortune  of  the 
billionaire  founder  and  Dell 
chairman,  has  invested  about 
$99.5  million  in  Red  Hat,  the 
top  distributor  of  the  Linux 
operating  system.  The  move 
was  disclosed  in  an  Apr.  27 
Red  Hat  filing  that  was  first 
reported  on  May  10.  The  next 
day,  Red  Hat  shares  rose  7%, 
to  $12.  Michael  Dell's 


investment  indirectly 
strengthens  the  ties  between 
Red  Hat  and  the  computer 
seller,  which  has  been 
offering  Linux  on  its 
PowerEdge  line  of  servers 
since  1999.  Even  though  the 
investment  is  coming  from 
Michael  Dell,  if  s  in  Dell  Inc.'s 
best  interest  to  see  Red  Hat 
and  Linux  thrive. 


THEY'VE  HAD 
THEIR  PHIL 

Phil  Purcell's  credibility 
difficulties  continue.  If  his 
first  public  meeting  with 
investors  since  former  Morgan 
Stanley  executives  called  for 
his  ouster  in  late  March  is 
any  indication,  Purcell  has  a 
lot  to  accomplish  before 
stockholders  vote  on  his 
stewardship  at  next  year's 
annual  meeting.  On  May  10, 
flanked  by  two  recently 
promoted  co -presidents,  Zoe 
Cruz  and  Stephen  Crawford, 
Purcell  detailed  a  blueprint 
for  growth  in  an  accelerated 
time  frame.  He  also  frankly 
addressed  concerns  about 
morale  and  warned  of  a  weak 
second- quarter  business 
environment.  But  most  of 
Wall  Street  wasn't  impressed. 
Some  analysts  said  there  was 
nothing  new.  Punk  Ziegel 
analyst  Richard  Bove  wrote 
that  the  firm  has  no  choice 
but  to  sell  itself,  since  "no 
one  seems  willing  to  give 
management  a  chance." 
Morgan  shares  fell  2.6%,  to 
close  at  $49.42,  on  May  10. 


MOVING  UP 
AT  THE  SEC 

Another  tough  cop  is  taking 
over  the  stock  market  beat. 
Securities  &  Exchange 
Commission  Chairman 
William  Donaldson  is 
expected  to  promote  Linda 
Chatman  Thomsen  from 
deputy  to  director  of  the 
agency's  Enforcement  Div.  In 


the  past  three  years, 
Thomsen  oversaw  the  SEC's 
probe  of  Enron  and  financial 
institutions  accused  of  aiding 
the  failed  energy  giant. 
Thomsen's  promotion  signals 
that  Donaldson  is  resisting 
Corporate  America's  pressure 
to  ease  up  on  enforcement. 
She  will  succeed  Stephen 
Cutler,  who  is  leaving  to 
return  to  private  practice. 


ETCETERA... 

»  Early  returns  showed  Carl 
Icahn  and  two  allies  won 
Blockbuster  board  seats. 
»  DreamWorks  cut  its  profit 
forecast  after  selling  fewer 
Shrek  2  DVDs  than  expected. 
»  Duke  Energy  is  acquiring 
Cinergy  of  Cincinnati  in  a  $9 
billion  stock  deal. 


CLOSING  BELL 


Although  Jimmy 
Page  played  Whole 
Lotta  Love  at  the 
New  York  Stock 
Exchange  to  kick  off 
trading  in  Warner 
Music  on  May  11, 
the  initial  public 
offering  hit  a  sour 
note.  Tne  IPO  price 
was  cut  to  $1/ a 
share,  from  a  range 
of  $22  to  $24.  It  fell 
3.5%,  to  $16.40,  on 
its  first  day. 
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Immigration:  Can 
McCain  Unite  the  GOP? 


FOR  MORE  THAN  A  YEAR,  business  has  watched  with  dismay  as  Pres- 
ident Bush's  attempts  to  liberalize  immigration  laws,  including 
a  new  guest-worker  program,  have  been  frustrated  by  religious 
conservatives  and  America  First  hawks  demanding  an  end  to  a 
growing  flood  of  illegal  immigrants  from  south  of  the  border. 

But  now  business  has  a  glimmer  of  hope     boost  fines  for  employers  who  knowingly 


that  the  deep  differences  among  Republi 
cans  can  be  bridged. 

Senator  John  McCain  (R-Ariz.),  an  early 
front-runner  for  the  2008  GOP  Presidential 
nomination,  is  trying  to  bring  peace  to  the 
party  by  plucking  ideas  from  both  warring 
camps.  He  is  combining  the  enhanced  en- 
forcement stick  demanded  by  foes  of  illegal 
immigration  with  the  carrot  of  legalization 
for  many  of  the  11  million  undocumented 
aliens  already  in  the  U.S.,  a  change  sought 
by  business.  For  good  measure,  McCain  in- 
vited Senator  Edward  M.  Kennedy  CD- 
Mass.)  to  co-sponsor  the  still-unfinished 
legislation— a  move  that  could  add  a  cru- 
cial bloc  of  Democratic  votes 
to  offset  GOP  defections. 

For  McCain,  the  stakes 
are  high.  A  legislative  tri- 
umph that  unites  the  party's 
diverse  elements  could  help 
propel  a  Presidential  cam- 
paign. But  if  the  best  chance 
to  pass  comprehensive  im- 
migration reform  since  1986 
ends  in  discord,  White 
House  strategists  fear  a 
backlash  among  Latinos, 
now  the  nation's  largest  mi- 
nority group,  that  would  re- 
verse Republican  gains  in 
the  2004  elections.  ^^^ 

The  basics  of  McCain's  ^^^™ 
plan:  Business  gets  ready  access  to  an  ex- 
panding pool  of  documented  "guest  work- 
ers," mostly  from  Mexico,  while  some  ille- 
gals already  in  the  U.S.  become  eligible  for 
permanent  residency— depending  on 
whether  they  have  kept  out  of  trouble  and 
paid  their  taxes.  Big  winners  include  U.S. 
fruit  and  vegetable  farmers,  hotel  and 
restaurant  owners,  and  construction  and 
light-manufacturing  companies. 

To  attract  hardliners,  McCain  would 


McCAIN  Juggling 
the  demands 
of  business  and 
conservatives 


hire  illegals  and  would  introduce  a  new 
database  that  employers  could  use  to  check 
the  immigration  status  of  job  applicants. 
McCain  is  considering  eventually  making 
immigration  status  checks  mandatory- 
something  business  has  fiercely  resisted. 
He  is  also  pushing  for  enhanced  patrols 
and  the  use  of  more  pilotless  surveillance 
aircraft  along  the  Mexican  border. 

A  SKEPTICAL  PUBLIC 

THAT  MAY  NOT  BE  enough  to  satisfy  con- 
servative critics.  "If  the  plan  is  to  have  a 
massive  amnesty  and  guest-worker  plan 
and  then  throw  in  some  enforcement  and 
see  if  that  works— well,  it 
won't,"  says  Rosemary 
Jenks,  director  for  govern- 
ment relations  at  Numbers 
USA,  a  nonpartisan  group 
that  advocates  reduced  im- 
migration. The  public  re- 
mains skeptical,  too.  A  Mar. 
31-Apr.  3  NBC  News/Wall 
Street  Journal  Poll  found  that 
53%  of  the  public  opposes 
Bush's  smaller  plan  to  grant 
worker  status  temporarily  to 
some  illegals,  with  just  43%  in  favor. 
Still,  the  McCain  plan  could  suc- 
ceed as  part  of  a  larger  set  of  trade- 
offs. In  recent  weeks,  Bush  reluctant- 
ly agreed  to  support  the  "Real  ID"  act, 
which  makes  it  harder  for  illegals  to  get 
state  drivers'  licenses  or  to  qualify  for  asy- 
lum status.  His  support  came  after  a  series 
of  compromises  that  included  the  addition 
of  20,000  new  temporary  visas  for  foreign- 
ers graduating  from  U.S.  universities  with 
advanced  degrees.  Is  this  the  beginning  of  a 
Republican  rapprochement?  Maybe.  The 
1986  act  took  five  years  to  accomplish.  Mc- 
Cain is  hoping  to  cut  that  in  half.  ■ 

-By  Paul  Magnusson 


CAPITAL 
WRAPUP 


CRACKING  DOWN  ON 
BUSINESS  TAX  CHEATS 

CORPORATE  CHIEFTAINS  who 
thought  their  problems  ended 
with  the  Sarbanes-Oxley  Act  are 
in  for  a  surprise  from  Capitol 
Hill.  The  $295  billion  highway 
bill  sent  to  the  Senate  floor 
contains  two  provisions  that 
crack  down  on  business  tax 
cheats.  One  measure  would 
require  CEOs  to  personally 
certify  their  companies'  tax 
returns,  with  penalties  for 
perjury.  The  second  would  create 
a  new  Whistleblowers  Office  at 
the  Internal  Revenue  Service  to 
encourage  tips  on  "corporations 
and  wealthy  individuals  who 
have  a  significant  unpaid  tax 
liability."  Congress  hopes  the 
new  office  will  net  $407  million 
over  10  years.  The  Senate 
Finance  Committee,  which  has 
been  investigating  tax  shelters, 
backed  the  new  measures. 

JOCKEYING  BEGINS 
FOROXLEY'SJOB 

MORE  THAN  A  year  before 
Representative  Michael  G.  Oxley 
(R-Ohio)  surrenders  the  gavel  of 
the  House  Financial  Services 
Committee,  potential 
replacements  are  already 
jockeying  for  position.  Oxley 
must  leave  because  of  term 
limits  for  House  committee 
chairs  imposed  by  the 
Republican  majority.  The  early 
favorite  is  Richard  H.  Baker  (R- 
La.),  chair  of  the  subcommittee 
on  capital  markets.  He  has 
taken  steps  to  repair  his 
sometimes-rocky  relationship 
with  Oxley,  compromising  on 
his  bill  to  overhaul  regulation  of 
Fannie  Mae  and  Freddie  Mac. 
But  two  members  of  the  House 
GOP  leadership  could  still 
trump  Baker  if  they  want  the 
powerful  post:  Republican 
Conference  Chair  Deborah  Pryce, 
an  Ohio  ally  of  Oxley's,  or 
House  Rules  Committee  Chair 
David  Dreier  (R-Calif.). 
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SEMICONDUCTORS 


NO,  YOU  CANT  BUY 
THAT  CHIP  GEAR 

Will  the  U.S.  Ex-Im  Bank  stop  China's  SMIC 
from  making  a  big  deal  with  Applied  Materials? 


OR  AN  EXECUTIVE  FROM  A 
nation  running  a  staggering 
trade  surplus  with  the  U.S., 
Richard  Chang  sure  has  had 
to  work  hard  to  buy  Ameri- 
can. For  nine  months  the 
chairman  of  Shanghai's 
Semiconductor  Manufacturing  Interna- 
tional Corp.  (SMIC)— the  world's  third- 
largest  contract  maker  of  chips— has 
been  trying  to  place  an  order  for  more 
than  $1  billion  worth  of  advanced  equip- 
ment from  Applied  Materials  Inc.  and 
other  U.S.  suppliers  to  outfit  three  new 
state-of-the-art  silicon  wafer  plants. 

But  Chang  has  run  into  a  stone  wall 
named  the  Export-Import  Bank  of  the 
U.S.,  the  government  agency  that  helps  fi- 
nance purchases  of  U.S.  exports  by  for- 
eign companies.  The  Chinese  company 
says  it  needs  Ex-Im  loan  guarantees  so  it 
can  borrow  at  reasonable  rates  from 
Western  banks.  But  Ex-Im  Chairman 
Philip  Merrill  has  shelved  the  request  be- 
cause of  objections  by  Micron  Technology 
Inc.,  the  world's  No.  2  maker  of  dynamic 
random-access  memory  (DRAM)  chips. 

The  battle  over  SMIC  could  be  repeated 
as  China  expands  in  advanced  industries 
like  chips.  The  issue:  By  subsidizing  ex- 
ports of  equipment,  is  the  U.S.  also  giving 
an  edge  to  new  Chinese  rivals  to  Ameri- 
can companies?  Backers  of  the  SMIC  deal 
say  that  won't  be  the  case.  Memory  de- 
vices accounj:  for  just  20%  of  the  Chinese 
foundry's  output.  An  internal  analysis  by 
Ex-Im  suggested  the  order  would  be  a  big 
net  gain  for  U.S.  jobs.  But  in  an  April 
hearing,  Merrill  said  he  was  persuaded  to 
oppose  the  deal  by  a  study  commissioned 
by  Micron,  which  earned  a  slim  profit  in 
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2004  after  losing  $2.7  billion  the  previous 
three  years.  It  asserts  any  new  capacity 
would  add  to  a  global  glut  that  already 
has  driven  down  DRAM  prices. 

SCALED  BACK 

MICRON  ALSO  HAS  a  powerful  ally.  Re- 
publican Senator  Michael  D.  Crapo,  from 
Micron's  home  state  of  Idaho,  chairs  the 
international  trade  subcommittee  that 
oversees  Ex-Im.  In  an  October  letter  to 
Merrill,  Crapo  and  three  Idaho  members 
of  Congress  said  taxpayers  should  not 
"support  the  development  of  this  Chinese 
production  capability  [when]  they  are 
worried  about  keeping  their  own  jobs." 

Chang  could  easily  buy  the  same 
equipment  from  Japan  or  the  Nether- 
lands. But  he  hasn't  given  up.  Chang  and 
other  SMIC  execs  have  traveled  several 
times  to  Washington  offering  concessions 
to  allay  Micron's  concerns.  They  hosted 
Merrill  in  Shanghai  in  January.  Chang 
has  scaled  back  his  original  request  for 


WHY  U.S.  SUPPLIERS 

ARE  ANXIOUS 


China  is  the  world's  fastest-growing 
market  for  chip  equipment— and  one 
the  U.S.  dominates 
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$1.2  billion  in  loan  guar- 
antees to  $770  million, 
enough  for  two  new  fabs 
making  12-inch  wafers, 
instead  of  three.  He  also 
has  promised  the  new 
plants  will  only  make 
logic  chips,  and  that 
SMIC's  DRAM  output 
will  remain  less  than  1% 
of  world  supply.  Why  the 
determination  to  buy 
from  the  U.S.?  Most  of 
SMIC's  existing  equip- 
ment is  American.  Like 
other  SMIC  execs,  Tai- 
wan-born Chang,  a  vet- 
eran of  Texas  Instru- 
ments Inc.,  is  a  U.S. 
citizen.  Also,  "most  of 
our  engineers  were  trained  in  the  U.S. 
and  are  familiar  with  U.S.  equipment," 
says  Deputy  Treasurer  Gareth  Kung. 

But  Merrill  has  refused  even  to  let  the 
Ex-Im  board  vote  on  the  issue.  Micron 
has  asserted  SMIC  could  still  use  the 
equipment  to  make  memory  devices,  or 
convert  other  plants  for  that  use.  Kung 
says  Micron  and  Crapo  have  ignored  re- 
quests to  discuss  the  issue.  Micron  de- 
clined to  comment.  Attempts  by  Ex-Im 
staff  and  Representative  Donald  A. 
Manzullo,  chairman  of  the  House  Small 
Business  Committee,  to  broker  a  compro- 
mise have  failed.  Now,  the  SMIC  flap  is 
fueling  a  political  battle  in  Washington 
over  Ex-Im's  role— and  could  determine 
whether  Merrill,  appointed  by  President 
George  W  Bush  in  2002,  keeps  his  job  af- 
ter his  term  expires  in  July.  More  than  70 
members  of  Congress  from  both  parties, 
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California  Governor  Arnold 
Schwarzenegger,  and  the 
trade  association  for  the 
U.S.  chip  equipment  indus- 
try all  have  urged  Ex-Im  to 
approve  the  loan.  Several 
House  Republicans,  frus- 
trated that  Ex-Im  isn't  more 
speedily  processing  applica- 
tions, want  Merrill  out. 
"The  Ex-Im  Bank  lacks 
leadership,"  says  Manzullo, 
whose  committee  grilled 
Merrill  on  Apr.  6.  "I  don't  think  the  Pres- 
ident would  be  wise  in  reappointing  this 
guy."  Ex-Im  declined  comment. 

U.S.  makers  of  chip  equipment,  which 
rely  on  exports  for  70%  of  their  sales,  are 
growing  nervous.  Besides  SMIC's  $770 
million  order,  $5  billion  in  follow-on 
equipment  orders  could  be  at  stake,  esti- 


Selling 
equipment  to 
China  risks 
creating  a 
powerful 
competitor 


mates  Applied  Materials. 
Last  year,  U.S.  suppliers 
grabbed  51%  of  China's 
$2.7  billion  in  chip-equip- 
ment purchases.  With  many 
more  mainland  fabs  in  the 
pipeline,  China's  equipment 
market  should  reach  $4.2 
billion  by  2007,  says  Semi- 
conductor Equipment  & 
Materials  International 
(SEMI),  the  industry  trade 
group.  "We  hold  the  win- 
ning hand  now  in  China,"  says  Applied 
Materials  Chairman  James  C.  Morgan. 
"And  if  we  are  not  careful,  we  will  throw 
it  away." 

The  Micron  study  contends  SMIC  can 
raise  the  funds  it  needs  from  Chinese 
banks.  Indeed,  in  early  May,  SMIC  secured 
a  $600  million  credit  line  from  Chinese 


APPLIED  MATERIALS  PLANT 

The  deal  could  mean  as 
much  as  $5  billion  in 
follow-on  U.S.  orders 

banks.  But  with  the  cost  of 
new  wafer  fabs  nearing  $3 
billion,  SMIC's  Kung  says 
"it  is  imperative  that  we 
diversify  our  funding." 
And  in  an  industry  known 
for  booms  and  busts,  for- 
eign banks  see  long-term 
loans  as  risky  without 
credit  guarantees.  Last 
year,  Ex-Im  approved  a 
$650  million  guarantee 
for  Singapore's  Chartered 
Semiconductor,  another 
foundry.  SEMI  Public  Poli- 
cy Director  Maggie  Her- 
shey  says  Ex-Im  help  is 
likely  to  be  critical,  espe- 
cially in  winning  orders  in 
Asia.  "Our  companies 
must  invest  a  huge 
amount  of  revenue  to  stay 
at  the  leading  edge,  so  we 
cannot  afford  to  lose  any 
markets,"  she  says. 

Whether  this  dispute 
can  be  resolved  is  unclear. 
Susan  Wheeler,  a  spokes- 
woman for  Crapo,  denies 
the  Senator's  main  aim  is 
to  protect  a  home-state 
company.  She  says  he's 
concerned  Ex-Im  staff  is 
not  adequately  analyzing 
the  potential  downsides 
of  such  export  credits.  Ex- 
Im  says  it  hasn't  finished 
its  analysis.  "It  is  only  fair 
that  there  needs  to  be  a  clear  picture  on 
how  this  would  affect  the  U.S.  economy," 
Wheeler  says.  Of  course,  SMIC  could 
promise  to  abandon  memory  chips,  which 
it  says  give  it  an  edge  over  Asian  foundries 
that  only  make  logic  devices.  But  that 
would  be  a  generous  concession  for  the 
privilege  of  importing  equipment  from  the 
U.S.  that  is  readily  available  elsewhere  with 
no  strings  attached.  "Throughout  the 
process,  we  have  compromised  as  much  as 
we  can,"  insists  SMIC's  Kung. 

SMIC  says  it  has  about  a  month  to  de- 
cide where  to  buy  the  equipment  to  keep 
its  plans  on  track.  The  irony  is  that  if 
SMIC  does  find  another  source  of  credit, 
Micron  could  lose  out  even  more.  Because 
then  SMIC  will  be  free  to  crank  out  as 
many  memory  chips  as  it  wishes.  ■ 

-By  Pete  Engardio  in  New  York,  with 
Bruce  Einhorn  in  Hong  Kong 
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TIME  TO  CUT 
THEIR  LOSSES 

U.S.  multinationals  are  scaling  back  their 
presence  in  Western  Europe 


AVID  N.  FARR,  CHAIR- 
man  and  chief  exec- 
utive of  St.  Louis  industri- 
al group  Emerson  Electric 
Co.,  keeps  a  close  eye  on 
Europe.  The  region  ac- 
counts for  about  one- 
fourth  of  Emerson's  $15.6  bilhon  revenues 
and  16%  of  its  worldwide  assets.  But  Fair 
is  discouraged  by  what  he  sees. 
Western  European  sales  have 
been  flat  for  months  as  corpo- 
rate customers  delay  buying  the 
power  networks,  air-condition- 
ing systems,  and  other  big-tick- 
et capital  goods  Emerson  sells. 
Come  to  think  of  it,  there  hasn't 
been  much  life  in  these  markets 
for  years.  "The  European 
economies  have  continued  to 
weaken  and  weaken,"  Farr  says. 
Even  worse,  a  strong  euro  and 
stringent  anti-layoff  laws  make 
it  tough  to  trim  costs. 

Now,  Emerson  has  had 
enough.  It  has  halted  new  in- 
vestment in  Western  Europe 
while  pouring  money  into 
faster-growing,  more  lightly 
regulated  economies  in  the  old 
Soviet  bloc.  Vacant  jobs  in 
Western  Europe  aren't  being 
filled.  "As  we  need  more  capac- 
ity, we're  putting  it  in  Eastern 
and  Central  Europe,"  says  Ed- 
ward L.  Monser,  Emerson's 
chief  operating  officer.  The 
company  has  opened  10  plants 
in  the  region  in  the  past  five 
years,  for  a  total  of  28. 

It's  hardly  news  that  West- 
ern Europe  is  a  tough  place  to 
do  business  these  days. 
Growth  for  the  euro  zone 
economy  is  forecast  to  be  be- 
low 1.5%  this  year,  less  than 


half  the  rate  in  the  U.S.  and  Asia.  U.S. 
multinationals,  from  McDonald's  to 
Caterpillar  to  Wal-Mart,  complain  that 
their  European  operations,  particularly 
in  Germany,  are  dragging  down  compa- 
nywide  sales  and  profits.  But  as  Europe 
heads  into  a  fifth  year  of  economic  ane- 
mia, some  multinationals  are  conclud- 
ing that  a  robust  recovery  won't  arrive 


Escape  from  the  Swamp 

How  U.S.  companies  are  limiting  their  exposure 
to  the  region's  malaise 

COMPANY        ACTION 


IBM 


EMERSON 


The  IT  giant  is  eliminating  as  many  as  13,000  jobs,  more 
than  half  of  them  in  Europe,  where  first-quarter  sales  in 
key  markets  slumped  5% 

To  avoid  rigid  labor  rules,  the  capital-goods  maker  is 
cutting  jobs  by  attrition  in  France,  Germany,  and  Italy 
while  opening  factories  in  Central  and  Eastern  Europe 


SARA  LEE 


GENERAL 
MOTORS 


It  plans  to  sell  off  its  European  packaged  meats  division, 
whose  profits  have  been  crimped  by  stiff  competition 
from  discounters  and  high  commodity  costs 

Plagued  by  declining  market  share  and  high  labor  costs, 
GM  is  cutting  up  to  12,000  Western  European  jobs 


soon— if  ever.  So  they're  scaling  back  op 
erations  and  diverting  investment  tc 
more  promising  venues. 

Many  U.S.  companies  have  hesitated 
to  cut  European  payrolls  because  of  laws 
mandating  cumbersome  layoff  proce- 
dures. But  more  are  concluding  that  the 
reductions  are  worth  the  trouble.  IBM 
says  that  most  of  the  10,000  to  13,000 
worldwide  job  cuts  announced  on  May  5 
will  be  in  Western  Europe.  General  Mo- 
tors Corp.  plans  to  eliminate  up  to 
12,000  Western  European  jobs  by  2006. 
even  as  it  expands  in  Poland. 

The  big  numbers  tell  the  story  most 
clearly.  Foreign  direct  investment  in  the 
European  Union's  15  longstanding  mem 
ber  countries  fell  almost  50%  in  2004,  to 
$165  billion.  By  contrast,  in  the  eight 
Central  and  Eastern  European  countries 
that  joined  the  EU  last  year,  foreign  in- 
vestment rose  by  a  third,  to  $36  bilhon.  It 
also  rose  sharply  in  the  U.S.  last  year. 

PERVASIVE  SLUMP 

OF  COURSE,  THE  U.S.  is  losing  jobs  to  I 
lower-wage  countries,  too.  But  the 
malaise  in  Europe  is  far  more 
pervasive  than  any  dislocation 
in  the  U.S.  While  sales  of 
companies  such  as  Kraft 
Foods  Inc.  and  Colgate-Pal- 
molive Co.  are  strong  state- 
side, they're  sagging  in  Eu- 
rope. Sara  Lee  Corp.  recently 
announced  plans  to  sell  its 
European  packaged-meat 
business.  Ad  spending  is 
weak,  too.  After  first-quarter 
advertising  lineage  at  The 
Wall  Street  Journal's  Euro- 
pean edition  plunged  20.6%, 
owner  Dow  Jones  &  Co.  an- 
nounced plans  on  May  9  to 
trim  staff  in  Europe  and  Asia 
and  switch  to  a  tabloid  format 
in  both  regions. 

How  bad  could  the  pull- 
back  get?  A  survey  by  Boston 
Consulting  Group  showed 
that  one  in  five  U.S.  compa- 
nies in  Germany  plan  to  relo- 
cate some  activities.  Most 
likely  to  flee  eastward  are  au- 
tomobile and  auto  parts  com- 
panies and  appliance  and  fur- 
niture makers,  says  Kevin 
Waddell,  a  Warsaw-based 
partner  in  Boston  Consulting. 
Looks  like  Emerson  will  have 
plenty  of  company.  ■ 

-By  Carol  Matlack  in  Paris 
and  Michael  Arndt  in  Chicago, 
with  Adrienne  Carter  in  Chicago 
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4  million  people  in  Los  Angeles  rely  on  their  city  to  deliver 
61 4  million  gallons  of  safe,  pure  drinking  water  each  and  every  day. 

Who  did  LA  rely  on  for  help? 


GoToEmerson.com 
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Network  Power  •  Process  Management  •  Climate  Technologies  •  Storage  Solutions  •  Industrial  Automation  •  Motor  Technologies  •  Appliance  Solutions  •  Professional  Tools 
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WHAT  DOES  LI  SEE 
IN  THIS  WALLFLOWER? 

His  deal  for  troubled  French  perfumery 
Marionnaud  isn't  as  odd  as  it  looks 


ON  A  SUNNY  SPRING  DAY 
in  Paris,  shoppers  crowd 
the  Sephora  cosmetics 
store  and  other  retailers 
along  the  Avenue  du 
General  Leclerc.  But  the 
three  shops  belonging  to 
Marionnaud  Parfumeries,  France's  No.l 
perfume  chain,  are  nearly  empty.  The  com- 
pany has  expanded  aggressively  in  recent 
years,  growing  to  1,231  stores  in  13  coun- 
tries, with  sales  of  $1.4  billion  in  2004.  But 
it  has  never  managed  to  emulate  the  ca- 
chet of  flashier  rivals  such  as  Sephora,  and 
last  year  it  lost  $126  million.  Worse,  in  De- 
cember Marionnaud's  managers  admitted 
to  $119  million  in  accounting  errors. 

In  short,  Marionnaud  is  hardly  the  kind 
of  acquisition  you  might  think  would  her- 
ald a  triumphal  entrance  into  French  re- 
tailing. Yet  in  April,  Hong  Kong  billionaire 
Li  Ka-shing  paid  $684  million  for  Mari- 
onnaud, the  latest  piece  of  a  global  retail- 
ing empire.  The  purchase  gives  A.S.  Wat- 
son &  Co.— the  retailing  arm  of  Li's 


THE  STAT 


conglomerate,  Hutchison  Whampoa 
Ltd.— 6,200  stores  in  31  countries,  selling 
groceries,  wine,  electronics,  cosmetics, 
airline  tickets,  and  more. 

It  might  smell  a  bit  funny.  Li,  after  all, 
is  better  known  for  running  ports  and 
third-generation  (3G)  cell-phone  net- 
works. But  Watson  generated  nearly  half 
of  Hutchison's  $17  billion  in  revenue  last 
year.  And  companies 
such  as  Marionnaud  are 
less  vulnerable  to  the  ups 
and  downs  of  the  econo- 
my than  many  of  Hutchi- 
son's other  businesses. 
So  Watson  in  recent 
years  has  snapped  up 
cosmetic  shops  and 
drugstores  across  Eu- 
rope. Cosmetics,  Watson 
Managing  Director  Ian  F. 
Wade  says,  sell  in  good 
times  and  bad.  "No  mat- 
ter how  much  money  you 
have  in  your  pocket,  you 


PARIS  Marionnaud 
had  big  losses 
and  accounting 
woes  last  year 


Billionaire 

Li  Ka-shing's  retail 

empire  includes 

6,200 

stores  operating 
under  15  brands  in 
31  countries 


Data: 


still  want  to   lool 
good      and      feel 
good,"  he  says. 
Europe  is  just  one 
^^^™  part    of  Chairmanl 

Li's  retail  puzzle.  A.S.  Watson's  flagshipl 
health-and-beauty  chain,  Watson's,  has] 
doubled  its  outlets  in  China,  to  131,  in  thel 
past  year  and  aims  to  have  200  byl 
yearend.  The  company  also  wants  to  addl 
10  ParknShop  hypermarkets  in  China  this! 
year  to  the  31  stores  it  already  has  there. | 
Wade  says  Watson  may  open  shops  in  In- 
dia next  year  and  is  looking  to  get  intol 
Russia.  In  the  U.S.,  Li  owns  34%  of  Price-| 
line.com  Inc.,  the  broker  of  discount  air- 
line tickets  and  hotel  bookings.  Sales  arej 
likely  to  hit  $980  million,  up  7%,  thisl 
year,  says  Standard  &  Poor's.  But  Watson] 
has  no  American  bricks-and-mortar  busi- 
nesses. In  part  that's  because  of  the  aver- 
sion Li's  group  has  to  the  U.S.,  wherel 
politicians  worry  about  his  close  ties  with  I 
the  Chinese  government.  The  U.S.  "hasl 
not  been  terribly  kind  to  us,"  says  Wade. 
Still,  opening  in  the  U.S.  "is  an  essential | 
step  if  you  want  to  be  global." 

TRICKY  LOYALTY  CARDS 

FIRST  HE'LL  HAVE  TO  fix  Marionnaud. 
The  company's  shares  dropped  33%  after 
management  admitted  to  myriad  ac- 
counting errors,  including  miscalcula- 
tions of  end-of-year  discounts  and  bad 
bookkeeping  for  loyalty-card  costs.  The 
announcement  followed  three  delays  in 
the  reporting  of  first-half  earnings.  Given 
Marionnaud's  $703  million  in  debt,  ana- 
lysts say  Hutchison  will  need  to  close 
dozens  of  stores,  a  tricky  task  for  a  foreign 
company  in  France.  Watson  "has  to  work 
hard  to  regain  Marionnaud's  high-fashion 
image,"  says  Manuelle  de  la  Riviere,  an 
analyst  at  Fideuram  Wargny,  a  Paris  bro- 
kerage. "They're  not  getting  people 
through  their  doors,"  adds  Karine  Peyre,  a 
cosmetics  and  toiletries  analyst  for  British 
market  researcher  Euromonitor  PLC. 

Wade  insists  that  by 
professionalizing  man- 
agement of  the  family- 
run  perfumery,  he'll  be 
able  to  turn  the  company 
around.  It  may  take  more 
than  that,  of  course,  to 
lure  fashion- conscious 
customers.  But  Hutchi- 
son has  billions  to  invest 
in  its  retail  empire.  And 
that  kind  of  money  never 
goes  out  of  style.  ■ 

-By  Bruce  Einhorn  in 

Hong  Kong  and  Rachel 

Tiplaay  in  Paris 
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FOR  SCALE  OUT 
SERVER  SOLUTIONS 


Businesses  need  to  boost  the 
performance  of  their  servers 
without  overwhelming  their  budgets. 
The  good  news  is  that  Insight  can 
help  you  do  more  for  less.  Our  server 
experts  can  devise  a  'Scale  Out' 
solution  that  allows  your  business  to 
improve  availability,  performance  and 
manageability  while  minimizing  the 
overall  capital  investment.  Find  out 
how  Insight  can  help  your  IT  dollars 
go  farther. 
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It  takes  local  talent  to  build 

WOriQ"C!3SS     Cliyl  flSS.  Since  Toyota  began  building  vehicles  in  the  U.S.  in  1986, 
we've  been  committed  to  investing  in  local  manufacturing.  Today  in  our  eight  U.S.  plants,  Toyota  team  members  build  engines, 
transmissions  and  cylinder  heads,  as  well  as  more  than  one  million  quality  cars  and  trucks  a  year*  And  with  two  more 
manufacturing  plants  under  construction,  our  growth  will  continue  to  be  powered  by  local  investment. 

"Toyota  components  and  vehicles  are  made  using  many  U.S.  sourced  parts.  5  2005 


toyota.com/usa 
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Pakistan's  Musharraf  Is 
Cozying  Up  to  Old  Rivals 


THE  ARREST  OF  A  TOP  AL  QAEDA  LEADER  in  Pakistan  in  early  May 
marked  another  win  for  President  Pervez  Musharraf.  He  is  al- 
ready held  in  high  esteem  in  Washington  for  his  role  in  the  war 
on  terror.  And  he  has  recently  returned  from  a  peacemaking  trip 
to  New  Delhi  that  was  key  to  his  effort  to  resolve  the  long-stand- 
ing Kashmir  dispute.  "His  body  language,     raf  came  to  power  in  a  1999  coup,  the  Presi- 


his  walk,  suggest  he  is  very,  very  comfort- 
able," says  Ayaz  Amir,  an  independent  po- 
litical analyst  based  in  Chakwal. 

But  the  question  is:  For  how  long?  Be- 
hind the  scenes,  a  power  struggle  is  brew- 
ing. Musharraf  is  under  pressure  from  the 
Muttahida  Majlis-i-Amal  (MMA),  a  band  of 
religious  parties  that  he  tapped  as  a  coali- 
tion partner  after  a  pro-Musharraf  party 
won  a  thin  majority  in  2002  parliamentary 
elections.  It's  an  uneasy  alliance:  Mushar- 
raf is  liberal-minded  and  pro-Western.  But 
the  MMA,  also  the  governing 
party  in  the  Northwest 
Frontier  Province  bordering 
Afghanistan,  is  increasingly 
pushing  its  right-wing  agen- 
da. It's  preparing  a  bill  that 
would  ban  women  from  ap- 
pearing in  advertisements. 
It's  preventing  male  doctors 
in  the  province  it  runs  from 
treating  women.  Moderate 
Muslims,  who  represent  the 
majority  of  Pakistanis,  fear 
that  more  extremist  restric- 
tions could  follow. 


MANEUVER  Can 

the  President 
play  the  middle 
against  the  right? 


Broken  Pledge 

THE  OTHER  ISSUE  dogging 
Musharraf  is  his  own  legiti- 
macy as  President.  He  prom- 
ised to  leave  the  army  and  ^^^~ 
give  up  his  rank  of  general  by  last  December, 
but  he  still  has  not  done  so.  Failure  to  honor 
that  pledge  damages  Musharraf  s  standing 
as  a  leader  to  many  Pakistanis,  and  abroad. 
So  to  distance  himself  from  the  religious 
parties  and  shore  up  his  power  base,  Mu- 
sharraf may  be  on  the  verge  of  a  remarkable 
political  turnabout.  After  spending  more 
than  five  years  condemning  former  Prime 
Ministers  Benazir  Bhutto  and  Nawaz  Sharif, 
who  have  been  living  in  exile  since  Mushar- 


dent  appears  to  be  reaching  out  to  these  ri- 
vals behind  the  scenes.  By  offering  some 
power  to  Bhutto's  Pakistan  People's  Party 
(PPP)— the  largest  national  party— and 
Sharif  s  faction  of  the  Pakistan  Muslim 
League,  Musharraf  is  hoping  to  win  their 
support  to  stay  on  for  five  more  years  as 
President,  after  general  elections  are  held  as 
scheduled  in  2007,  or  earlier.  Aligning  with 
the  centrist  parties  also  helps  polish  his  im- 
age in  the  West.  Washington  is  already  ap- 
plauding. "President  Musharraf  is  reaching 
out  to  mainstream  politicians  as 
part  of  his  effort  to  move  ahead 
with  his  programs  for  Pakistan," 
says  a  State  Dept.  official. 

Musharraf  moved  decisively 
in  December  by  freeing  Bhutto's 
husband,  PPP  leader  Asif  Ali 
Zardari,  after  eight  years  in  jail 
on    corruption    charges.    That 
came  after  the  religious  parties 
criticized  Musharraf  for  holding 
on  to  his  army  title.  Musharraf  s 
government  has  launched  talks 
with  Bhutto's  and  Sharif  s  par- 
ties. Both  exiled  leaders  are  eager 
to  reenter  politics.  "We  want  free 
and  fair  elections  in  2005— and  the 
army  to  go  back  to  the  barracks,"  says 
Taj  Haider,  central  information  secre- 
tary of  the  PPP.  Pundits  believe  that,  as 
part  of  a  deal  to  secure  the  PPP's  back- 
ing for  him  to  remain  President,  Musharraf 
would  give  up  his  army  post. 

Will  Musharraf  s  courting  of  the  centrist 
opposition  be  enough  to  neutralize  the  reli- 
gious parties?  In  the  short  term,  probably 
yes.  But  President  Musharraf  would  still 
have  to  explain  to  voters  why  he  reneged  on 
a  vow  to  ban  Bhutto  and  Sharif  from  poli- 
tics forever.  Pakistan's  democratic  transi- 
tion is  still  a  work  in  progress.  ■ 

-By  NaweenA.  Mangi  in  Karachi 


GLOBAL 
WRAPUP 

IRAN'S  ELECTION  RACE 
HEATS  UP 

THE  EARLY  favorite  to  win 
Iran's  June  17  presidential 
election  is  Hashemi  Rafsanjani, 
who  announced  his  candidacy 
on  May  10.  Rafsanjani,  who 
served  as  President  in  1989-97, 
is  considered  a  pro-business 
moderate  and  asserts  that  he  is 
the  leader  to  ease  tensions  with 
the  U.S.  He  is  attracting  those 
former  supporters  of  outgoing 
reformist  President  Mohammed 
Khatami  who  want  to  avoid 
further  consolidation  of  power 
by  ideological  conservatives. 
Rafsanjani  may  still  face  a 
battle.  He  is  a  controversial 
figure  blamed  for  human  rights 
abuses.  His  critics  charge  that 
he  has  benefitted  economically 
from  his  longtime  status  as  a 
power  broker.  He  suffered  a 
poor  showing  in  the  2000 
parliamentary  elections. 
Whether  he  has  the  energy  at 
age  70  to  push  through  major 
reforms  is  also  a  question  mark. 

ANOTHER  DEFEAT  FOR 
GERMANY'S  SPD? 

VOTERS  ARE  expected  to 
deliver  a  huge  setback  to 
German  Chancellor  Gerhard 
Schroder  in  elections  in  North 
Rhine-Westphalia  on  May  22. 
The  Christian  Democrats  look 
set  to  take  control  from 
Schroder's  Social  Democrats, 
who  have  led  the  state  for  39 
years.  A  survey  by  Berlin 
pollster  Forsa  shows  the 
Christian  Democrats  winning 
the  election  45%  to  34%.  There 
is  even  speculation  that  a 
defeat  for  the  Social  Democrats 
in  Germany's  most  populous 
state  may  prompt  Schroder  to 
resign.  Most  analysts  think 
he'll  tough  it  out  until  national 
elections  in  2006,  hoping  that 
an  economic  upswing  will 
restore  his  popularity.  He's 
likely  to  veer  left  to  fire  up  his 
party's  core  voters. 
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AS  SOON  AS  CARS  RUN  ON  A  TANK  OF  GOOSE  DOWN 
WE'LL  MAKE  ONE  KIND  OF  SOFTWARE  SOLUTION. 


Viui  business  is  unique.  Your  goals  ,ire  defined.  But  the  issues  you  deal  with  ever)  da\  are  complex.  Which  is  win  SAP 
makes  modular  software  solutions  tor  the  business  you're  in.  Whether  you're  a  large  compam  or  a  not-so-large  company. 
\\  hether  you're  into  fossil  fuel  or  feathers.  We  have  an  SAP'  solution  for  you  -  and  it's  grounded  in  our  years  of  working 
with  the  best-run  businesses  in  your  industry.  Because  we  know  business  fundamentals.  And  we  know  what  makes  your 
business  fundamentally  different.  And  so  Joes  our  software.  Visit  sap.com/unique  or  call  800  880  1727  to  see  how 
we  can  help  your  busines 


THE  BEST-RUN  BUSINESSES  RUN  SAP 
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Operational  Bl 
Comes  oF  Age 

Companies  are  now  starting  to  use  business  intelligence 
in  non-traditional  and  unexpected  ways. 


usiness  intelligence  has 
traditionally  looked  backward.  At  the  end  of  the 
week,  a  business  analyst  would  crunch  numbers 
and  produce  a  report  that,  for  example,  told  a  de- 
tergent maker  how  many  more  sales  it  would  have 
made  if  products  had  been  diverted  to  other  stores 
in  its  Midwest  region. 

That  backward-looking  focus  is  becoming  a  thing 
of  the  past.  Companies  now  are  placing  Bl  into  op- 
erational applications,  and  it  has  expanded  from  a 


mere  strategic  analytical  tool  to  the  front  lines  in 
business  operations.  Because  of  this  expansion, 
front-line  workers  have  the  insights  they  need  while 
they  are  making  decisions  about  a  product,  cus- 
tomer, partner  or  supplier,  instead  of  two  or  three 
days  after  the  fact  when  the  opportunity  is  gone. 

For  instance,  operational  Bl  informs  store  man- 
agers how  products  sell  on  an  hourly  basis.  That  in- 
formation, combined  with  weather  forecasting  and 
predictive  models,  guides  the  managers  on  what 
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uzuki  Rates 
With  Hyperion 

The  American  Suzuki  Motor  Cor- 
poration (ASMC)  manages  1,700 
dealerships  in  49  states.  Four 
years  ago,  the  Automotive  Service 
Division  sought  to  measure  dealer 
warranty  and  service  perfor- 
mance. Today,  using  its  Hyperion 
Business  Intelligence  Platform, 
decision  makers  scattered  across 
the  U.S.  receive  easy-to-use  dash- 
boards  highlighting  warranty 
claim  and  external  customer 
satisfaction. 

ASMC  employees  are  now 
equipped  work  with  their  local 
dealers  to  improve  performance. 
In  addition  to  making  visible  differ- 
ences to  customers,  the  claim 
submission  process  is  improved 
so  that  paperwork  is  more  accu- 
rate and  claims  are  paid  more  effi- 
ciently, saving  time  and  money  for 
both  dealers  and  ASMC. 

"With  our  Hyperion  solution,  we 
have  the  flexibility  to  rate  dealer 
performance  on  a  number  of  dif- 
ferent objective  criteria,"  said 
Claire  Ashby,  data  warehouse  spe- 
cialist, "We  even  grant  dealers 
warranty  claim  self-authorization 
status  based  on  scores  presented 
in  dealer  performance  reports." 

http://www.hyperion.com/ 
customers/ 


products  to  mark  down  the  following  week. 
When  embedded  into  call  centers,  Bl 
routes  data  through  analytic  applications 
so  call-center  agents  can  treat  different 
customers  differently.  A  customer  with  a 
high  customer-lifetime-value  who  com- 
plains of  a  defective  product  would  get  an 
apology  and  have  a  replacement  shipped 
out  for  free.  A  customer  with  a  low  lifetime 
value  would  get  the  same  apology  but  be 
told,  "We'll  get  that  replacement  part  to 
you  right  away.  How  do  you  want  to  pay  for 
the  overnight  shipment?" 


technology.  And  leading  vendors  say  thatl 
implementations  in  the  tens  of  thousands| 
are  not  uncommon. 

Rich  Clayton,  vice  president  of  productl 
marketing  for  Hyperion  Solutions,  offers  asl 
an  example  a  huge  defense  contractor! 
client  with  more  than  159,000  employees. 
For  this  large  aerospace  concern,  "everyl 
manager,  which  is  one  out  of  every  seven | 
employees,  is  on  a  Bl  system,"  he  says. 

With  that  many  people  using  the  sys- 
tem, it's  critical  that  data  is  made  as  ho-l 
mogenous  as  possible,  so  that  an  answerB 


For  IT,  It's  a  Process 

What  are  the  most  urgent  improvements  your  IT  organization  needs  to 
make  to  support  your  business? 


36% 


How  applications  better  fit  our  business  processes 


35% 


Improve  access  to  relevant  info/data 


32% 


Better  systems  for  communications/collaboration 


Lower  cost  to  develop/deploy  apps 


26% 


Improved  security  of  information 


23% 


23% 


Lower  costs  of  underlying  IT  infrastructure 


20% 


Faster  development/deployment 


15% 


Near  real-time  monitoring  of  business  processes 
■■■■    6'-', 
Visibility  of  apps'  underlying  IT  infrastructure 
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Source:  IDC  survey  of  204  IT  executives 
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In  a  few  years,  some  experts  expect,  call- 
center  applications  will  be  embedded  with 
intelligent  agents  that  will  read  the  anger 
level  of  callers  going  through  voice-response 
prompting  systems.  Such  capabilities  are 
already  trickling  into  large  enterprises.  In 
the  future,  the  systems  will  play  subliminal 
messages  to  calm  the  caller  while  alerting 
call-center  workers  what  to  expect  before 
they  pick  up  the  telephone. 

Small  Deployments 

Operational  Bl  now  largely  focuses  on 
small  (fewer  than  25  users)  deployments, 
according  to  a  recent  study  by  Ventana  Re- 
search. The  study  suggests,  however,  that 
large-scale  deployments  of  1,000  or  more 
users  will  grow  rapidly  as  companies  rec- 
ognize the  value  of  and  gain  trust  in  the 


from  accounting  is  an  apples-to-apples 
comparison  with  a  similar  number  from 
manufacturing.  "There  is  a  significant  stan- 
dardization effort  to  provide  information  in 
a  consumable  format  for  every  manager  in 
a  company,"  Clayton  says. 

As  companies  expand  their  use  of  oper- 
ational Bl,  they  will  need  a  new  mindset  as 
much  as  new  technology.  Companies  need 
to  become  process,  rather  than  data,  cen- 
tric and  understand  how  data  flows 
throughout  the  extended  value  chain.  "The 
Bl  world  has  done  it  backward,"  says  Henry 
Morris,  an  analyst  with  International  Data 
Corp.  (IDC).  "People  just  put  all  this  data  in 
the  data  warehouse  and  then  see  what 
they  can  do  with  it." 

The  real  questions  are:  What  kind  of 
process  would  a  company  build  if  it  had  a 
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By  freeing  the  information  trapped  in  different  ERP  systems  you  can  have  true  performance 
visibility  across  both  financial  and  operational  data.  Together.  That's  exactly  what  you  get  with 
the  Hyperion  Business  Intelligence  Platform.  See  what  happens  when  you  transform  business 
intelligence  into  Business  Performance  Management  at  www.hyperion.com 


more  intelligent  way  to  make  decisions  on 
credits  and  other  operational  matters? 
What  kind  of  data  would  it  need? 

Operational  Bl  starts  by  asking  what  out- 
come company  officials  want,  rather  than 
seeing  what  data  is  lying  around  and  then 
generating  a  report.  It  truly  works  when 
managers  forget  it  exists  and  the  technol- 
ogy becomes  a  seamless  and  invisible 
part  of  the  business  process. 

Asking  New  Questions 

In  the  past,  Bl  has  been  used  for  strategic 
decisions  that  were  broad  in  scope  but 
made  infrequently,  such  as  Do  we  acquire 
company  X  or  company  Y?  Is  it  time  to  dis- 
continue a  product  line  and  start  a  new 
one?  Operational  Bl,  on  the  other  hand,  fo- 
cuses on  more  restricted  but  more  com- 
mon questions:  Are  these  transactions 
evidence  of  fraud?  Do  we  extend  credit  to 
this  customer? 

"Organizations  constructed  glorious  Bl 
systems  and  data  warehouses  that  went 
unused  until  they  built  that  analytic  output 
into  some  operational  context,"  says  Doug 
Laney,  co-founder  of  Evalubase  Research. 

The  operational  use  of  Bl  is  expanding 
quickly  beyond  executive  dashboards,  the 
Web-based  information  systems  that 
track  company  performance.  Perfor- 
mance management  is  aligning  organiza- 
tional resources  with  business  operations 
and  goals.  It  is  also  the  "feedback  loop" 
used  to  refine  strategy  based  on  achiev- 
ing set  objectives.  Analytics  defines,  mea- 
sures and  tracks  the  information  about 
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those  business  goals  and  results. 

This  type  of  data  ripples  throughout  the 
organization  in  powerful  and  unexpected 
ways.  Take  a  sales  rep  who  just  closed  a 
big  deal.  While  he  is  popping  open  cham- 
pagne, "someone  in  the  finance  depart- 
ment may  be  pulling  out  his  hair  because 
the  customer  who  is  buying  a  lot  never 
pays  on  time,"  says  Roman  Bukary,  vice 
president  of  analytics  applications  at  SAR 


line  workers.  The  sales  rep  may  act  in  a 
different  way  depending  on  whether  the 
corporate  objectives  are,  say,  improving 
top-line  growth  or  profitability. 

Start  With  an  Easy  Win 

Operational  Bl  often  can  provide  several 
benefits  at  once.  Take  an  automobile  man- 
ufacturer that  is  required  by  law  to  identify 
the  early  warning  signs  of  defective  tires. 


7  Biggest  Development  Challenges 


47%    Assuring  high  data  quality 


36%    Supporting  highly  complex  conceptual  data 


33%     Integrating  with  other  applications 


31%     Finding  competent  developers 


34%    Supporting  access  to  intra-day  real-time  data         30%     Implementing  security  infrastructure 


34%    Assuring  application  reliability 


Source:  Ventana  Research  survey  of  102  executives 


By  providing  the  right  information  to  the 
sales  rep  at  the  right  time,  Bukary  says, 
the  salesman  can  negotiate  with  the  cus- 
tomer on  new  payment  terms,  connecting 
the  sales  activity  to  the  financial  require- 
ments in  a  single,  seamlessly  integrated 
business  process.  By  putting  analytics  in 
the  context  of  the  sale— such  as  a  cus- 
tomer credit  score  or  the  profitability  mar- 
gin of  the  customer— the  sales  rep  can 
alter  his  decisions  at  the  point  of  interac- 
tion, where  it  has  the  most  impact. 

In  this  manner,  operational  Bl  helps  tie 
corporate  objectives  to  the  actions  of  front- 


Once  They  Get  It,  They  Use  It 

How  frequently  are  business  intelligence  applications  used  for  operations? 

9% 


12% 


36% 


At  least  once  an  hour 

At  least  once  a  day,  but  less  than  once  an  hour 

At  least  once  a  week,  but  less  than  once  a  day 

At  least  once  a  month,  but  less  than  once  a  week 

At  least  once  a  quarter,  but  less  than  once  a  month 

Less  than  once  a  quarter 

Don't  know 


28% 


Source:  Ventana  Research  survey  of  403  middle  and  senior  managers  worldwide 


"If  you  have  better  early  warning  of  product 
defects,  you  might  be  able  to  give  guid- 
ance to  service  technicians  about  what 
they  need  to  do  when  they  see  certain 
symptoms,  thus  improving  customer  satis- 
faction," says  IDC's  Morris. 

Given  the  wide-ranging  impact  of  opera- 
tional Bl,  it's  no  wonder  the  technology 
becomes  so  important  so  quickly.  Accord- 
ing to  the  Ventana  Research  study,  48  per- 
cent of  the  people  who  used  operational  Bl 
applications  access  them  on  a  daily  basis. 
Only  15  percent  access  these  applications 
monthly  or  less.  This  frequency  shows  that 
Bl  is  a  key  tool  for  managing  daily  and  even 
hourly  operations. 

The  easiest  place  to  launch  an  opera- 
tional Bl  initiative  is  often  at  the  depart- 
mental or  workgroup  level,  allowing  those 
organizations  to  turn  to  their  own  IT  de- 
partments. "The  best  practice  is  to  start 
with  a  single  issue  or  process  and  work 
your  way  up,"  says  Karen  Williams,  vice 
president  of  Bl  marketing  at  Cognos.  "You 
can't  cover  the  entire  company  with  the 
first  implementation." 

Departmental  implementations  can 
often  establish  a  clear  relationship  be- 
tween the  Bl  project  and  the  results  the 
company  wants  to  achieve.  A  manufac- 
Continued  on  page  9 
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Who  Do  You  Trust? 


etting front-line  work- 
ers to  trust  operational 
business  intelligence 
isn't  always  easy.  Many 
workers  are  reluctant  to  give  over  intu- 
itive decision-making,  especially  when 
there  are  occasional  glitches  in  the  data. 

That's  one  reason  strong  executive 
sponsorship  is  important  for  operational 
Bl  initiatives.  Henry  Morris,  an  analyst 
at  International  Data  Corp.  (IDC),  recalls 
a  bank  that  had  customer  segment  man- 
agers who  decided  what  promotions 
to  do  and  then  sent  those  recommen- 
dations to  front-line  people  in  the  call 
center.  "There  was  a  problem  getting 
front-line  people  to  use  those  recom- 
mendations," he  says.  "These  people 
felt  they  knew  their  customers  and 
wanted  to  use  their  own  gut  sense." 

"Often,  people  don't  trust  the  data  in 
a  new  analytic  application  because  it  is 
different  than  what  they  are  used  to  see- 
ing," says  Wayne  Eckerson,  director  of  re- 
search at  The  Data  Warehousing  Insti- 
tute. "The  technical  team  needs  to  rec- 
oncile the  data  in  the  new  application 
with  existing  applications  to  prove  the 
data  is  reliable  and  trustworthy." 

Using  Metadata 

Oneway  to  help  build  trust  in  operational 
Bl  is  through  metadata,  which  shows 
where  the  data  was  created  and  where 
it  was  calculated.  Metadata  is  the  data 
that  describes  the  data. 

Metadata  becomes  much  more  im- 
portant in  operational  Bl  because  deci- 


sions are  being  made  on  data  that  is 
more  granular  than  the  data  that  is  used 
in  traditional  Bl,  says  Doug  Laney,  co- 
founder  of  Evalubase  Research.  In  many 
Bl  projects,  though,  metadata  "is  put  on 
the  back  burner,"  he  says.  "And  that 
comes  back  to  burn  you." 

"You  need  to  deliver 

data  in  the  right  level 

of  detail  and  structure 

to  be  consumed." 

—Doug  Laney,  Evalubase 

The  reason  for  the  lack  of  emphasis 
is  that  many  stakeholders  and  execu- 
tives don't  understand  the  need  for 
metadata  up  front.  They  just  want  the 
data,  and  the  metadata  is  seen  as  a 
"nice  to  have."  However,  when  the  data 
arrives,  those  same  executives  sud- 
denly discover  an  intense  interest  in 
knowing  its  origins. 

"Both  a  good  project  manager  and  ar- 
chitect know  these  questions  are  going 
to  come  up,  and  they  build  the  metadata 
development  into  the  project,"  Laney 
says.  "People  want  to  have  continuous 
knowledge  of  where  this  data  is  coming 
from,  how  it  got  there,  and  why  they 
should  trust  it." 

At  the  same  time,  companies  must 
be  careful  about  the  kind  of  metadata 
they  provide.  "A  metadata  zealot  can 
really  suck  a  project  dry  getting 
overzealous  about  what  kind  of  meta- 


data is  delivered,"  Laney  says.  Such 
things  as  taxonomy— a  classification 
scheme  that  is  interesting  in  a  theoret- 
ical or  academic  sense— aren't  neces- 
sarily of  use  to  business  users. 

"Casual  users  want  to  be  spoon-fed 
results,"  he  says.  "The  more  textual  the 
presentation,  the  better.  Power  users 
might  want  more  detail  so  they  can  drill 
down  into  the  data.  They  want  a  sound 
bite  in  their  head,  not  a  whole  pie  chart 
in  their  head." 

Some  of  the  most  successful  projects, 
Laney  notes,  have  addressed  the  meta- 
data issue  by  putting  up  a  Web  site  that 
explains  what  the  fields  in  a  report 
mean,  where  the  information  comes 
from,  and  how  frequently  it's  updated. 

The  People  Factor 

Still,  even  the  best  operational  Bl  has 
limits.  Human  beings  can  compensate 
for  some  data  quality  and  cleanliness 
with  the  fudge  factor.  "That's  why  hu- 
mans have  to  be  involved  in  the 
process,"  Laney  says.  "You  need  to  de- 
liver data  in  the  right  level  of  detail  and 
structure  to  be  consumed." 

Even  something  as  apparently  simple 
as  inventory  is  trickier  than  it  might 
seem.  For  instance,  a  sudden  spike  in 
sales  might  cause  a  demand-planning 
application  to  issue  a  purchase  order  to 
suppliers  for  more  raw  materials.  How- 
ever, the  application  must  be  fine-tuned 
to  appreciate  that  one  monthly  fluctua- 
tion doesn't  necessarily  represent  a 
trend  that  will  continue.  ■ 
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for  every  department  thanks  to  the  world's  only  integrated  business 
intelligence  platform.  Excellence  everywhere. 
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Continued  from  page  5 
turer  that  monitors  quality  and  thus  re- 
duces the  scrap  rate  of  raw  material  so 
more  finished  goods  are  produced  can  in- 
stantly see  the  benefits  of  operational  Bl. 
In  this  way,  operational  Bl  gets  around  the 
criticism  that  has  bogged  traditional  Bl  in 
the  past— how  can  it  be  measured? 

Wayne  Eckerson,  director  of  research  at 
The  Data  Warehousing  Institute,  notes  that 
departmental  implementation  can  create 
the  potential  problem  of  analytic  silos.  Still, 
many  companies  have  difficulty  turning 
a  departmental  Bl  application  into  an 
enterprise-wide  deployment.  "The  busi- 
ness isn't  sure  how  to  turn  over  an  analyti- 
cal application  to  a  centralized  IT  group 
that  they  distrust  and  see  as  fixated  on 
standards  as  opposed  to  business  value." 

One-off  projects,  in  a  sense,  can  become 
victims  of  their  own  success.  Experts  say 
there  will  be  increasing  pressure  on  IT  to 
think  about  Bl  at  the  inception  of  any  new 
application,  whether  it's  homegrown  or  off- 
the-shelf.  Companies  need  a  centralized 
strategy  so  they  don't  end  up  with  five  dif- 
ferent tools  in  five  different  departments. 

"It's  hard  for  CFOs  to  sign  off  on  a 
$2-million  systems  reengineering  project," 
Hyperion's  Clayton  says.  So  companies 
that  focus  on  departmental  Bl  implemen- 
tations still  "need  some  master  data  plan 
for  the  company,"  he  says. 


Bl  Resources 

Business  Objects  SA 

http://www.businessobjects.com 

Coqnos  Inc. 
http://www.cognos.com 

Deltek  Systems  Inc. 

http://www.deltek.com 

Hyperion  Solutions  Corp. 

http://www.hyperion.com 

IDC  Business  Intelligence  and 
Business  Process  Forum  East 

http://www.idc.  com/BleastOS 

SAP  AG. 

http://www.sap.com 

The  Data  Warehousing  Institute 

http://www.tdwi.org 


Sharing  the  Intelligence 

Users  intend  to  expand  their  operational  Bl  deployments. 


61% 


Add  more  info  to  existing  applications 


51% 


Deploy  more  operational  Bl  apps 
Add  more  ways  to  access  existing  apps 

Add  more  interactivity  to  existing  apps 

■■■■■■■■■■■■    25% 
Expand  current  pilot  to  full  deployment 

§■■1    8% 
Do  nothing 

■    4% 
Limit  existing  app  to  existing  information 

I    3% 

Limit  existing  app  to  current  users 


I    34% 
33% 
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Source:  Ventana  Research  survey  of  395  middle  and  senior  managers  worldwide 
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"To  be  successful,"  says  Rick  Lowrey,  ex- 
ecutive vice  president  of  Deltek  Systems, 
"companies  must  mine  key  information, 
understand  the  business  processes  and 
match  them  to  the  strategy  of  the  business." 

People  and  Data  Issues 

According  to  the  Ventana  Research  study, 
the  biggest  development  challenges  to  op- 
erational Bl  are  data-related  issues  such  as 
assuring  data  quality  (47  percent),  support- 
ing highly  complex  conceptual  data  models 
(36  percent)  and  supporting  access  to 
intra-day  real-time  data  (34  percent). 

Operational  Bl  applications  can  have 
rigid  demands,  combining  structured  and 
unstructured  data  in  a  single  view.  "There 
is  a  trend  to  standardize  processes  across 
the  whole  organization  to  achieve  a  single 
version  of  the  truth,"  says  Cognos'  Williams. 
But  because  data  is  coming  from  multiple 
systems,  in  batch  and  real-time  mode,  ana- 
lysts say  that  companies  need  a  robust, 
highly  scalable  and  extensible  platform. 

"Most  processes  are  cross-functional, 
but  a  lot  of  data  is  collected  functionally," 
Williams  says.  "It  is  important  to  get  a  pic- 
ture across  different  functions  to  look  at 
the  whole  process." 

However,  people  and  cultural  issues  are 
at  least  as  important  as  business  process 
or  technical  stumbling  blocks.  IDC's  Morris 
notes  that  "organizational  issues  trump 
technical  ones."  Data  doesn't  become  in- 
tegrated because  people  won't  share  their 


data  or  because  companies  haven't  de- 
cided who  is  responsible  for  maintaining 
the  data.  Partly  because  of  this,  IT 
shouldn't  discuss  interactivity  or  data 
needs  before  understanding  the  business 
challenges  in  a  solid  way. 

Properly  integrating  Bl  with  operational 
applications  remains  a  challenge  as  weN. 
"You  have  to  understand  the  environment 
everyone  works  in,"  says  Lance  Walter, 
global  vice  president  of  product  marketing 
at  Business  Objects. 

In  the  past,  Bl  implementations  often 
assumed  that  browsers  and  portals  were 
the  key  to  presenting  information.  "But 
most  people  don't  spend  all  day  in  a  por- 
tal," Walter  says.  "You  need  to  understand 
the  different  ways  people  work  and  fit  into 
office  applications  and  e-mail." 

Indeed,  in  the  Ventana  Research  study, 
e-mail  was  the  most  important  means  of 
information  redistribution,  cited  by  74  per- 
cent of  those  surveyed.  Operational  Bl  ap- 
plications must  be  integrated  with  e-mail 
to  facilitate  joint  management  of  goals, 
forecasts  and  plans. 

The  most  important  ad  hoc  capability, 
cited  by  81  percent  of  those  surveyed,  was 
the  ability  to  export  to  Excel.  Excel  should 
not  be  "viewed  as  a  demon  to  be  excised 
but  as  an  asset  to  be  embraced  and  man- 
aged," Ventana  notes.  One  way  to  achieve 
this:  deliver  reports  already  in  Excel  formats 
to  assure  consistency  of  use  and  re-use. 

How  is  operational  Bl  being  used?  The 
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most  common  form  of  analysis,  cited  by  83 
percent  of  respondents  in  the  Ventana  Re- 
search study,  was  comparison  of  actual  to 
plan,  forecast  or  variance.  Also  important 
were  key  performance  indicators  (KPIs), 
the  ability  to  uncover  threats  and  opportu- 
nities, root-cause  analysis  and  a  complete 
customer  view. 

Cultural  Changes  Required 

Rolling  out  Bl  to  non-power  users  also 
brings  up  unexpected  cultural  issues.  Busi- 
ness Objects'  Walter  recalls  a  company 


implications  of  data  they  couldn't  see  be- 
fore. "People  may  need  to  get  accustomed 
to  reviewing  and  understanding  the  score- 
card,"  says  Deltek's  Lowrey.  Workers  may 
also  need  to  learn  how  to  interpret  the  infor- 
mation on  the  screen  and  acquire  a  better 
sense  of  how  the  business  measures  itself. 
This  corresponds  to  "a  broader  recogni- 
tion that  employees  have  to  react  on  a 
daily  basis  to  high-end  strategies,"  Lowrey 
says.  "Companies  have  migrated  away 
from  rigid  planning  processes  to  be  more 
real  time  in  navigating  their  businesses." 


Where  Are  the  Operational  Bl  Stumbling  Blocks? 


25% 


30% 


Cultural:  organization  had  divergent  agendas 
Business:  business  rationale  or  purpose 
Operational:  IT  team  encountered  execution  difficulties 
Technical:  software  couldn't  do  what  it  needed  to  do 


22% 


Source:  Ventana  Research  survey  of  101  middle  and  senior  managers  worldwide 


that  adopted  a  Bl  tool  that  allowed  man- 
agers to  track  key  metrics  of  groups  on  a 
daily  basis  to  see  how  they  were  doing. 
From  a  Bl  vendor  perspective,  that 
sounded  like  a  panacea.  However,  one 
manager  at  the  company  said,  "If  you  can 
do  that,  you  can  give  my  boss  the  same 
level  of  direct  access  to  information  about 
me."  Which  was  true.  But  accepting  that 
was  a  large  cultural  change  in  a  company 
where  managers  were  used  to  preparing 
their  data  on  spreadsheets  and  presenting 
that  to  their  bosses. 

The  largest  challenge  of  training  isn't  so 
much  about  how  to  use  the  Bl  tools,  but  in 
helping  non-power  users  understand  the 


Not  surprisingly,  58  percent  of  the  re- 
spondents in  the  Ventana  Research  study 
said  executive  mandates  were  the  reason 
for  deployment.  About  50  percent  cited 
using  business  cases  as  well  as  some 
form  of  user  involvement  and  total  cost  of 
ownership  (TCO)  calculation.  The  per- 
ceived application  success,  Ventana 
found,  was  significantly  higher  for 
organizations  that  involved  users  in  gather- 
ing the  applications'  requirements. 

"The  technology  is  finally  helping  to 
make  Bl  more  democratic,"  says  SAP's 
Bukary.  "Business  users  have  always 
wanted  and  needed  access  to  this  kind  of 
information,  and  now  they  have  it."  ■ 
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How  CEO  Larry 
Glasscock  keeps 
WellPoint  so  fit 


UNLIKE  MANY  CHIEF  Ex- 
ecutives who  decided 
early  in  life  what  they 
wanted  to  be  when  they 
grew  up,  Larry  C.  Glass- 
cock didn't  have  a  clue. 
And  when  he  was  dig- 
ging holes  for  a  fence  company  to  put 
himself  through  college,  the  idea  that  he 
would  someday  be  a  corporate  titan  and 
earn  a  titanic  salary  seemed  pretty  far- 
fetched. At  that  point,  he  couldn't  even 
imagine  scpaping  together  enough  cash 
to  buy  the  one  thing  he  coveted,  a 
Corvette.  "I  never  had  a  notion  that  I 
would  be  a  CEO,"  he  says.  "All  I  knew  was 
I  wanted  to  provide  well  for  my  family." 

Glasscock,  57,  who  followed  one  of 
Corporate  America's  more  winding  career 


HOOSIERHERO 

The  stock  has 
zoomed  85% 
since  October 


paths  to  the  executive  suite,  eventually 
got  the  Corvette.  Now,  as  chief  executive 
officer  of  WellPoint  Inc.,  the  $45  billion-a- 
year  health-care  company  that  runs  Blue 
Cross  Blue  Shield  Assn.  plans  in  13 
states,  he  certainly  has  no  trouble  provid- 
ing for  his  family.  Along  with 
his  regular  pay,  which  totaled 
$5.6  million  last  year,  he 
reaped  a  $42.5  million  stock 
windfall  in  2003  for  merging 
the  company  he  ran,  Indiana 
health  insurer  Anthem  Inc., 
with  WellPoint  in  California 
in  a  complex  deal  that  closed 
just  last  fall. 

Critics  lambaste  such  payouts  for 
health-care  executives,  calling  them  of- 
fensive when  millions  of  Americans  can't 


The  Best  Performers 


even  afford  coverage.  Glasscock  rel 
sponds:  "I  think  the  board  ties  nr| 
compensation  to  what  I  produce. 
And  Wall  Street  clearly  believe:] 
Glasscock  has  earned  his  pay:  Th^ 
company's    shares    have    soarec 
from  73  last  October  to  135.  Leg* 
Mason     Inc.  analyst  Thomas  A| 
Carroll  describes  Glasscock  as 
"nuts  and  bolts"  manager  who  u] 
avoiding  the  operational  glitches  S(| 
common  in  mergers  of  this  size  I 
With  its  28.5  million  members! 
WellPoint   is    now   the   nation' 
biggest  health  insurer;  the  compaj 
ny  ranks  35th  on  this  year's  Busij 
nessWeek  50  list  of  top  performers  | 

FOLLOWING  ADVICE 

GLASSCOCK'S  STORY  is  typical 
one  way:  He  managed  to  meet  the 
right  people  and  knew  enough  tc 
follow  their  career  advice.  He  wa 
born  in  tiny  Cullman,  Ala.,  and  wa 
raised  in  a  Cleveland  suburb  where 
his  father  had  found  a  job  in  a  bat-j 
tery  factory.  His  mother  was  a  wait-^ 
ress   who   later   owned   a   small 
restaurant.  The  eldest  of  seven] 
Glasscock  grew  up  in  a  two-bed-| 
room  house;  his  dad  carved  out  ex- 
tra rooms  in  the  attic.  " 'Modest  I 
would   probably  be   a  generous] 
word,"  he  says  of  family  finances. '. 
high  school,  Glasscock  worked  at 
Ball  Corp.  factory,  making  rubbei| 
seals  for  containers.  Of  his  later  ex- 
perience installing  fences,  he  says- 
"I  got  paid  by  the  foot.  You  learn| 
about  incentives  early  that  way." 

Genial  and  self-effacing,  Glass-I 
cock  also  had  a  talent  for  network-l 
ing.  After  he  earned  a  bachelor's  de-| 
gree   in  business   administratior 
from  Cleveland  State  University  inl 
1970,  one  of  the  owners  of  the  fence  com-| 
pany  introduced  him  to  officials  at  the 
bank  that  became  Ameritrust  and  is  no\ 
part  of  KeyCorp.  Glasscock  started  out  in| 
human  resources  and  worked  there  foi 
years  before  being  promoted.  During  that 
time,  a  manager  saw  some  po- 
^     tential   and   began   pushingl 

•  him:  As  an  eager  24-year- old, I 

Glasscock  made  presentations! 
to  the  board.  "He  just  never 
quit  learning,"  recalls  John  H. 
Rogers,  his  first  mentor. 

Glasscock  stayed  at  the 
bank  for  two  decades,  living  I 
comfortably,  usually  at  home  for  dinner! 
with  his  wife,  Lee,  whom  he  met  in  high  I 
school,  and  daughter  and  son.  In  1987,1 
Glasscock  was  recruited  to  serve  on  thef 
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In  an  unpredictable  environment,  great  ability  doesn't 
always  equal  high  performance,  unless  it's  matched  by 
great  adaptability.  To  see  how  we  can  help  your  business 
become  a  high-performance  business,  visit  accenture.com 
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Running  a  business? 
Get  the  expert  advice  you  need. 

Today. 


Introducing  BusinessWeek  Online  Courses,  a  series  of  free, 
instructor-led  tutorials  designed  to  help  you  meet  -  and  conquer  - 
the  day-to-day  challenges  of  running  your  own  business. 

Enroll  in  BusinessWeek  Online  Courses  and  get  personal,  expert 
advice  from  our  live  instructors.  Learn  about: 

•  Raising  capital 

•  Drafting  a  winning  business  plan 

•  Designing  and  equipping  the  ultimate  home  office 

•  Going  wireless 

Register  today  to  take  advantage  of  the  opportunity  to  get  schooled 
by  the  best.  Classes  are  free  and  available  now  at: 

sponsored  by 

www.bwcourses.com    Microsoft 
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board  of  a  Blue  Cross  Blue  Shield  licensee 
in  southern  Ohio,  an  experience  that 
piqued  his  interest  in  health  care. 

"GREEDY  GOLDEN  PARACHUTES" 

AFTER  A  FEW  DETOURS,  Glasscock  was 
hired  to  revive  a  troubled  Blue  Cross  Blue 
Shield  operation  in  Washington,  D.C., 
merging  it  in  1998  with  a  Maryland  affil- 
iate of  the  Blue  network.  He  was  then 
(asked  to  return  to  the  Midwest  to  help 
lead  Anthem.  Running  a  health  insurer, 
[he  says,  is  much  like  running  a  bank: 
'"They  are  customer-oriented  businesses. 
The  computer  systems  are  extremely  im- 


As  an  industry  leader,  Glasscock  must 
wresde  with  such  pressing  public  issues  as 
serving  America's  45  million  uninsured,  a 
challenge,  particularly  for  someone  who 
even  admirers  such  as  Carroll  say  isn't  "a 
visionary  kind  of  CEO."  As  a  partial  solu- 
tion, he  is  championing  the  $80-a-month 
insurance  developed  at  the  old  WellPoint, 
mosdy  for  those  Glasscock  calls  the 
"young  invincibles,"  people  aged  19  to  29 
who  choose  not  to  buy  coverage  even 
though  they  could  afford  it.  The  company 
lobbies  for  tax  credits  that  would  encour- 
age small  employers  to  provide  coverage. 
And  it  wants  to  educate  the  nearly  one- 


Larry  C.  Glasscock 


A  knack  for  the  right  move  at  the  right  time 


BORN  Apr.  4, 1948,  in  Cullman, 
Ala.,  the  eldest  of  seven.  He  grew 
up  in  Ohio,  where  his  father 
worked  in  a  battery  factory 
outside  Cleveland.  His  mother 
owned  a  small  restaurant. 

EDUCATION  BS  in  business 
administration,  Cleveland  State 
University,  1970. 

POSITION  President  and  CEO  of 
WellPoint,  which  merged  with  the 
company  that  he  had  been 
running,  Anthem,  in  November, 
2004. 

EARLY  JOBS  Worked  in  a 
rubber  factory  during  his  high 
school  years. 


CAREER  CHANGE  After  20 

years  at  Cleveland's  Ameritrust 
Corp.,  moved  into  health  care  in 
1993.  Ran  the  Washington  (D.C.) 
operations  of  Blue  Cross  &  Blue 
Shield  for  five  years.  Then  joined 
Anthem  as  senior  executive  vice- 
president  and  chief  operating 
officer;  helped  take  the  company 
public  three  years  later.  Assumed 
top  post  after  merger  with 
WellPoint  Health  Networks. 

PERSONAL  Married  his  high 
school  sweetheart,  Lee,  at  21.  Two 
children  and  three  grandchildren. 

AFTER  HOURS  Jitterbugs 
with  Lee. 


portant.  And  the  distribution  systems- 
while  different— have  lots  of  similarities." 

As  he  found  in  pulling  his  Blue  giant  to- 
gether, there  are  big  differences,  too.  Take 
politics.  Glasscock  sued  John  Garamendi, 
California's  insurance  commissioner,  who 
held  up  the  merger  for  most  of  last  year. 
Garamendi,  who  declined  comment  for 
this  story,  criticized  the  deal's  "greedy 
golden  parachutes,"  the  hundreds  of  mil- 
lions WellPoint  execs  reaped.  Glasscock 
accused  Garamendi  of  playing  politics. 
The  commissioner  relented  only  when 
WellPoint  agreed  to  ante  up  $265  million 
to  cover  more  underserved  areas  and  kids. 

Even  though  Glasscock  took  the  better- 
known  WellPoint  name  after  the  deal,  he 
isn't  moving  the  company  out  of  Indiana. 
He  runs  it  from  offices  near  Monument 
Circle  in  Indianapolis.  No  battling  heavy 
traffic  to  get  in  at  6:30  a.m.,  and  he  hopes 
he'll  soon  be  home  for  dinner  more  often. 


third  of  the  uninsured  who  are  eligible  for 
government  programs  but  don't  sign  up 
for  them.  WellPoint  added  375,000  mem- 
bers last  year.  But  no  insurer  wants  to  lose 
money  on  poor,  chronically  ill  people  who 
cost  more  than  they  pay  in.  Glasscock  will 
admit  there  is  only  so  much  his  company 
can  do:  "We  need  to  work  collaboratively 
with  the  government  and  our  industry 
and  figure  out  what  the  right  solution  is." 
Glasscock  also  will  be  pressed  to  keep 
investors  as  satisfied  as  they  are  now.  As 
WellPoint  grows,  dramatic  gains  get 
tougher.  Still,  critics  could  go  far  wrong  by 
underestimating  him.  After  all,  nobody 
has  been  more  surprised  about  how  far  he 
has  come  than  Glasscock  himself.  ■ 

-By  Joseph  Weber  in  Indianapolis 


BusinessWeek  online 


For  an  interview 
with  WellPoint  CEO  Larry  Glasscock,  go  to 
www.  businessweek.com/extras 
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Believe  it  or  not,  we're  working  on  it.  We're  in  the  process  of  developing  a  method  of  making  pig  iron, 
a  major  ingredient  of  steel,  by  wing  eucalyptus  trees  as  fuel.  Why?  Cleaner  air,  for  one.  Once  the  plant  is  up 
and  running,  we'll  be  able  to  zero  out  our  carbon  emissions  from  that  facility.  But  we're  not  doing 
it  just  so  we  can  breathe  easier.  We're  doing  it  for  our  customers,  our  employees  and  our  earth. 

It's  Our  Nature*. 
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How  evangelical  churches  are 
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Evangelicals  backed  Bush- 
and  expect  him  to  deliver 


Corporate  America  starts 
feeling  heat  on  social  issues 
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SHINING  LIGHTS 

Georgia's  First 
Baptist  Church 
of  Woodstock 
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THERE'S  NO  SHORTAGE  OF  CHURCHES 
in  Houston,  deep  in  the  heart  of  the  Bible 
Belt.  So  it's  surprising  that  the  largest  one 
in  the  city— and  in  the  entire  country— is 
tucked  away  in  a  depressed  corner  most 
Houstonians  would  never  dream  of  visit- 
ing. Yet  30,000  people  endure  punishing 
traffic  on  the  narrow  roads  leading  to 
Lakewood  Church  every  weekend  to 
hear  Pastor  Joel  Osteen  deliver  upbeat 
messages  of  hope.  A  youtnful-looking  42-year-old  with  a  ready 
smile,  he  reassures  the  thousands  who  show  up  at  each  of  his  five 
weekend  services  that  "God  has  a  great  future  in  store  for  you." 
His  services  are  rousing  affairs  that  often  include  his  wife,  Victo- 
ria, leading  prayers  and  his  mother,  Dodie,  discussing  passages 
from  the  Bible. 

Osteen  is  so  popular  that  he  has  nearly  quadrupled  atten- 
dance since  taking  over  the  pulpit  from  his  late  father  in  1999, 
winning  over  believers  from  other  churches  as  well  as  throngs 
of  the  "unsaved."  Many  are  drawn  first  by  his  ubiquitous  pres- 
ence on  television.  Each  week  7  million  people  catch  the  slick- 
ly produced  broadcast  of  his  Sunday  sermons  on  national  cable 
and  network  channels,  for  which  Lakewood  shells  out  $15  mil- 
lion a  year.  Adherents  often  come  clutching  a  copy  of  Osteen's 
best-seller,  Your  Best  Life  Now,  which  has  sold  2.5  million  copies 
since  its  publication  last  fall. 

To  keep  them  coming  back,  Lakewood  offers  free  financial 
counseling,  low-cost  bulk  food,  even  a  "fidelity  group"  for  men 
with  "sexual  addictions."  Demand  is  brisk  for  the  self-help  ses- 
sions. Angie  Mosqueda,  34,  who  was  brought  up  a  Catholic, 
says  she  and  her  husband,  Mark,  first  went  to  Lakewood  in 
2000  when  they  were  on  the  brink  of  a  divorce.  Mark  even 
threw  her  out  of  the  house  after  she  confessed  to  infidelity.  But 
over  time,  Lakewood  counselors  "really  helped  us  to  forgive  one 
another  and  start  all  over  again,"  she  says. 


Disney  Look 


OSTEEN'S  FLOURISHING  Lakewood  enterprise  brought  in  $55 
million  in  contributions  last  year,  four  times  the  1999  amount, 
church  officials  say.  Flush  with  success,  Osteen  is  laying  out 
$90  million  to  transform  the  massive  Compaq  Center  in  down- 
town Houston— former  home  of  the  NBA's  Houston  Rockets— 
into  a  church  that  will  seat  16,000,  complete  with  a  high-tech 
stage  for  his  TV  shows  and  Sunday  School  for  5,000  children. 
After  it  opens  in  July,  he  predicts  weekend  attendance  will  rock- 
et to  100,000.  Says  Osteen.  "Other  churches  have  not  kept  up, 
and  they  lose  people  by  not  changing  with  the  times." 

Pastor  Joel  is  one  of  a  new  generation  of  evangelical  entre- 
preneurs transforming  their  branch  of  Protestantism  into  one 
of  the  fastest-growing  and  most  influential  religious  groups  in 
America.  Their  runaway  success  is  modeled  unabashedly  on 
business.  They  borrow  tools  ranging  from  niche  marketing  to 
MBA  hiring  to  lift  their  share  of  U.S.  churchgoers.  Like  Osteen, 
many  evangelical  pastors  focus  intently  on  a  huge  potential 
market— the  millions  of  Americans  who  have  drifted  away  from 
mainline  Protestant  denominations  or  simply  never  joined  a 
church  in  the  first  place. 

To  reach  these  untapped  masses,  savvy  leaders  are  creating 
Sunday  Schools  that  look  like  Disney  World  and  church  cafes 
with  the  appeal  of  Starbucks.  Although  most  hold  strict  reli- 
gious views,  they  scrap  staid  hymns  in  favor  of  multimedia 
worship  and  tailor  a  panoply  of  services  to  meet  all  kinds  of 
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Managing 
The  Mega 
Church 

new  class  of 
entrepreneurial 

evangelicals  is 
using  commerci 
methods  to  win 
new  members 


Expanding 
Reach 

Mainline  Protestants 
have  dwindled,  while 
evangelicals  are 
coming  on  strong 


Evangelicals  are  launc 
new  megachurche 
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CUSTOMER 
SATISFACTION 

Catering  to  busy 
parents  at  Oklahoma's 
Life  Church 


INCREASED 
MARKET SHARE 

Drawing  in  the  next 
generation  at 
California's 
Saddleback  Church 


CAPITAL  INVESTING 

Some  churches  help 
develop  complexes 
that  include  banks, 
pharmacies,  schools, 
even  housing  units 
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.using  mass-marketing 
tactics... 


..and  gaining 
market  share. 


...making  them  the  largest 
force  in  U.S.  religion 


U.S.  CHRISTIAN  CHURCH  MEMBERS, 
BY  SELECT  DENOMINATIONS 
MAINLINE  PROTESTANT* 


IUNITED  METHODISTS,  PRESBYTERIAN  CHURCH  (USA).  EPISCOPAL  CHURCH  "SOUTHERN  BAPTISTS.  CHURCH 
GOD  IN  CHRIST.  ASSEMBLIES  OF  GOD  Data:  T„e Churchmg o, Amenca  17762005:  Winners 

and  Losers  in  our  Religious  Economy  by  Roger  Finke 
|ata:  MarketResearch.com.  Arbitron  and  Rodney  Stark 


SHARE  OF  U.S.  POPULATION 
BY  RELIGIOUS  AFFILIATION 
IN  2004 

26%  

WHITE 
EVANGELICALS 

10% 

BLACK 

EVANGELICALS 

16% 

MAINLINE 

PROTESTANTS 


22% 
CATHOLICS 


16% 
UNAFFILIATED 

5% 
NON-CHRISTIANS** 

5% 

OTHER  CHRISTIANS 


•MOST  BLACK  PROTESTANTS  HAVE  RELIGIOUS  BELIEFS  SIMILAR  TO  WHITE  EVANGELICALS 

BUT  DIFFERENT  POLITICAL  VIEWS,  SO  ARE  OFTEN  CONSIDERED  SEPARATELY 

"BUDDHIST,  JEWISH,  MUSLIM,  OTHER  Data:  John  C.  Green,  University  of  Akron 
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PEOPLE  WHO  WANT 
TO  MAKE  THE  MOST 
OF    THEIR    MONEY 


You  have  better  things  to  do  with  your  time  than  worr/  about  finances.  That's  our  job.  And  we're  very  good  at  it. 
We  take  the  time  to  get  to  know  you,  your  business  and  your  goals.  Once  we  develop  your  plan,  we  continually 
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consumer  needs,  from  divorce  counseling  to  help  for  parents  of 
autistic  kids.  Like  Osteen,  many  offer  an  upbeat  message  inter- 
twined with  a  religious  one.  To  make  newcomers  feel  at  home, 
some  do  away  with  standard  religious  symbolism— even  basics 
like  crosses  and  pews— and  design  churches  to  look  more  like 
modern  entertainment  halls  than  traditional  places  of  worship. 


Branding  Whiz 


SO  SUCCESSFUL  ARE  some  evangelicals  that  they're  opening 
up  branches  like  so  many  new  Home  Depots  or  Subways.  This 
year,  the  16.4  million-member  Southern  Baptist  Convention 
plans  to  "plant"  1,800  new  churches  using  by-the-book  niche- 
marketing  tactics.  "We  have  cowboy  churches  for  people  work- 
ing on  ranches,  country  music  churches,  even  several  motorcy- 
cle churches  aimed  at  bikers,"  says  Martin  King,  a  spokesman 
for  the  Southern  Baptists'  North  American  Mission  Board. 

Branding  whizzes  that  they  are,  the  new  church  leaders  are 
spreading  their  ideas  through  every  available  outlet.  A  line  of 
"Biblezines"  packages  the  New  Testament  in  glossy  magazines 
aimed  at  different  market  segments— there's  a  hip-hop  version 
and  one  aimed  at  teen  girls.  Christian  music  appeals  to  millions 
of  youths,  some  of  whom  otherwise  might  never  give  church  a 
second  thought,  serving  up  everything  from  alternative  rock  to 
punk  and  even  "screamo"  (they  scream  religious  lyrics).  Cali- 
fornia megachurch  pastor  Rick  Warren's  2002  book,  TTie  Pur- 

One  Church's  Way 

Willow  Creek  Community  Church  in  South 
Barrington,  III.,  with  a  $4<3  million  budget  and 
$143  million  in  net  assets,  attracts  more  than 
21,000  people  to  its  weekly  services. 

MANAGEMENT  Senior  Pastor  Bill  Hybels  founded  Willow  Creek 
in  1975.  Executive  Pastor  Greg  Hawkins— a  Stanford  MBA  and  ex 
consultant  at  McKinsey— handles  day-to-day  management. 

CHURCH  OPERATIONS  427  employees;  10,000  volunteers 
working  in  100  ministries. 

SUBSIDIARIES  Three  campuses  in  the  Chicago  suburbs,  with 
about  3,000  total  attendance  and  53  employees. 

CONSULTING  ARM  Willow  Creek  Assn.,  headed  by  President 
Jim  Mellado.  MBA,  Harvard  Business  School,  serves  10,500 
member  churches,  from  90  denominations.  It  runs  workshops 
and  conferences  on  Willow  Creek's  methods  for  creating 
effective  churches.  These  attracted  110,000  fee-paying  church 
and  lay  leaders  in  2004. 

ANNUAL  REVENUES  $26  million  from  contributions;  $17  million 
from  the  association's  conferences  and  membership  fees, 
plus  revenue  from: 


pose-Driven  Life,  has  become  the  fastest-selling  nonfiction  book 
of  all  time,  with  more  than  23  million  copies  sold,  in  part 
through  a  novel  "pyro  marketing"  strategy  (page  88).  Then 
there's  the  Left  Behind  phenomenon,  a  series  of  action-packed, 
apocalyptic  page-turners  about  those  left  on  earth  after  Christ's 
second  coming,  selling  more  than  60  million  copies  since  1995- 

Evangelicals'  eager  embrace  of  corporate-style  growth 
strategies  is  giving  them  a  tremendous  advantage  in  the  battle 
for  religious  market  share,  says  Roger  Finke,  a  Pennsylvania 
State  University  sociology  professor  and  co-author  of  a  new 
book,  The  Churching  of  America,  1776-2005:  Winners  and  Losers 
in  Our  Religious  Economy  (charts,  page  80).  A  new  Pope  has  giv 
en  Catholicism  a  burst  of  global  publicity,  but  its  nominal  mem 
bership  growth  in  the  U.S.  stems  largely  from  the  influx  of  Mex 
ican  immigrants.  Overall,  the  Catholic  Church's  long-term 
decline  in  U.S.  attendance  accelerated  after  the  recent  sex-abuse 
scandals,  there's  a  severe  priest  shortage,  and  parish  churche:- 
and  schools  are  closing  in  the  wake  of  a  financial  crisis. 

Similarly,  the  so-called  mainline  Protestants  who  dominatec 
20th  century  America  have  become  the  religious  equivalent  of 
General  Motors  Corp.  The  large  denominations— including  tht 
United  Methodist  Church  and  the  Episcopal  Church— havt 
been  shrinking  for  decades  and  have  lost  more  than  1  million 
members  in  the  past  10  years  alone.  Today,  mainline  Protes- 
tants account  for  just  16%  of  the  U.S.  population,  says  Univer- 
sity of  Akron  political  scientist  John  C.  Green. 

In  contrast,  evangelicalism's  theological  flexibility  gives  it  tht 


«  Bookstore 


Coffee  shop/restaurants 


Auto  repair 


Summer  camp 


*  recent  audited  figures),  unless 


Data: 


84    BusinessWeek  I  May  23.  2005 


$3.2  mil 


proore55ive 
1      o  tHinKino 


o 


i 


i 


Progressive  thinking  can  set  the  pace  for  extraordinary  change.  In  Qatar  it  has  swept  across  the  entire  nation. 
What  was  once  a  vision  has  now  found  its  way  to  implementation. Today.  Qatar  is  proud  to  unveil  the  new  Qatar 
Financial  Centre.  A  gateway  to  one  of  the  world's  wealthiest  economies,  at  the  threshold  of  a  new  era.  Built  on 
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freedom  to  adapt  to  contemporary  culture.  With  no  overarching 
authority  like  the  Vatican,  leaders  don't  need  to  wresde  with  a 
bureaucratic  hierarchy  that  dictates  acceptable  behavior.  "If  you 
have  a  vision  for  ministry,  you  just  do  it,  which  makes  it  far  eas- 
ier to  respond  to  market  demand,"  says  University  of  North 
Carolina  at  Chapel  Hill  sociology  professor  Christian  Smith. 

With  such  low  barriers  to  entry,  the  number  of  evangelical 
megachurches— denned  as  those  that  attract  at  least  2,000  week- 
ly worshippers— has  shot  up  to  880  from  50  in  1980,  figures  John 
N.  Vaughan,  founder  of  research  outfit  Church  Growth  Today  in 
Bolivar,  Mo.  He  calculates  that  a  new  megachurch  emerges  in  the 
U.S.  an  average  of  every  two  days.  Overall,  white  evangelicals 
make  up  more  than  a  quarter  of  Americans  today,  experts  esti- 
mate. The  figures  are  fuzzy  because  there's  no  common  definition 
of  evangelical,  which  typically  refers  to  Christians  who  believe  the 
Bible  is  the  literal  work  of  God.  They  may  include  many  Southern 
Baptists,  nondenominational  churches,  and  some  Lutherans  and 
Methodists.  There  are  also  nearly  25  million  black  Protestants 
who  consider  themselves  evangelicals  but  largely  don't  share  the 
conservative  politics  of  most  white  ones.  Says  pollster  George 
Gallup,  who  has  studied  religious  trends  for  decades:  "The  evan- 
gelicals are  the  most  vibrant  branch  of  Christianity." 

The  triumph  of  evangelical  Christianity  is  profoundly  re- 
shaping many  aspects  of  American  politics  and  society.  Histor- 
ically, much  of  the  U.S.  political  and  business  elite  has  been 
mainline  Protestant.  Today,  President  George  W  Bush  and  more 
than  a  dozen  members  of  Congress,  including  House  Speaker 
Dennis  Hastert,  are  evangelicals.  More  important,  the  Republi- 
can Right  has  been  fueled  by  the  swelling  ranks  of  evangelicals, 
whose  leaders  tend  to  be  conservative  politically  despite  their 
progressive  marketing  methods.  In  the  1960s  and  '70s,  promi- 
nent evangelicals  like  Billy  Graham  kept  a  careful  separation  of 
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pulpit  and  politics— even  though  he  served  as  a  spiritual  advis-F 
er  to  President  Richard  M.  Nixon.  That  began  to  change  in  tht|- 
early  1980s,  when  Jerry  Falwell  formed  the  Moral  Majority  to  ex- 
press evangelicals'  political  views.  Many  of  today's  evangelicals 
hope  to  expand  their  clout  even  further  (box).  They're  also  gain 
ing  by  taking  their  views  into  Corporate  America.  Exhibit  A:  the 
recent  clash  at  software  giant  Microsoft  (page  90). 

As  they  thrive,  though,  there  are  growing  tensions,  withj® 
some  mainline  Protestants  offended  by  their  conservative  pol 
itics  and  brazen  marketing.  "Jesus  was  not  a  capitalist;  check 
out  what  [He]  says  about  how  hard  it  is  to  get  into  heaven  U 
you're  a  rich  man,"  says  the  Reverend  Robert  W.  Edgar,  gener 
al  secretary  of  the  liberal  National  Council  of  Churches. 

Especially  controversial  are  leaders  like  Osteen  and  the  flam  J1 
boyant  Creflo  A.  Dollar,  pastor  of  World  Changers  Church  In 
ternational  in  College  Park,  Ga.,  who  preach  "the  prosperity 
gospel."  They  endorse  material  wealth  and  tell  followers  tha' 
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They  Backed  Bush— And 
Expect  Him  to  Deliver 


Evangelicals'  influence  in 
American  political  life  has 
become  increasingly  visible  in 
recent  years.  Now  the  battle  over 
President  George  W.  Bush's 
judicial  appointments  threatens  to  kick  up  a 
firestorm  over  the  intrusion  of  religion  into 
politics.  But  to  many  evangelicals,  the 
campaign  isn't  controversial  at  all-it's  just 
one  step  in  a  long-range  plan  to  leverage 
their  growing  numbers  and  political  clout. 
In  fact,  many  of  the  evangelical  activists 
'who  form  the  bedrock  of  the  Religious  Right 
are  frustrated  that  their  electoral  successes 
haven't  Translated  into  greater  gains.  After 
all,  their  effort  to  get  Christian  voters  to  the 
polls  played  a  key  role  in  both  of  Bush's 
e  actions,  as  well  as  the  GOP's  control  of 

houses  of  Congress.  Yet  they  can  claim 
oi,  /a  few  victories,  such  as  the  2003  ban 
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on  so-called  partial-birth  abortions— and 
even  that  has  been  overturned  by  the  courts. 
That's  one  reason  the  activists  are  putting 
on  a  full-court  press  to  get  the  Senate  GOP  to 
outlaw  Democratic  filibusters  of  the 
President's  judicial  nominees.  Indeed,  as 
Senate  Majority  Leader  Bill  Frist  (R-Tenn.) 
mulled  his  strategy  over  the  week  of  May  9, 
the  offices  of  22  senators  were  deluged  with 
calls  on  the  issue  that  were  prompted  by 
Christian  groups  such  as  Focus  on  the 
Family's  CitizenLink  Action  Center.  The  phone 
barrage  followed  an  Apr.  24  telecast  on  the 
judges  issue  from  a  Kentucky  megachurch, 
which  Frist  addressed  via  videotape.  While 
the  battle  is  ostensibly  over  the  10  judges 
Senate  Democrats  have  rejected,  the  bigger 
goal  is  to  give  the  GOP  sufficient  power  to  put 
a  religious  conservative  on  the  U.S.  Supreme 
Court  should  a  vacancy  occur  soon. 


Longer-term,  evangelicals  are  targeting 
half  a  dozen  Democratic  seats  in  the 
Senate.  These  include  some  in  states  Bush 
carried  in  November,  such  as  Kent  Conrad's 
in  North  Dakota  and  Bill  Nelson's  in  Florida. 
The  plan:  recruit  experienced  conservatives 
to  run  and  then  supply  them  with  the  money 
and  volunteers  they  need  to  topple  the 
incumbent.  Should  the  activists  prevail  in  at 
least  five  states,  the  Senate  would  have  a 
filibuster-proof  Republican  majority  of  60 
votes.  While  the  Christian  Right  can't  count 
on  every  vote,  it  hopes  to  use  its  heft  to  push 
through  a  broad  range  of  goals  that  have 
remained  only  wishes  so  far. 

In  addition  to  tougher  laws  against 
abortion  and  gay  marriage,  these  include 
expanded  rights  for  prayer  in  schools  and 
religious  symbols  in  public  places,  as  well  as 
laws  allowing  churches  to  endorse  political 
candidates.  Evangelicals  also  want  new  laws 
that  permit  more  federal  funding  for  faith- 
based  programs  and  that  allow  them  to 
discriminate  in  hiring  against  non- 
evangelicals.  "They  expect  [Bush]  to  deliver 
on  their  agenda,"  says  University  of  Akron 
political  scientist  John  C.  Green. 

This  long-range  vision  petrifies  many 
Democrats  and  troubles  some  religious 


God  wants  them  to  be  prosperous.  In  his  book,  Osteen  talks 
about  how  his  wife,  Victoria,  a  striking  blonde  who  dresses  fash- 
ionably, wanted  to  buy  a  fancy  house  some  years  ago,  before  the 
money  rolled  in.  He  thought  it  wasn't  possible.  "But  Victoria  had 
more  faith,"  he  wrote.  "She  convinced  me  we  could  live  in  an  el- 
egant homeland  several  years  later,  it  did  come  to  pass."  Dollar, 
too,  defends  materialistic  success.  Dubbed  "Pass-the-Dollar"  by 
critics,  he  owns  two  Rolls  Royces  and  travels  in  a  Gulfstream  3 
jet.  "I  practice  what  I  preach,  and  the  Bible  says...that  God  takes 
pleasure  in  the  prosperity  of  his  servants,"  says  Dollar,  43,  nat- 
tily attired  in  French  cuffs  and  a  pinstriped  suit. 


Hucksters? 


SOME  EVANGELICAL  LEADERS  acknowledge  that  flagrant  ma- 
•terialism  can  raise  the  specter  of  religious  hucksterism  a  la  Sin- 
clair Lewis'  fictional  Elmer  Gantry  or  Jim  and  Tammy  Faye 
|Bakker.  "Our  goal  is  not  to  turn  the  church  into  a  business,"  in- 
sists Warren,  the  founder  of  Saddleback  megachurch  in  Lake 
,  Forest,  Calif.  After  The  Purpose-Driven  Life  made  him  millions,  he 
repaid  Saddleback  all  the  salary  he  had  taken  over  the  years  and 
still  lives  modestly  Cautions  Kurt  Frederickson,  a  director  of  the 
Fuller  Theological  Seminary  in  Pasadena,  Calif:  "We  have  to  be 
careful  when  a  pastor  moves  into  the  CEO  mode  and  becomes 
too  market-oriented,  or 
there  might  be  a  reaction 
against  megachurches 
just  as  there  is  against 
Wal-Mart." 

Many   evangelicals 
say  they're  just  trying  to 


UNITING  THE  RIGHT 

Senator  Bill  Frist 
defends  ending  the 
judicial  filibuster 
before  a  Louisville 
audience 


satisfy  demands  not  met  by  traditional  churches.  Craig 
Groeschel,  who  launched  Life  Church  in  Edmond,  Okla.,  in 
1996,  started  out  doing  market  research  with  non- churchgoers 
in  the  area— and  got  an  earful.  "They  said  churches  were  full  of 
hypocrites  and  were  boring,"  he  recalls.  So  he  designed  Life 
Church  to  counter  those  preconceptions,  with  lively,  multime- 
dia-filled services  in  a  setting  that's  something  between  a  rock 
concert  and  a  coffee  shop. 

Once  established,  some  ambitious  churches  are  making  a  big 
business  out  of  spreading  their  expertise.  Willow  Creek  Com- 
munity Church  in  South  Barrington,  111.,  formed  a  consulting 
arm  called  Willow  Creek  Assn.  (page  84).  It  earned  $17  million 
last  year,  partly  by  selling  marketing  and  management  advice  to 
10,500  member  churches  from  90  denominations.  Jim  Mellado, 
the  hard-charging  Harvard  MBA  who  runs  it,  last  year  brought 
an  astonishing  110,000  church  and  lay  leaders  to  conferences  on 
topics  such  as  effective  leadership.  "Our  entrepreneurial  impulse 
comes  from  the  Biblical  mandate  to  get  the  message  out,"  says 
Willow  Creek  founder  Bill  Hybels,  who  hired  Stanford  MBA  Greg 
Hawkins,  a  former  McKinsey  &  Co.  consultant,  to  handle  the 
church's  day-to-day  management.  Willow  Creek's  methods  have 
even  been  lauded  in  a  Harvard  Business  School  case  study. 

Hybel's  consumer-driven  approach  is  evident  at  Willow  Creek, 
where  he  shunned  stained  glass,  Bibles,  or  even  a  cross  for  the 
7,200-seat,  $72  million  sanctuary  he  recently  built.  The  reason? 

Market  research  sug- 
gested that  such  tradi- 
tional symbols  would 
scare  away  non-church- 
goers. He  also  gives 
practical  advice.  On 
a    recent    Wednesday 
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leaders  from  more- 
moderate  Protestant 
and  Catholic 
denominations.  They're 
particularly  worried 
that  Bush  could  force 
moderate  Republicans 
to  toe  the  line  on 
evangelicals'  goals.  If 
the  GOP  ever  gets  60 
votes,  it  would  allow  the 
Religious  Right  "to  railroad  anything  through 
the  Senate  that  they  want,  just  like  the 
House  already  does,"  warns  Barry  W.  Lynn, 
executive  director  of  Americans  United  for 
Separation  of  Church  &  State. 

Even  without  such  control,  evangelical 
activists  have  unprecedented  entree  at  the 
White  House.  Top  Bush  political  adviser  Karl 
Rove  held  regular  strategy  sessions  with 
religious  leaders  during  the  2004  campaign. 
And  Administration  officials  keep  in  constant 
touch  with  social  conservative  leaders.  White 
House  aide  Timothy  Goeglein  meets  with 
everyone  from  old-timer  evangelical 
strategists  such  as  Paul  Weyrich  to  relative 
newcomers  such  as  Tony  Perkins,  president 
of  the  Washington-based  Family  Research 
Council,  a  religious  lobbying  group.  Many 
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also  operate  through  the  National 
Association  of  Evangelicals,  a  Washington- 
based  network  of  52  denominations  whose 
president,  Ted  Haggard,  is  the  pastor  of  the 
11,000-member  New  Life  Church  in  Colorado 
Springs,  Colo.  Says  Goeglein:  "I  need  to 
accurately  reflect  their  goals  back  to  the 
White  House  bloodstream." 

So  far,  Bush  has  managed  to  keep  his 
core  evangelical  base  content  even  without 
major  victories.  But  as  they  push  for  more, 
the  President  and  the  GOP  could  run  into 
trouble,  particularly  among  swing  voters. 
True,  a  majority  of  Americans  agree  with  the 
Religious  Right  on  some  cultural  issues, 
such  as  returning  prayer  to  public  schools 
and  keeping  the  term  "under  God"  in  the 
Pledge  of  Allegiance.  But  they  don't 


necessarily  approve  of 
direct  religious 
involvement  in  politics. 

In  the  case  of  Terri 
Schiavo,  the  brain- 
damaged woman 
whose  parents'  cause 
many  evangelicals 
championed,  76%  of 
Americans 
disapproved  of 
congressional  intervention,  according  to  an 
April  Gallup  Poll.  And  Americans  disagree, 
by  52%  to  40%,  with  the  GOP's  attempts  to 
change  the  rules  on  judicial  filibusters, 
another  Gallup  poll  found.  Overall,  40%  of 
voters  say  Republicans  are  too  close  to  the 
Religious  Right-compared  with  35%  who 
believe  Democrats  are  too  close  to  their 
liberal  base. 

The  lesson:  Americans  find  the  trappings 
of  religion  a  comfort  in  the  public  square. 
But  when  it  comes  to  writing  laws,  many 
want  their  ministers  to  stay  in  the  pulpit. 
That  may  be,  but  evangelicals'  growing 
strength  could  put  Americans'  appetite  for 
mixing  politics  and  religion  to  the  test. 

-By  Paul  Magnusson,  with 
Richard  S.  Dunham,  in  Washington 
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evening,  one  of  his  four  "teaching"  pastors  gave  a  service  that 
started  with  20  minutes  of  music,  followed  by  a  lengthy  sermon 
about  the  Christian  approach  to  personal  finances.  He  told  the 
5,000  listeners  about  resisting  advertising  aimed  at  getting  peo- 
ple to  buy  things  they  don't  need  and  suggested  they  follow  up  at 
home  by  e-mailing  questions.  Like  Osteen,  Hybel  packages  self- 
help  programs  with  a  positive  message  intended  to  make  people 
feel  good  about  themselves.  "When  I  walk  out  of  a  service,  I  feel 
completely  relieved  of  any  stress  I  walked  in  with,"  says  Phil 
Earnest,  38,  a  sales  manager  who  in  2003  switched  to  Willow 
Creek  from  the  Methodist  Church  he  found  too  stodgy. 

So  adept  at  the  sell  are  some  evangelicals  that  it  can  be  diffi- 
cult to  distinguish  between  their  religious  aims  and  the  secular 


Other  megachurches  are  franchising  their  good  name.  Life 
Church  now  has  five  campuses  in  Oklahoma  and  will  expanc 
into  Phoenix  this  fall.  Pastor  Groeschel  jumped  the  1,000  miles| 
to  Arizona  after  market  research  pinpointed  Phoenix  as  an  i 
with  a  large  population  but  few  effective  churches.  Atlanta's 
Dollar,  who  is  African  American,  has  pushed  into  five  countries  \ 
including  Nigeria  and  South  Africa. 

All  this  growth,  plus  the  tithing  many  evangelicals  encourage  J 
is  generating  gushers  of  cash.  A  traditional  U.S.  church  typicall\| 
has  fewer  than  20©  members  and  an  annual  budget  of  arounc 
$100,000.  The  average  megachurch  pulls  in  $4.8  million,  ac-l 
cording  to  a  1999  study  by  the  Hartford  Seminary,  one  of  the  fewf 
surveys  on  the  topic.  The  money  is  also  fueling  a  megachurch 


Marketing  Miracle 

To  launch  his  book  The  Purpose-Driven  Life 
in  2002,  California  megachurch  pastor 
Rick  Warren  used  an  innovative  tactic  called 
"pyro  marketing,"  sparking  sales  by  getting 
products  to  the  "driest  tinderMhose  most 
likely  to  love  it  and  spread  the  word.  Here's  how 
it  became  a  runaway  best-seller: 

1  PUBLISHER  ZONDERVAN  and  Warren  identified  1,200-plus  evangelical  pastors 
willing  to  take  their  churches  on  the  40-day  period  of  spiritual  reflection  the 
book  recommends. 

2 THESE  PASTORS  ordered  400,000  copies  at  $7  each  instead  of  the  $20  retail 
price  and  gave  them  to  members  of  their  congregation. 

3  THE  400,000  CHURCH  MEMBERS  each  bought  an  average  of  five  copies  at 
the  full  retail  price  to  give  to  friends. 

4 THE  BOOK  has  since  been  taught  in  20,000  churches  in  162  countries  and 
has  sold  more  than  23  million  copies. 
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style  they  mimic.  Last  December,  Prestonwood  Baptist  Church 
in  Piano,  Tex.,  staged  a  spectacular  Christmas  festival,  including 
a  500-person  choir,  that  attracted  70,000  people  even  though 
the  cheapest  ticket  was  $20.  Throughout  the  year,  some  16,000 
people  take  part  in  its  sports  program,  which  uses  eight  playing 
fields  and  six  gyms  on  its  $100  million,  140-acre  campus.  The 
teams,  coached  by  church  members,  bring  in  converts,  many  of 
them  children,  says  Executive  Pastor  Mike  Buster. 


Gushers  of  Cash 


KIDS  ARE  OFTEN  A  PRIME  target  audience  for  megachurches. 
The  main  campus  of  Groeschel's  Life  Church  in  Edmond,  Okla., 
includes  a  "Toon  Town"  of  3D  buildings,  a  16-foot  high  slide, 
and  an  animatronic  police  chief  who  recites  rules.  All  the 
razzmatazz  has  helped  Life  Church  quadruple  its  Sunday  school 
attendance  to  more  than  2,500  a  week.  "The  kids  are  bringing 
their  parents  to  church,"  says  children's  pastor  Scott  Werner. 

Such  marketing  and  services  help  to  create  brand  loyalty  any 
CEO  would  envy.  Willow  Creek  ranks  in  the  top  5%  of  250  ma- 
jor brands,  right  up  with  Nike  and  John  Deere,  says  Eric  Arn- 
son.  He  helped  develop  a  consumer-brand  practice  that  McK- 
insey  then  bought  and  recently  did  a  pro  bono  study  for  Willow 
Creek  using  that  methodology. 
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building  boom.  First  Baptist  Church  of  Woodstock,  near  Atlant 
for  example,  has  just  finished  a  $62  million,  7,000-seat  sanctua 

Megachurch  business  ventures  sometimes  grow  beyond  th  j 
bounds  of  the  church  itself.  In  the  mid-1990s,  Kirbyjon  Calc 
well,  a  Wharton  MBA  who  sold  bonds  for  First  Boston  beforj 
he  enrolled  in  seminary,  formed  an  economic  developmer 
corporation  that  revived  a  depressed  neighborhood  nea 
Houston's  14,000 -member  Windsor  Village  United  MethodisL 
Church,  which  he  heads.  A  former  Kmart  now  houses  a  mix  c  Mfi 
church  and  private  businesses  employing  270  people,  includ  -  . 
ing  a  Christian  school  and  a  bank.  New  plans  call  for  a  massiv 
center  with  senior  housing,  retailing,  and  a  public  school. 

For  all  their  seemingly  unstoppable  success,  evangelical  : 


must  contend  with  powerful  forces  in  U.S.  society.  The  rank 
of  Americans  who  express  no  religious  preference  hav 
quadrupled  since  1991,  to  14%,  according  to  a  recent  poll.  De 
spite  the  megachurch  surge,  overall  church  attendance  has  re 
mained  fairly  flat.  And  if  anything,  popular  culture  has  be 
come  more  vulgar  in  recent  years.  Still,  experts  like  pollste 
Gallup  see  clear  signs  of  a  rising  fascination  with  spiritualit 
in  the  U.S.  The  September  11  attacks  are  one  reason.  So  is  th 
aging  of  the  culturally  influential  Baby  Boom,  since  spiritual 
ty  tends  to  increase  with  age,  he  says.  If  so,  no  one  is  bette 
poised  than  evangelicals  to  capitalize  on  the  trend.  ■ 

-  With  Brian  Grow  in  Atlanta  and  John  Cady  in  New  Yoi 


3"::: 


n 


n 


1 


£f.&t2 


From  Chicago  to 

Shanghai, 


msI    iT^KcWsKwsTiWIfJI 


fast,easy  and 
affordable. 


I 


/    4 


fit 


»' 


CHICAGO 


DUBAI 


k  nmnnHn 


LONDON 


* 


M 


& 


^ 


:  sc. 


MUMBAI 


^ 


Take  advantage  of  opportunity  anywhere  in  the  world  with  over  750  locations  to  choose  from. 

The  Regus  Group  makes  new  market  entry  fast,  easy  and  affordable.  Our  business-ready  offices  have  flexible  terms 
and  are  fully  furnished  and  equipped  with  everything  you  could  possibly  need,  including  administrative  and  IT  support. 

iYou'll  save  money  because  there  is  no  up-front  capital  expenditure  and  monthly  costs  are  significantly  reduced.  Just 

ok  choose  the  right  amount  of  space,  in  the  right  location,  for  the  right  amount  of  time. 

5e3ver  half  of  the  Fortune  500®  companies  and  thousands  of  small  and  medium-sized  businesses  have  already 
re  :aken  advantage  of  The  Regus  Group's  On-Demand  places  to  work.  Join  them  by  simply  calling  1  -877-734-8795 
Kpr  visiting  us  online  at  regus.com. 
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SPECIAL  REPORT 


BY  JAY  GREENE  AND  MIKE  FRANCE 


LIKE  MANY  LONG-TERM  MICROSOFT  CORP. 
employees,  Jeff  Koertzen  toyed  with  the  idea  of 
leaving  the  company.  But  the  event  that 
prompted  the  human  resources  manager  to 
bolt  for  good  was  not  a  get-rich  opportunity  at 
a  promising  tech  startup.  Rather,  it  was  the 
software  giant's  withdrawal  of  support  for  gay 
rights  legislation  in  the  state  of  Washington  in 
mid-April  after  criticism  from  a  local  evangelical  preacher. 
"This  stupid  move  affected  my  decision,"  says  Koertzen,  a  gay, 
six-year  Microsoft  employee  who  submitted  his  resignation  on 
May  4.  "I  decided  that  now  was  time  to  go." 

Plenty  of  co-workers  shared  his  outrage.  Idealistic  techies 
who  believed  that  Microsoft  was  more  than  just  an  ordinary 
profit-driven  company,  that  it  stood  for  a  set  of  progressive  val- 
ues, were  crestfallen.  "One  of  the  reasons  I  came  to  Microsoft  is 
because  of  its  very  strong  stance  on  human  rights,"  complained 
Robert  Scoble,  on  his  popular  employee  blog,  Scobleizer,  a  few 
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days  after  the  company's  position  became  public.  By  May  10  ai  L,p 
internal  petition  urging  the  company  to  support  the  anti-dis  la 
crimination  bill  had  1,741  signatures— compared  with  197  for ;  *  r. 
petition  asking  it  to  remain  neutral.  ^-, 

All  the  pressure  forced  Chairman  William  H.  Gates  III  an<  Uj 
CEO  Steven  A.  Ballmer  to  do  something  quite  rare:  backtrack  ^ 
On  May  6  the  company  announced  that  it  would  support  th  m 
legislation  when  it  comes  up  in  the  next  session  (it  failed  by  on  ev 
vote).  The  decision  followed  a  dramatic  period  of  soul-search  Ljg 
ing  at  Microsoft.  Employees  up  and  down  the  corporate  hier  L^ 
archy  explored  profound— and  rarely  examined— question 
about  the  role  of  companies  in  contemporary  America.  "Whe 
should  a  public  company  take  a  position  on  a  broader  social  is  ■ 
sue,  and  when  should  it  not?"  Ballmer  asked  in  a  companywid  |Q| 
e-mail  sent  out  on  Apr.  22. 

That's  a  question  a  lot  more  CEOs  will  likely  be  asking  them 
selves.  As  the  culture  wars  escalate,  activists  across  the  politic* 
spectrum  are  increasingly  targeting  Corporate  America  (tabl< 
page  92).  Gay  rights  groups  pressured  Home  Depot  Inc.  to  ad 
domestic  partner  benefits  in  September.  But  most  of  the  outer 
has  been  coming  from  the  other  camp.  For  instance,  the  Amei 
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TIME  TO  GO 

Koertzen  left  Microsoft 
after  it  withdrew 
support  for  a  gay  rights 
bill.  Later,  Microsoft 
reversed  course 
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creasingly,  business 
ust  weigh  in  on  hot 
cial  issues— and 
fFer  interest  groups5 
ngs  and  arrows 


i  ican  Family  Assn.  (AFA)  in  Tupelo,  Miss.,  launched  a  letter-writ- 
s' ing  campaign  against  Kraft  Foods  Inc.  on  May  9  for  supporting 
i  the  Gay  Olympics  and  is  planning  a  boycott  later  this  month 
against  a  yet-to-be  identified  larger  company  for  courting  gay 
I  Customers.  "Eventually  corporations  are  going  to  learn— some 
It  the  hard  way— that  these  kinds  of  issues  are  divisive  [and]  that 
n  they'd  be  better  served  by  just  getting  back  to  running  the  busi- 
ness," says  AFA  Chairman  Donald  E.  Wildmon,  the  religious 
b  leader  who  has  taken  the  most  aggressive  stance  against  com- 
I  sanies  that  offend  conservative  values. 


[Complex  Equation 


iOW  TO  RESPOND  TO  PRESSURE  groups  such  as  AFA  is  a  vex- 
0  ng  problem  for  managers.  Some  governance  experts  agree 
C2  vith  Reverend  Wildmon,  an  ordained  United  Methodist  min- 
)k  ster.  While  business  obviously  has  to  weigh  in  on  economic  is- 
i  ;ues  such  as  trade,  environmental  regulation,  and  tort  reform, 
3lhe  case  for  engagement  decreases  as  you  move  into  gay  mar- 
ge, abortion,  the  death  penalty,  and  other  purely  social  con- 


Jl 


CHANGE  AGENT? 

Reverend  Hutcherson 
says  he'll  mobilize  religi- 
ous groups  to  pressure 
Microsoft  to  change  its 
mind  yet  again 


troversies,  says  University  of  Delaware  corporate  governance 
expert  Charles  Elson.  "The  company  is  in  business  to  com- 
pound the  investment  of  shareholders,"  says  Elson.  "When 
somebody  buys  a  share  in  a  company,  they  are  not  buying  a 
share  in  a  social  position." 

But  the  equation  may  be  more  complex.  Some  companies,  ar- 
gues Bradley  K\  Googins,  director  of  the  Center  for  Corporate 
Community  Relations  at  Boston  College,  have  customers,  em- 
ployees, and  other  stakeholders  who  share  strongly  felt  views  on 
social  issues.  Microsoft  has  liberal  attitudes  toward  issues  such  as 
domestic  partner  benefits.  ServiceMaster  Co.,  parent  of  Terminix 
and  TruGreen  ChemLawn,  by  contrast,  declares  that  a  "core  ob- 
jective" is  that  employees  of  the  Downers  Grove  (111.)  company 
"honor  God  in  all  they  do."  It  may  make  sense  for  these  types  of 
companies,  Googins  says,  to  take  sides  on  divisive  cultural  issues. 
"This  is  corporate  citizenship  in  the  21st  century,"  says  Googins. 
"The  only  way  companies  can  respond  to  this  climate  is  to  return 
to  the  core  values  of  who  they  are  and  what  they  stand  for." 

While  the  experts  debate  these  imponderables,  CEOs  are  being 
caught  by  surprise  in  the  cultural  cross  fire.  Certainly,  Microsoft 
did  not  anticipate  a  brouhaha  when  it  withdrew  its  support  from 
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FLAK  CATCHER 

Ballmer  was  flooded 
with  angry  e-mails  after 
Microsoft  apparently 
bowed  to  pressure 
from  the  Right 


the  Washington  legislation,  which 
would  have  prohibited  discrimination 
on  the  basis  of  sexual  orientation.  "They 
told  me  they  thought  it  wouldn't  be  a  big 
deal,"  says  state  representative  Ed  Mur- 
ray, who  authored  the  bill. 

That  turned  out  to  be  a  major  miscal- 
culation. After  a  local  alternative  news- 
paper revealed  the  company's  decision, 
employees  inundated  Ballmer  with 
hundreds  of  e-mails.  Members  of 
GLEAM,  the  gay,  lesbian,  bisexual,  and 
transgender  employees  group  at  Mi- 
crosoft, sent  its  own  letter  to  Ballmer  on 
Apr.  29,  saying  the  decision  "shook  our 
trust  in  executive  management,  and  has 
left  us  feeling  abandoned,  depressed, 
and  embarrassed  for  Microsoft." 

Ballmer,  who  was  in  Brussels  trying 
to  negotiate  a  settlement  of  the  compa- 
ny's antitrust  dispute  with  new  Euro- 
pean Union  competition  commissioner 
Neelie  Kroes  at  the  height  of  the  con- 
troversy, had  to  devote  hours  to  man- 
aging the  crisis.  He  declined  to  speak  to 
BusinessWeek.  But  company  sources 
say  he  responded  the  way  he  always 
does  when  faced  with  thorny  problems: 
by  "wallowing,"  as  he  likes  to  put  it,  in 
the  issue.  The  CEO  dove  into  his  e-mail  box  and  spoke  to  several 
employees.  "The  amount  of  response  to  his  first  e-mail  caused 
him  to  give  it  personal  attention,"  says  Greg  Hullender,  an  en- 
gineer in  the  company's  MSN  Search  group  who  has  worked  at 
Microsoft  for  12  years  and  represented  gay  employees  on  Mi- 
crosoft's Diversity  Advisory  Council. 

The  company's  ultimate  support  for  the  anti-discrimination 
legislation  won  widespread  praise  from  employees  and  gay 
rights  groups.  But  it  could  come  at  a  cost.  Conservatives  inside 
and  outside  of  Microsoft  have  not  given  up  the  fight.  Eric  Boyd, 
a  28-year-old  software  tester  at  Microsoft  who  believes  homo- 
sexuality is  a  sin,  vows  "the  Christians  here  won't  be  quiet"  next 
year  when  the  bill  resurfaces.  And  Reverend  Ken  Hutcherson,  the 
local  preacher  who  originally  pressured  Microsoft  to  drop  its  sup- 
port for  the  legislation,  plans  to  tap  the  broad  network  of  like- 
minded  religious  conservatives  to  lean  on  the  company.  "We'll 
see  what  land  of  pressure  [Microsoft]  can  bear,"  he  says. 

Caught  in  the 
Cross  Fire 

Political  pressure-from 
conservative  groups,  such  as 
Donald  E.  Wildmorfs  (right) 
American  Family  Assn.,  to  gay 
activists-is  spilling  into  the 
workplace,  forcing  companies  to 
apple  with  social  questions 
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Who  else  is  in  this  network?  In  addition  to  AFA,  Focus  on  the 
Family  in  Colorado  Springs  and  the  Family  Research  Council  in 
Washington  have  been  monitoring  corporate  support  for  gay 
rights.  Other  groups  have  targeted  different  issues.  The  much-|si 
smaller  Largo  (Fla.)-based  Children  of  God  for  Life  announced 
a  boycott  of  General  Electric  Co.  in  April  because  of  the  com 
pan/s  pursuit  of  embryonic  stem-cell  research.  Life  Decisionslcottol 
International  in  Washington  distributes  10,000  copies  of  The  tooth; 
Boycott  List— naming  companies  that  contribute  to  Plannec  the  Af 
Parenthood— at  least  twice  a  year. 
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No  Victory  Celebrations 

UNLIKE  HUTCHERSON,  most  of  the  people  who  run  thesdsarsS] 
groups  make  a  point  of  not  beating  their  chests  when  compa-  thi 
nies  back  down.  They  fear  that  such  publicity-seeking  is  coun 


gn 


MICROSOFT 


After  being  pressured  by 
a  local  religious  group, 
the  software  giant  pulls 
its  support  from  gay 
rights  legislation  in 
Washington  State. 
Employee  outrage  forces 
the  company  to  reverse 
course  less  than  two 
weeks  later,  on  May  6. 
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PROCTER  &  IfT 
GAMBLE 

Christian  groups  \i 
a  boycott  against  C: 
toothpaste,  Tide 
detergent,  and  Pan- 
diapers  in  Septem  t 
because  of  P&G's  ? 
support  for  a  Cinci 
gay  rights  proposa 
boycott  is  called  a! 
April  after  compar 
appears  to  reduce 
support  for  the  me 
P&G  declined  corrfc 


Data         nesskVeek 


92  '  BusinessWeek  I  May  23.  20( 


V>. 


^r     ^r  terproductive  because  it  makes 

m       M  execs    fearful    of    appearing 

^^fem^fc  weak.  "If  you  stop  giving  to 

Planned  Parenthood,  we  won't 
release  your  name,"  says  LDI 
President  Douglas  R.  Scott, 
who  compiles  The  Boycott  List 
rY|lr\llf*  by  digging  through  corporate 

|.Lll/lIV_  tax  returns  «we  have  an  agree- 

ment with  the  companies." 

This  strategy  was  evident  in 
a  recent  boycott  targeting 
Procter  &  Gamble.  Backed  by 
AFA,  Focus  on  the  Family,  and 
the  Family  Research  Council, 
among  others,  it  was  triggered 
by  the  company's  support  of  a 
•      i   .  local   law   that   would   have 

)d^Ll  1SS\XC  barred  discrimination  against 

gays  in  Cincinnati.  After  doing 
some  preliminary  research 
about  P&G's  position— and 
discovering  that  the  company 
had,  among  other  things,  pub- 
lished an  ad  for  Downy  fabric 
^^■^^»  softener  in  a  foreign  gay  maga- 

zine that  showed  two  men  in 
^T   ^T  bed— AFA's     Wildmon     and 

three  others  held  a  conference 
call  with  a  P&G  representative  in  early  September.  "It  was  ob- 
vious by  their  tone  that  they  were  dedicated  to  giving  money  to 
homosexual  activists... and  that  their  next  major  step  would  be 
support  for  homosexual  marriage,"  says  Randy  Sharp,  AFA's 
director  of  special  projects. 

So  on  Sept.  14,  Wildmon  sent  out  an  e-mail  calling  for  a  boy- 
cott of  three  of  P&G's  top-selling  products:  Tide  detergent,  Crest 
toothpaste,  and  Pampers  disposable  diapers.  A  special  page  on 
die  AFA  Web  site  documented  the  various  ways  in  which  the 
:ompany  allegedly  supported  gay  rights— including  sponsoring 
i  Cincinnati  gay  rights  parade,  advertising  on  an  employment 
kVeb  site  for  gay  workers,  and  supporting  a  gay  workplace  con- 
ference. In  the  following  weeks  nearly  365,000  people  signed 
dectronic  petitions  urging  the  company  to  change  its  policies, 
ays  Sharp.  In  fact,  so  many  people  called  the  company  about 
lie  issue  that  switchboard  operators  started  directing  them  to 
i  prerecorded  voice  message  stating  P&G's  position. 
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SAFEWAY 


On  Apr.  26,  the  AFA 
launches  an  e-mail 
campaign  urging 
Safeway  to  drop  plans  to 
advertise  on  ABC's 
Desperate  Housewives. 
Similar  efforts  have  led 
Lowe's,  Tyson  Foods, 
Kellogg,  and  S.C. 
Johnson  not  to  buy 
additional  commercial 
time  on  the  show. 


While  Sharp  has  no  way  of  knowing  the  extent  to  which  the 
effort  lowered  sales— and  the  two  sides  made  no  contact  after 
the  announcement  of  the  boycott— he  did  start  to  notice 
changes  in  P&G's  behavior.  He  claims  that  the  company  ceased 
advertising  on  the  gay  jobs  Web  site  and  that  the  corporate  logo 
was  dropped  from  sites  promoting  the  Cincinnati  gay  pride  pa- 
rade and  the  workplace  conference.  "All  the  stuff  we  pointed  to 
on  our  Web  site  just  started  disappearing,"  he  says.  Convinced 
that  P&G  had  mended  its  ways,  AFA  and  the  other  groups  sent 
out  an  e-mail  on  Apr.  16  calling  off  the  boycott— and  that  was 
that.  No  efforts  were  made  to  promote  the  self-styled  victory  to 
the  mainstream  media.  P&G  declined  to  comment  on  the  events 
leading  up  to  or  following  the  boycott. 


E-mail  Offensive 


THE  AFA,  FOCUS  ON  THE  FAMILY,  and  the  American  Decen- 
cy Assn.  of  Freemont,  Mich.,  have  also  had  success  in  recent 
months  persuading  companies  to  stop  advertising  on  racy 
shows  such  as  Desperate  Housewives.  Quietly  whirring 
recorders  at  the  AFA  headquarters  tape  all  three  networks  24/7 
YUM!  Brands,  parent  of  KFC  and  Taco  Bell,  S.C.  Johnson, 
Lowe's,  Tyson  Foods,  and  Kellogg  are  among  the  advertisers 
that  decided  not  to  buy  additional  commercial  time  during  the 
show  after  their  offices  were  flooded  with  complaints.  "Our  ad- 
vertising guidelines  are  such  that  Lowe's  chooses  not  to  adver- 
tise in  controversial  programming,  including  programming 
with  gratuitous  sex  and  violence,"  Lowe's  spokesperson  Chris 
Ahearn  said. 

The  AFA's  newest  target  is  Kraft.  On  May  4,  a  Christian  em- 
ployee sent  the  group  an  e-mail  alerting  it  that  the  company 
had  signed  up  as  a  sponsor  of  the  2006  Gay  Olympics.  So  on 
May  9,  Wildmon  shipped  out  an  e-mail  to  about  120,000  peo- 
ple suggesting  they  send  the  following  message  to  CEO  Roger 
K.  Deromedi:  "As  a  consumer  of  many  of  your  products,  I 
strongly  ask  you  to  reconsider  your  financial  support  of  this 
event.  Your  response  to  my  concerns  will  determine  my  deci- 
sion to  purchase,  or  not  purchase,  your  products  in  the  future." 
Kraft  declined  to  comment  on  the  controversy. 

As  Christian  conservatives  flex  their  political  muscle,  corpo- 
rations will  likely  continue  to  squirm.  And  if  there's  any  ques- 
tion about  the  explosiveness  of  the  culture  wars,  the  fact  that 
mighty  Microsoft  cowered— if  only  briefly— under  the  threats  of 
a  local  preacher  should  erase  any  doubt.  ■ 

With  David  Kiley  in  New  York 


GENERAL 
ELECTRIC 

In  response  to  news  that 
the  company  planned  to 
pursue  embryonic  stem- 
cell  research,  tiny 
Children  of  God  for  Life, 
based  in  Largo,  Fla.,  in 
April  called  for  a  boycott 
ofGE. 


WINN-DIXIE 


On  May  5,  New  York  City 
Comptroller  William 
Thompson  Jr.  announced 
a  shareholder  proposal 
urging  Winn-Dixie  Stores 
in  Jacksonville,  Fla.,  to 
include  sexual  orientation 
in  its  nondiscrimination 
policy.  Thompson  claims 
his  proposals  have 
caused  20  companies  to 
bolster  gay  rights. 


HOME  DEPOT 


One  day  after  a  gay 
rights  group  criticizes 
the  company  for  offering 
health  benefits  for 
employees'  pets  but  not 
for  the  partners  of  gay 
employees,  the  company 
in  September  announces 
same-sex  benefits. 
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Someone  should  make  hydrogen  vehicles  and  their  refueling  stations  a  reality.  Only  GM  coul 

Only  General  Motors  has  teamed  up  with  Shell  to  introduce  the  nation's  first  hydrogen  refueling  pum 
at  a  retail  station.  It's  the  endgame  of  a  multi-faceted  strategy  GM  set  in  motion  years  ago  to  mak 
cleaner  cars  and  trucks  powered  by  hydrogen.  Right  now,  a  test  fleet  of  hydrogen-powered  GM  vehicle 
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|i>  negotiating  traffic  in  downtown  Washington,  D.C.  GM  introduced  the  first  fuel  cell-powered  concept 
ehicle  nearly  forty  years  ago,  and  we've  continued  to  push  fuel  cells  forward  ever  since.  With  over 
ve  hundred  GM  engineers  on  three  different  continents  working  on  hydrogen  technologies,  it's  clear 

eie  hydrogen  economy  isn't  a  pipe  dream  anymore. 
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Finance  Derivatives 


Taking  Risk 
To  Extremes 

Will  derivatives  cause  a  major  blowup  in 
the  world's  credit  markets? 


HUNGRY  FOR  CREDIT 


ON  MAY  10,  GLOBAL  Fi- 
nancial markets  reeled 
as  rumors  spread  that 
one  or  more  hedge 
funds  had  such  big  loss- 
es on  General  Motors 
Corp.  stock  and  debt 
that  they  might  collapse.  Although  it  was- 
n't clear  that  was  imminent,  it's  sure  that 
any  funds  that  had  bet  lately  against  GM 
stock  while  also  piling  up  on  its  debt— a  fa- 
vorite hedge-fund  play— would  have  been 
caught  in  a  double  whammy.  On  May  4, 
GM  stock  soared  when  billionaire  Kirk 
Kerkorian  offered  to  buy  5%  more  of  the 
equity  for  $870  million.  The  next  day,  the 
value  of  GM's  bonds  plummeted  after  rat- 
ings agency  Standard 
&  Poor's  downgraded 
$375  million  of  GM 
and  Ford  Motor  Co. 
debt  to  junk. 

The  rapid  fire  series 
of  events  raised  the 
specter  that  high- 
stakes— and  highly 
leveraged— bets  on  the 
creditworthiness  of 
companies  could  bring 
global  debt  markets  to 
their  knees.  The  explo- 
sive growth  of  credit  derivatives— financial 
contracts  whose  value  is  based  on  corpo- 
rate bonds  and  loans— is  central  to  these 
worries.  The  market  tripled  in  value  to 
$8.5  trillion  last  year  and  is  still  growing 
exponentially.  Investing  legend  Warren  E. 
Buffett  long  ago  labeled  derivatives  as 
"weapons  of  mass  destruction." 

Now  the  monetary  authorities  are  get- 
ting rattled,  too.  The  International  Mone- 
tary Fund  warned  in  its  Apr.  6  annual  re- 
port of  a  possible  meltdown  in  credit 
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derivatives  if  investors  all  tried  to  "run  for 
the  exit  at  the  same  time."  Even  Federal 
Reserve  Chairman  Alan  Greenspan,  long 
a  fan  of  derivatives  because  they  spread 
risk  around  the  financial  system,  is  start- 
ing to  sound  concerned.  In  a  speech  to 
Chicago  bankers  the  day  the  auto  giants' 
paper  was  downgraded,  he  said  that  some 
investors  could  face  "unanticipated  loss- 
es" because  "the  rapid  proliferation  of  de- 
rivatives products  inevitably  means  that 
some  will  not  have  been  adequately  tested 
by  market  stress." 

Anxiety  is  high:  Big  losses  in  credit  de- 
rivatives could  set  off  a  chain  reaction. 
Banks,  insurers,  and  bond  and  pension 
funds,  as  well  as  hedge  funds,  are  inextri- 
cably linked  as  is- 
suers, buyers,  and 
traders.  An  apparently 
minor  problem,  such 
as  a  flurry  of  down- 
grades, could  quickly 
engulf  the  financial 
system  by  sending 
markets  into  a  tail- 
spin,  wiping  out 
hedge  funds,  and 
dragging  down  banks 
that  lent  them  money. 
If  that  sounds  like  a 
replay  of  the  Long-Term  Capital  Manage- 
ment hedge-fund  meltdown,  it  is,  only 
worse.  In  1998,  LTCM  borrowed  about 
100  times  its  capital  to  hold  derivatives 
worth  some  $1.25  trillion,  or  1,000  times 
the  fund's  capital.  Today,  hedge  funds  are 
an  industry  with  $1  trillion  in  assets, 
more  than  three  times  the  size  it  was  then 
and  trade  newfangled  derivatives  that  are 
vastly  more  opaque  and  risky.  "There's 
more  borrowing  by  hedge  funds  in  an 
untested,  illiquid  credit  market  than  has 


historically  been  the  case,"  says  Peter  J. 
Petas,  founder  of  researcher  CreditSights 
Inc.  in  New  York. 

The  purpose  of  credit  derivatives  is  to 
enable  banks  to  transfer  to  a  broader 
market  the  risk  of  defaults  on  corporate 
debt  they've  issued.  No  bonds  or  loans  ac- 
tually change  hands.  Instead,  a  credit  de- 
rivatives dealer,  usually  another  bank  or  a 
Wall  Street  firm,  agrees  to  take  on  the  risk 
of  a  default  in  exchange  for  a  price,  rather 
like  an  insurance  policy.  The  dealer  can 
also  pass  along  the  risk  by  bundling  100 
or  more  credits,  from  top  investment 
grade  to  junk,  to  create  what's  called  a 
synthetic  collateralized  debt  obligation 
(CDO).  After  slicing  the  CPO  into  tranch- 
es offering  higher  income  for  taking  on 
greater  risk,  he  sells  them  to  large  in- 
vestors such  as  hedge  funds,  pensions, 
and  endowments. 

A  DERIVATIVES  TSUNAMI? 

CDOs  ARE  THE  CASINO  of  choice  for  in- 
vestors seeking  high  yields  from  bonds. 
The  lure:  Investors  don't  actually  have  to 
pony  up  any  hard  cash.  They  usually  have 
to  produce  just  enough  collateral  to  show 
they  can  cover  any  losses.  "If  s  a  trade  on 
a  company's  creditworthiness,"  says 
James  M.  Ballentine  III,  managing  direc-| 
tor  at  Lehman  Brothers  Inc.  in  New  York 
So  far,  CDO  players  have  surfed  the 
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huge  wave  in  global  credit  markets  suc- 
cessfully. That  could  change  quickly.  A 
sharp  uptick  in  interest  rates  might  push 
some  companies  to  the  wall.  Surprises 
similar  to  Enron  and  WorldCom— large, 
investment-grade  companies  that  fall 
from  grace  overnight— could  roil  mar- 
kets. What's  more,  the  number  of  bonds 
rated  at  just  one  notch  above  default  has 
doubled  in  two  years,  pointing  to  an  im- 
pending spike  in  defaults,  according  to 
S&P.  "It  doesn't  need  a  20%  default  rate 
across  the  corporate  universe"  to  set  off 
a  selling  spree,  says  Anton  Pil,  head  of 
fixed  income  at  JPMorgan  Private  Bank. 


"One  or  two  defaults  can  be 
very  destructive." 

Investors  smell  trouble 
ahead.  Since  January,  outflows 
from  junk-bond  funds  have  to- 
taled $6.9  billion,  while  low- 
grade  companies  are  strug- 
gling to  borrow  money.  The 
shift  in  sentiment  is  enough  to 
depress  bond  prices— with  the 
added  leverage  of  derivatives 
intensifying  any  move.  Says 
Mark  H.  Adelson,  structured  fi- 
nance research  director  at  No- 
mura Securities  International 
Inc.:  "These  products  magnify 
exposure  to  adverse  changes. 
When  things  deteriorate  and 
defaults  go  up,  the  conse- 
quences can  be  even  worse." 

Already,  the  credit- deriva- 
tives market  is  taking  hits.  The 
cost  of  insuring  investment- 
grade  debt  against  default  is 
rising  sharply.  The  Dow  Jones 
CDX  North  American  Invest- 
ment Grade  index— which 
measures  the  price  of  so-called 
credit  default  swaps— is  up 
18%  since  May  3.  On  May  10 
alone,  the  cost  of  protecting  a 
$100  million  investment  in  top-quality 
paper  spiked  more  than  12%,  to 
$710,000,  according  to  derivatives  broker 
GFI  Group.  The  same  day,  S&P  down- 
graded several  synthetic  CDO  portfolios 
built  by  Deutsche  Bank  and  warned  oth- 
ers could  follow.  Earlier,  Moody's  In- 
vestors Services  downgraded  11  deals, 
from  other  intermediaries  tied  to  bonds  of 
American  International  Group  the  insur- 
er being  probed  by  regulators. 

Downgrades  could  have  a  disastrous 
effect  on  the  latest  flavors  of  CDOs.  As  de- 
mand soared,  Wall  Street  created  ever- 
more-complex varieties.  The  latest:  CDOs 


High 

Anxiety 

The  $8.5  trillion  market 
in  credit  derivatives- 
financial  contracts  whose 
value  is  based  on  loans 
and  bonds-tripled  in  size 
last  year.  The  hottest 
products  are  synthetic 
collateralized  debt 
obligations,  or  CDOs. 
Here's  how  they  work: 


1A  credit  derivatives  dealer,  usually  another  big 
bank,  enters  into  a  credit  default  swap  in  which  an 
insurance  company,  pension  fund,  hedge  fund,  or 
other  investor  assumes  the  risk  of  an  outright  default 
in  return  for  a  payment. 

2  The  dealer  can  also  create  a  synthetic  CDO  by 
bundling  the  swaps  of  100  or  more  loans  and  bonds 
together  in  one  portfolio. 

3  The  portfolio  is  then  sliced  into  different  tranches, 
with  various  levels  of  risk,  from  top  investment 
grade  on  down  to  junk. 

4  The  individual  tranches  are  sold  as  bonds  to  investors, 
usually  hedge  and  pension  funds.  The  riskiest  tranches 
pay  higher  income,  but  are  most  vulnerable  to  losses. 


cubed— or  derivatives  that  invest  in  de- 
rivatives of  derivatives.  Such  an  invest- 
ment is  three  times  removed  from  any 
bond  or  loan— and  far  harder  to  under- 
stand and  price.  Thomas  Finucane,  finan- 
cial stock  fund  manager  with  Boston's 
John  Hancock  Funds  LLC,  calls  them  "de- 
rivatives on  steroids."  Inevitably,  he  says, 
some  bank  will  "lend  to  XYZ  Hedge  Fund 
on  one  of  these  funky  derivatives,  the 
thing  will  unwind,  and  then  it's  tap  city." 
Banks,  often  the  last  line  of  defense,  "will 
have  to  eat  the  loss,"  he  says. 

EXTENDING  THE  BETS 

IF  THAT'S  THE  CASE,  derivatives 
wouldn't  have  spread  credit  risk 
throughout  the  financial  system  as  advo- 
cates claim.  Some  analysts  fear  credit 
risk  is,  in  fact,  concentrated  among  the 
five  largest  U.S.  banks.  They  not  only  is- 
sue new  derivatives  contracts  and  trade 
them  but  also  are  the  ultimate  insurers 
backing  them.  Studies  by  bank  regula- 
tors and  rating  agencies  have  found 
banks  aren't  using  these  instruments  as 
risk-management  tools,  but  rather  as 
profit  machines.  CreditSights'  Petas  says 
investment  banks  are  trading  derivatives 
like  mad,  making  investments  in  hedge 
funds  that  buy  derivatives,  and  then 
lending  money  to  funds  so  they  can  ex- 
tend their  bets  in  the  credit  market.  Any 
unraveling  of  CDOs  "has  the  potential  to 
be  extremely  messy,"  he  says.  "There's 
just  no  way  to  measure  what's  at  stake." 

If  things  do  go  awry,  the  ripples  may 
spread  worldwide.  Derivative  demand 
has  been  as  profound  in  Europe  among 
investors  seeking  high  income  from  syn- 
thetic CDOs  that  are  top-rated  by  S&P  and 
other  agencies.  Even  so,  two  European 
banks  have  already  sued  Bank  of  America 
and  Barclays  Capital  over  how  these  in- 
struments were  sold  and  priced.  New 
rules  that  require  European  investors  to 
put  derivative  contracts  on  their  books  at 
market  value  could  trigger  an  exodus  if 
there  are  losses.  When  asked  about  the 
most  likely  source  of  the  next  corporate 
crisis,  one  high-ranking  European  regu- 
lator replied:  "Derivatives." 

Derivatives  are  not  inherently  toxic. 
One  senior  Wall  Streeter  compares  them 
to  fertilizer:  "It  can  help  your  garden 
grow  or  can  be  made  into  bombs."  To 
plenty  of  worried  critics,  the  benign  in- 
gredient of  bountiful  liquidity  can  quick- 
ly become  explosive  when  mixed— as 
now— with  a  lack  of  transparency,  poor 
risk  management,  and  excessive  hype.  ■ 
-By  Mara  Der  Hovanesian,  with 
Chester  Dawson  in  New  York,  and 
with  Kerry  Capell  in  London 
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Workplace  Labor 


A  Major  Swipe 
At  Sweatshops 

If  a  project  in  Turkey  succeeds,  long-sought 
global  labor  standards  could  emerge 


EMEMBER  SWEATSHOP 
exposes?  They  haven't  hit 
the  headlines  much  in  the 
past  few  years.  In  part 
that's  because  high-profile 
companies  such  as  Nike 
Inc.  and  Gap  Inc.  now 
work  regularly  with  labor  rights  groups  to 
monitor  their  vast  global  networks  of  sup- 
plier factories.  Still,  only  about  100  U.S. 
and  European  multinationals  participate 
in  such  efforts  to  find  and  remedy  abuses. 
The  vast  majority  of  Western  companies 
haven't  followed  suit  even  after  a  decade 
of  activism  on  the  issue.  Perhaps  the  most 
troublesome  absence  has  been  that  if  the 
large  retailers  such  as  Wal-Mart  Stores 
Inc.  and  Target  Corp.  These  giants  in- 
creasingly control  the  pricing  power  in 
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overseas  manufacturing  that  in  turn  dic- 
tates how  much  money  factories  can 
spend  on  improving  labor  conditions. 

MAKING  ETHICS  EASIER 

NOW  GLOBAL  LABOR  monitoring  may 
get  a  big  leg  up.  Nike,  Patagonia,  Gap, 
and  five  other  companies  have  joined 
forces  with  six  leading  anti-sweatshop 
groups  to  devise  a  single  set  of  labor  stan- 
dards with  a  common  factory-inspection 
system.  The  goal:  to  replace  today's  over- 
lapping hodgepodge  of  approaches  with 
something  that's  easier  and  cheaper  to 
use— and  that  might  gain  traction  with 
more  companies.  After  two  years  of  de- 
bate, the  parties  quietly  signed  an  agree- 
ment in  late  April  to  run  a  pilot  project  in 
several  dozen  Turkish  factories  that  pro- 


duce garments  and  other  products  for  the 
eight  companies. 

If  it  works,  the  30-month  experiment 
would  create  the  first  commonly  accepted 
global  labor  standards— and  a  way  to  live 
up  to  them.  Essentially,  it  would  provide  a 
private-sector  analog  to  the  International 
Labor  Organization  principles  that  most 
countries  have  long  endorsed  but  rarely 
-  enforce.  The  rights  groups  hope  that  the 
Wal-Marts  of  the  world  will  ultimately 
sign  on,  finding  it  easier  to  join  in  than  to 
explain  why  they  can't  embrace  a  norm 
that  is  accepted  by  other  large  companies. 
"One  guiding  goal  of  this  project  is  to 
bring  in  those  companies  still  standing  on 
the  sidelines  [that]  have  said  there's  too 
much  disagreement  on  the  right  system," 

LONG  HAUL  Rights  groups 
still  disagree  on  the  best 
way  to  monitor  factories 

says  Alice  Tepper  Marlin, 
president  of  Social  Account- 
ability International  (SAI),  a 
New  York-based  anti-sweat- 
shop group  involved  in  the 
initiative. 

More  broadly,  the  Turkey 
experiment  will  shed  light 
on  a  fundamental  conflict 
between  multinationals'  de- 
sire for  decent  factories  and 
their  constant  search  for  the 
cheapest  suppliers.  Typical- 
ly, Western  companies  mon- 
itor supplier  factories,  then 
work  with  them  to  fix  the 
problems  they  find.  Usually, 
that  costs  money.  But  com- 
panies also  switch  suppliers 
frequently  as  they  bid  out 
production  to  the  cheapest 
and  most  efficient  plants. 
"We  hope  the  initiative  will  test  this  rela- 
tionship, since  a  factory  that  can  lose  the 
next  order  to  the  guy  across  the  street  will 
always  feel  pressure  to  cut  corners  on  la- 
bor standards,"  says  Scott  Nova,  execu- 
tive director  of  Worker  Rights  Consor- 
tium (WRC),  a  group  founded  by  U.S. 
students.  The  desired  outcome,  says 
Nova,  is  that  common  guidelines  will 
keep  companies  from  undercutting  one 
another  on  labor  standards. 

Right  now,  three  major  groups  oversee 
factory  inspections:  SAI,  whose  members 
include  Toys  'R'  Us  and  Otto  Versand,  the 
German  direct-mail  giant;  the  Washing- 
ton-based Fair  Labor  Assn.  (FLA),  which 
was  set  up  by  shoe  and  apparel  makers 
such  as  Nike,  Reebok  International,  and 
Liz  Claiborne;  and  Ethical  Trading  Initia- 
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Workplace  Labor 


tive,  a  London-based  group  of  European 
unions,  nonprofits,  and  companies  such 
as  Marks  &  Spencer  Group  and  Salis- 
bury's Supermarkets.  Each  has  different, 
often  conflicting  aims.  All  three  groups 
have  codes  of  conduct  that  spell  out  stan- 
dards, such  as  no  child  labor  or  excessive 
overtime.  They  also  oversee  factory  mon- 
itoring aimed  at  enforcing  their  codes  and 
remedying  violations  in  countries  such  as 
China  and  Vietnam.  Yet  there's  little 
agreement  on  methodology.  Many  com- 
panies have  responded  to  the  confusion 
by  fashioning  some  form  of  self-monitor- 
ing. Wal-Mart  says  it  inspects  thousands 
of  supplier  factories  each  year  in  dozens 
of  countries.  But  since  no  outside  body 
such  as  SAI  or  the  FLA  is  involved  and 
Wal-Mart  won't  release  its  audits  or  even 
its    factories'    names,   the 

public  is  left  to  take  the     A  V\c£mt"  frnm 
company's  word  for  it. 

Given  how  contentious 
the  issues  can  be  among 
the  rights  groups,  much 
less  the  companies,  it  may 
well    take    the    full    30 
months  to  sort  everything 
out  in  the  Turkey  project. 
The  Joint  Initiative  on  Cor- 
porate   Accountability    & 
Workers'  Rights,  as  the  ef- 
fort  is   called,   took  two 
years  just  to  reach  the  formal  start 
point.  Public  disclosure  has  been  one 
stumbling  block.  For  years  activists  have 
demanded  that  Western  brands  and  re- 
tailers disclose  the  names  of  the  factories 
that  supply  them.  Most  have  refused, 
saying  their  sourcing  information  is 
highly  competitive.  But  the  WRC,  which 
is  involved  in  the  Joint  Initiative,  insisted 
the  factories  in  the  Turkish  project  be 
disclosed  once  they're  chosen  (a  task  due 
to  be  completed  in  June). 

Then,  after  months  of  debate,  the 
groups  and  companies  agreed  that 
brands  that  feel  comfortable  disclosing 
their  factories  could  do  so,  while  those 


the  players 
working 
for  change: 
Wal-Mart 
and  Target 


that   don't   can   use   code 
names  to  report  problems. 
Only  if  serious  abuses  sur- 
face can  the  WRC  or  another 
group  publicize  a  factory's 
name.  The  disclosure  wran- 
gle eased  considerably  in 
April  when  Nike,  after  years 
of  reluctance,  released  the 
names  of  all  of  its  750-plus 
factories  around  the  globe. 
Says  Frank  Henke,  head  of 
social   and   environmental 
affairs  at  Adidas-Salomon,  another  mem- 
ber of  the  Joint  Initiative:  "Right  from  the 
beginning,  we've  been  committed  to  dis- 
closing our  factories." 

A  larger  question  the  groups  are  tack- 
ling is  how  factories  should  be  inspected. 
The  two  primary  models  used  now  differ 
greatly.  On  paper,  SAI  has  the  strictest 
code.  But  participating  companies  can 
choose  which  of  their  factories  will  be  in- 
spected, thus  easily  sidestepping  plants 
that  are  likely  to  show  problems. 

The  FLA  has  a  weaker  code  but  stricter 
monitoring.  Its  staff  selects  which  facto- 
ries to  inspect,  with  no  input  from  mem- 
ber companies.  The  FLA  also  audits  5%  of 


a  company's  entire  factory  list  every  year. 
So  Nike,  Reebok,  and  other  FLA  members 
can't  say  they're  doing  a  good  job  based 
on  just  a  few  factories. 

WAGE  WARS 

IN  THE  LONG  RUN  the  most  contentious 
issue  is  likely  to  be  wages.  Most  company 
labor  codes  say  suppliers  must  pay  at] 
least  a  country's  minimum  wage.  But  SAI 
requires  brands  to  pay  a  so-called  living 
wage,  which  is  set  with  local  rights 
groups  based  on  area  prices  and  living 
standards— a  controversial  idea.  "The 
living  wage  is  probably  the  single  biggest 
sticking  point  in  the  whole  process,  so  it 
will  be  a  great  learning  process  to  see 
how  it  would  affect  us,"  says  Caitlin  A. 
Morris,  senior  manager  for  global  issues  ] 
management  at  Nike. 

There  may  be  little  media  attention) 
paid  to  Third  World  workers  these  days, 
but  human  rights  groups  still  routinely  I 
find  abuses  of  every  description.  If  the! 
Joint  Initiative  ever  takes  hold,  a  floor  j 
could  finally  build  beneath  working  con- 
ditions around  the  globe.  ■ 

-By  Aaron  Bernsteinl 
in  Washington] 


Worldwide  Labor  Standards  at  Last? 


Six  monitoring  groups  and  eight  companies, 
including  Nike,  Gap,  and  Britain's  Marks  & 
Spencer,  have  launched  an  effort  to  devise  a 
common  jactory-inspection  system  and  a 
single  set  of  labor  standards.  By  June,  the 
group  will  choose  factories  in  Turkey  for 
the  pilot,  which  will  run  over  30  months. 
Some  of  the  hurdles  still  to  be  overcome: 


DISCLOSURE 

One  group,  the  Worker 
Rights  Consortium,  insists 
that  member  companies 
publicly  release  the  names 
of  all  of  their  factories 
-information  that  most 
companies  say  is  highly 
proprietary. 


FACTORY 

i  INSPECTIONS 

I  The  Fair  Labor  Assn.  does 

]  random,  unannounced 

1  labor  inspections  at  5%  of 

:  each  member  company's 

'  factories  every  year. 

I  Many  companies  see  this 

|  as  too  demanding. 


Social  Accountability 
International  requires 
member  employers  to 
pay  their  employees  a 
"living  wage,"  which  it 
defines  for  each  country. 
Others  aren't  sure  that's  a 
able  idea. 
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Greece:  a  land  of  mythical  dimensions.  Where  the  spirit  of  hospitality  welcomes  you  as  a  modern  god. 
And  the  siren  song  draws  you  into  its  deep  blue  waters.  Where  a  gentle  breeze  through  ancient  ruins 
seems  to  whisper  your  name.  And  a  dance  until  dawn  can  take  on  Dionysian  proportions.  In  Greece,  the 
myths  are  still  very  much  alive.  And  in  amongst  them  sits  your  own...  patiently  waiting  for  you  to  live  it. 
Live  your  myth  in  Greece.  Ask  your  travel  agent. 

MINISTRY  OF  TOURISM  -  NATIONAL  TOURISM  ORGANIZATION 
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HELLENIC  TOURISM  OR(flNIZA 

OLYMPIC  TOWER  645  FIFTH  AVE^LJE, 
TEL:  (001212)  4215777,  FAX:  (001212)  8261 
URL:  www.greektourism.com,  E-mail:  i 
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The  McGraw-Hill  Companies 


Retire  happy. 

Consistently  ask  the  one  question  all  goc  ]>, 


YOUR   CONFIDENCE   IS   SHOWING. 


YOU  VE  GOT  STANDARD  &  POORS. 

Standard  ev  Poor's  offers  clear,  actionable  opinions  from  some  one  hundred  analysts  on  more  than  1,700 
industry-leading  companies.  For  independent  information  on  stocks  from  the  world's  foremost  investment 
research  firm,  ask  your  financial  advisor,  go  to  www.equityresearch.standardandpoors.com,  or  call 
L -800-357-0769  and  reference  code  BW'1204. 


_.-■: — , 


At  Standard  &  Poor's  our  analytic  services  are  performed  as  entirely  separate  activities  in  order  to  preserve  the  independence  and  objectn  ^ 
credit  ratings,  is  held  in  confidence.  Our  analysts  do  not  disclose  non-public  information  outside  their  specific  analytic  areas. 


(. 


lancial  advisors  never  grow  tired  of  answering: 


What  does  S&P  think? 


STOCK  RESEARCH 


STANDARD 


&  POORS 


www.standardandpoors.com 


t"  nalytic  process.  All  non-public  information  received  during  any  analytic  process,  including 
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Looking  to  Pick  Off 
Blackberry 

Wireless  e-mail  upstarts  are  offering 
new  services  and  cutting  prices 


UNTIL  LAST  MONTH 
few  people  outside  Sili- 
con Valley  had  heard  of 
Visto  Corp.  But  then  the 
tiny,  privately  held  com- 
pany in  Redwood 
Shores,  Calif.,  an- 
nounced that  Britain's  Vodafone  Group 
PLC  had  agreed  to  roll  out  Visto's  wireless 
e-mail  technology  in  10  countries,  includ- 
ing France  and  Italy.  A  few  days  later, 
Canadian  wireless  carrier  Rogers  Com- 
munications Inc.  struck  a  licensing 
agreement-svith  Visto. 

Now,  Visto  is  breaking  into  the  U.S. 
market.  The  mae-year-old  company  has 
reached  a  pact  to  license  its  software  to 
Nextel  Communk  lions  Inc.,  in  a  deal 
slated  to  be  announced  later  this  month. 
Nextel,  which  concentrates  on  corporate 
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customers,  is  merging  with  Sprint  Corp., 
creating  the  No.  3  U.S.  wireless  player. 

The  deal  puts  Visto  in  the  middle  of  a 
battle  for  the  hot  wireless  e-mail  market 
Research  In  Motion  Ltd.  (RIM)  created  the 
market  in  1999  with  its  BlackBerry  e-mail 
device  and  still  dominates,  with  3  million 
users.  PalmOne  Inc.  is  a 
strong  second.  As  sales  grow, 
rivals  from  Microsoft  to  up- 
starts Intellisync  and  SEVEN 
Networks  are  charging  in. 

Wireless  carriers  are 
cheering  on  the  free-for-all. 
They  see  a  big  opportunity 
in  making  e-mail  a  mass 
market  service  and  don't 
want  to  be  limited  to  the  se- 
lection of  devices  RIM  of- 
fers. "We're  looking  for  a 


F 


Carriers  see 
a  big  chance 
to  bring 
wireless 
e-mail  to  a 
mass  market 


way  to  offer  the  same  service  to  people 
not  comfortable  with  BlackBerry,"  says 
Bob  Ewald,  senior  director  of  core  data 
services  at  Nextel.  In  addition,  some  car- 
riers have  felt  burned  by  the  hefty  fees 
RIM  charges  and  want  more  competition 
to  drive  down  prices.  "They've  been  act- 
ing like  a  monopoly,"  says  an  exec  at  one 
wireless  company.  Nextel  and  other  oper- 
ators will  continue  to  offer  RlM's  beloved 
BlackBerry,  alongside  other  services. 

STRESS  ON  SOFTWARE 

NEWCOMERS  ARE  imitating  the  basic 
idea  behind  RIM's  success.  Rather  than 
just  forward  e-mail  to  a  mobile  device, 
these  technologies  let  people  manage 
their  e-mail  just  as  if  they  were  at  their 
desk.  Zap  a  message  on  your  phone,  and 
it's  deleted  on  your  computer,  too. 

But  there  are  big  differences.  RIM 
made  its  name  supplying  companies 
with  everything  they  needed  to  provide 
wireless  e-mail,  from  the  software  for 
handling  e-mail  to  the  BlackBerrys  them 
selves.  Microsoft,  Visto,  and  others  con 
centrate  on  software  to  handle  wireless 
e-mail,  letting  companies  like  Nokia  and 
Motorola  make  the  gadgets  themselves 

That  diversity  of  devices  is  one  reason 
for  Visto's  recent  wins.  Another:  It's 
cheaper.  Brian  A.  Bogosian,  Visto's  CEO 
says  the  company  charges  carriers  less 
than  RIM,  though  he  won't  specify  pricing 
Ewald  says  Visto's  service  will  cost  sub- 
scribers $15  to  $30  a  month,  compared 
with  $30  to  $50  for  Nextel's  BlackBerry. 

RIM  recognizes  the  competition.  It  has 
started  licensing  its  software  so  mobile- 
phone  makers  can  make  their  own  Black- 
Berry-powered  devices  which  began  to  hit 
the  market  last  year.  Still,  RIM  plays  down 
the  risk  to  its  profitability.  James  L.  Balsillie 
chairman  and  co-CEO,  says  that  customen-fc 
who  use  RIM  devices  pay  a  total  of  $120  to  fc 
$130  a  month  to  wireless  operators.  RIM 
may  collect  $8  to  $10  of  that  from  the  op 
erator,  but  Balsillie  argues  that's  a  nominai 
fee.  "We're  making  them  great  money,"  hf 
says.  "Visto  and  Intellisync  might  be  a  bud 
cheaper,  but  it's  nothing  material." 

Bogosian  hopes  it  is.  He'j 
looking  to  cut  more  deak|i: 
like  the  one  with  Nextel  anc 
boost  Visto's  users  to  1  mil 
lion  by  yearend.  Next  year  1 
he  expects  to  turn  profitabl< 
and  take  the  company  pub 
He.  A  sure  thing?  Hardl> 
But  the  benefits  of  competi 
tion  for  wireless  customer  |n 
certainly  are.  ■ 

-By  Steve  Rosenbush,  witi 
Heather  Green,  in  New  Yonbs 
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PayPal  Spreads 
Its  Wings 

The  Web  service  is  going  beyond  parent 
eBay.  Will  the  next  foray  be  offline? 


THE  WISE  FOLKS  AT  DE- 
troit  Coffee  Co.  aren't  try- 
ing to  create  the  next  Star- 
bucks Corp.  They  sell  only 
basic  brew  from  retail 
vans.  On  their  Web  site 
you  won't  find  beans  with 
foo-foo  flavors.  And  they  don't  take 
American  Express— or  Visa  or  Master- 
Card. The  only  way  to  buy  online:  PayPal, 
the  Web  payment  service  owned  by  on- 
hne  marketplace  eBay  Inc.  Detroit  Coffee 
Chief  Executive  George  B.  Kaufman 
thinks  PayPal,  which  lets  buyers  instandy 
send  money  over  the  Web  without  typing 
in  their  credit-card  numbers,  is  easier  and 
safer  than  plastic.  Besides,  he  adds,  "al- 
most everybody  recognizes  PayPal  now." 
Less  than  three  years  after  eBay  ac- 
quired it  for  $1.5  billion,  PayPal  aims  to 
fcust  out  of  its  parent's  confines.  Even  gi- 
ant eBay,  after  all,  accounts  for  less  than 


10%  of  all  e-commerce,  so  there's  a  much 
bigger  opportunity  outside.  So  far,  PayPal 
has  signed  up  a  variety  of  independent 
merchants  to  offer  its  service,  from  small 
fry  such  as  Saylor's  Pizza  in  Henderson- 
ville,  Tenn.,  to  big  fish  like  retailer  Over- 
stock, com  and  Apple  Computer's  iTunes 
Music  Store.  And  it's  quickly  moving 
overseas,  opening  local  Web  sites  in  eight 
countries  in  the  past  year.  The  goal,  says 


iTunes 

Music  Store 

Apple  Computer's  online 
song  download  site  accepts 
PayPal  in  addition  to  credit 
cards.  PayPal's  lower 
transaction  costs  make 
such  micropayments  more 
economical. 


Detroit 

Coffee 

The  Motown  startup  sells  fresh 
Java  from  mobile  vans,  and  beans 
from  its  Web  site.  Online,  it  doesn't 
accept  credit  cards,  just  PayPal. 

PayPal  President  Jeff  Jordan: 
"We  want  to  be  the  standard  for 
online  payments." 

It's  a  grand  ambition.  After 
all,  PayPal  made  its  name  help- 
ing eBay  sellers,  often  too  tiny  to 
qualify  for  a  conventional  credit- 
card  merchant  account,  avoid  the 
time  and  risk  of  waiting  for  paper 
checks.  Buyers  click  on  a  PayPal  link,  and 
they're  whisked  to  their  account  at  Pay- 
Pal. The  service  draws  money  from  any  of 
several  sources  buyers  have  chosen- 
credit  or  debit  card,  checking  account,  or 
PayPal  account,  where  they  can  keep 
funds  from  auction  sales.  Although  Pay- 
Pal is  legally  just  a  money  transfer  agent 
like  Western  Union  Financial  Services 
Inc.,  it's  more  like  virtual  plastic  to  con- 
sumers and  merchants. 

And  more  than  ever,  PayPal  is  knock- 
ing elbows  with  Visa,  MasterCard,  and 
the  banks  that  issue  their  cards.  It  just 
passed  American  Express,  the  leading 
bank  card  issuer.  PayPal  now  has  72  mil- 
lion worldwide  accounts,  compared  with 
AmEx's  65  million.  Yet  that  pales  next  to 
card  associations  Visa  International  and 
MasterCard  International  Inc.,  with  1  bil- 
lion and  680  million  cardholders,  respec- 
tively. Likewise,  PayPal's  $19  billion  in  to- 
tal payment  volume  last  year  falls  far 
short  of  Visa's  $3  trillion  from  all  of  its 
member  banks.  PayPal,  however,  is  ex- 
panding much  faster— 44%  last  year,  to 
Visa's  14%. 

PLASTIC  PLAYER? 

ALL  THAT  HAS  SOME  analysts  raising  an 
even  more  intriguing  possibility:  Could 
PayPal  become  a  full-fledged  credit  brand 
on  par  with  Visa— perhaps  even  be- 
yond the  Web?  Jordan  won't  cop  to 
that  ambition,  but  PayPal  is  constant- 
ly comparing  itself  with  banks  and 
credit-card  companies,  claiming  low- 
er fees  and  less  fraud  risk.  Last  year  it 
also  inked  a  deal  with  GE  Consumer 
Finance  to  offer  buyers  lines  of  credit 
for  the  first  time.  Analysts  speculate 
that  it's  only  a  small  step  from  there  to 
an  independent  PayPal-branded,  GE- 
funded  card  that  directly  takes  on 
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Visa,  MasterCard,  and  their  member 
banks.  Says  analyst  Scott  N.  Devitt  of 
Legg  Mason  Wood  Walker  Inc.:  "PayPal 
has  the  platform  to  challenge  the  credit- 
card  infrastructure  over  time." 

Truth  be  told,  that  time  could  be  years 
away— especially  off  the  Web.  But  poten- 
tial rivals  are  already  on  guard.  Tim  E.  At- 
tinger,  Visa's  senior  vice-president  for 
product  development  and  management, 
referred  to  PayPal  as  a  "niche"  three 
times  in  a  25-minute  interview.  "Visa  has 
built  a  pretty  strong  relationship  with 
large  merchants  and  small  mom-and-pop 
operations,"  he  says.  "And  at  the  end  of 
the  day,  consumers  want  to  put  as  much 
of  their  purchases  [as  they  can]  on  the 
payment  vehicle  they  know  and  trust." 

For  now,  he's  right.  To  appeal  to  large 
merchants  outside  eBay,  let  alone  the 
general  public,  PayPal  has  enormous 
tasks  ahead.  It  must  stay  ahead  of  crooks 
who  target  PayPal  members  with  e-mails 
to  fool  them  into  revealing  account  infor- 
mation. At  the  same  time,  it  may  need  to 
modify  its  stringent  antifraud  measures, 
which  can  rankle  merchants.  For  in- 
stance, when  a  buyer  has  a  dispute  with  a 
merchant,  PayPal  can  freeze  a  merchant's 
entire  account  while  it  investigates. 

LOWER  FEES 

PAYPAL'S  GROWTH  IS  crucial  for  eBay, 
whose  stock  has  fallen  43%,  to  $32.75, 
since  Jan.  1.  The  reason:  First-quarter 
revenues  in  its  core  U.S.  marketplace  in- 
creased only  19%,  the  slowest  pace  in  its 
10-year  history.  PayPal's  revenue,  up 
47%  last  year  and  on  track  to  hit  nearly 


$1  billion  this  year,  is  helping  to  make  up 
for  the  shortfall.  "EBay  is  increasingly 
relying  on  PayPal  for  its  growth,"  says 
former  PayPal  marketing  executive  Eric 
M.  Jackson,  author  of  the  2004  book  The 
PayPal  Wars. 

That's  not  the  only  way  PayPal  can  help 
eBay  reverse  its  slowdown,  which  may 
well  be  the  result  of  mounting  competi- 
tion. Increasingly,  Amazon.com,  Over-" 
stock.com,  and  Google  are  offering  new 


PAYPAL  TAKES  OFF 


PayPal  has  passed  credit-card  issuers  but  still  trails 
far  behind  card  brands 


NUMBER  OF  GLOBAL  ACCOUNTS 
IN  MILLIONS 
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selling  venues  to  eBay's  merchants,  some 
of  whom  are  angry  at  recent  fee  hikes. 
EBay  has  been  branching  out,  too.  It's 
buying  or  opening  classified  ad  sites 
around  the  world  and  expanding  its  sep- 
arate online  storefronts  for  merchants. 
PayPal  could  provide  a  common  way  for 
larger  merchants  to  sell  across  all  those 
venues,  using  one  payment  system  to 
track  orders,  payments,  and  sales  trends. 
PayPal's  pitch  to  merchants:  For  one, 
lower  merchant  fees.  Nearly  half  its 


Saylor's 

Pizza 

Customers  call  up  the 
Hendersonville  (Term.) 
joint  to  order  their  pie, 
then  pay  online  through 
PayPal.  And  bad-check 
writers  even  settle  up  with 
Saylor's  through  PayPal  to 
avoid  embarrassment. 
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members'  payments  are  funded  directly 
from  their  bank  accounts,  bypassing 
credit-card  interchange  fees.  While  Pay 
Pal  doesn't  reveal  specific  merchant  fees, 
selling  a  99<t  song  download  costs  a  mer 
chant  such  as  iTunes  Music  Store  I6<t  or 
more  in  credit- card  processing  fees,  but 
only  9<t  in  PayPal  fees.  "This  hybrid  fund 
ing  model  allows  them  to  undercut  ri- 
vals," says  Allen  Weinberg,  managing  di 
rector  at  Glenbrook  Partners  LLC,  i 
Menlo  Park  (Calif.)  finan 
cial  services  consultant 

PayPal  also  claims  that 
merchants  suffer  less 
fraud  using  its  service 
than  with  credit  cards. 
PayPal  and  eBay  com- 
bined have  more  than 
1,000  people  fighting 
fraud.  PayPal  says  it  has 
developed  its  own  risk 
models  to  detect  fraud,  as 
well  as  a  patent-pending 
method  of  verifying  buyei 
bank  accounts.  As  a  re 
suit,  PayPal  estimates  its 
merchants'  losses  from  fraud  on  its  service 
are  only  0.17%  of  their  revenues.  That 
compares  with  average  losses  of  1.8%  foi 
online  merchants  that  take  credit  cards 
according  to  payment  processor  Cyber 
Source  Corp.  "Fraud  is  clearly  lower  or 
PayPal,"  says  Stuart  Wallock,  director  o' 
marketing  for  Web  electronics  retailei 
Newegg.com,  which  takes  both  PayPa 
and  credit  cards. 

Adding  PayPal  often  gives  merchants 
nice  bonus,  too:  new  customers.  Some  are 
folks  who  don't  have  credit  cards  or  hesi 
tate  to  use  them  online.  Others  have  mon 
ey  in  their  PayPal  accounts— $750  million 
overall— that  tends  to  burn  holes  in  theii 
pockets,  in  contrast  to  credit  accounts 
where  people  know  a  bill  will  be  coming 
Tech  e-tailer  TigerDirect  Inc.  found  thai 
nearly  90%  of  customers  using  PayPa] 
were  new  to  the  site. 

With  some  high-profile  wins  such  ai 
iTunes  Music  Store,  PayPal  is  starting  tc 
prove  it  can  leave  the  eBay  nest.  How 
high  can  it  fly?  "I'm  not  sure  they  have 
enough  to  offer  a  Macy's  or  a  Best  Buy,r 
says  JupiterResearch  analyst  Bruce  Cun 
diff.  With  the  help  of  the  small  merchant* 
that  make  up  eBay,  PayPal  managed  tc 
thrive  against  the  credit- card  giants.  As  ii 
ventures  onto  their  turf,  PayPal  will  have 
to  make  much  bigger  friends.  ■ 

-By  Robert  D.  Hofin  San  Jose,  Calif 


iiisiiu'ssWeok  online 


For  a  Q&A  with 
PayPal  President  Jeff  Jordan,  go  to 
businessweek.com/extras 


TOSHIBA 

Don't  copy.  Lead. 


Inefficient  printers  are  bad.  Especially  for  business.  They  steal  your  time,  money  and  resources— sometimes 
right  from  under  your  nose.  Toshiba's  Encompass™  helps  you  uncover  hidden  costs,  identifies  inefficiencies  and 
gives  you  the  tools  and  strategies  you  need  to  put  an  end  to  the  stealing.  To  learn  more  go  to  endthestealing.com 


Corporate  Scoreboard  Earnings 


Big  Profits,  Even 
Bigger  Margins 

BW  Scoreboard  companies  were  able  to 
squeeze  more  from  each  dollar  of  sales 


THE  CASH  KEEPS  ROLLING 
into  Corporate  America's 
coffers.  Against  the  head- 
winds of  slower  economic 
growth,  stubbornly  high 
oil  prices,  and  inflation  jit- 
ters, first-quarter  profits 
among  the  900  companies  on  Business- 
Week's Corporate  Scoreboard  still 
charged  forward  16%  from  a  year  ago,  on 
a  13%  increase  in  revenues,  well  ahead  of 
Wall  Street's  initial  expectations. 

Resilient  consumer  spending  and  lit- 
tle letup  in  business  investment  helped 
fuel  strong  sales  growth  in  the  first  quar- 
ter. When  tallied,  profits  during  the 
quarter  reached  $170.6  billion,  a  $23.6 
billion  increase  from  a  year  ago.  Exxon 
Mobil  Corp.  pumped  its  earnings  up  to 
$79  billion  on  higher  oil  prices  and 
General  Electric  Co.  profits  soared  to  $4 
billion  on  broad-based  improvement. 
Both  set  first-period  records.  And  speak- 
ing of  uncharted  territory,  General  Mo- 
tors Co.  drove  itself  to  a  record  loss  of 
$1.1  billion  with  a  seemingly  endless 
road  of  trouble  still  ahead  for  the  world's 
largest  auto  maker. 

Once  you  peel  back  the  headline  num- 
bers, an  even  more  encouraging  sign 
emerges:  Companies  were  able  to 
squeeze  even  more  earnings  from  each 
dollar  of  sales  they  made.  Net  profit  mar- 
gins—the ratio  of  aftertax  profits  before 
extraordinary  items  to  sales— reached 
74%  in  the  first  quarter,  up  from  7.2%  in 
2004.  Margins  have  been  north  of  7% 
since  the  start  of  2004  in  all  but  one 
quarter.  Such  a  run  is  unprecedented  in 
the  30-year  history  of  the  BusinessWeek 
Corporate  Scoreboard. 

That  streak  illuminates  a  hidden 
wellspring  of  health  in  Corporate  Amer- 
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ica.  Sustained  profit-margin  growth 
helps  explain  the  momentum  behind 
surprisingly  upbeat  recent  economic 
data,  such  as  the  robust  April  jobs  report. 
And  the  stout  margin  levels  also  indicate 
that  there's  some  running  room  left  for 
the  economy,  foretelling  increased 
pricing  power,  capital  investment,  and 
expansion— even  amid  fears  of  another 
soft  patch. 

The  biggest  profit-margin  gains  came 
in  two  comparatively  low-margin  sec- 
tors: energy  and  materials,  which  con- 
tinue to  benefit  from  supersized  jumps  in 
oil  and  commodity  prices.  Oil  prices 
hanging  above  $50  per  barrel  and  the 


world's  insatiable  appetite  for  energy 
pushed  the  profit  margin  for  that  indus- 
try up  to  9.1%,  from  75%  for  the  first 
quarter  of  2004.  Total  earnings  surged 
50%  over  the  period.  Materials  compa- 


Margin  Matters 

Here's  a  look  at  net  profit  margins  over  the  past 
decade  and  by  industry  for  the  first  quarter 
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nies  did  energy  one  better:  Higher  met- 
al and  timber  prices  led  margins  to 
widen  by  2.6  percentage  points,  to  6.3%, 
as  profits  jumped  103%. 

How  long  can  the  record  profit-margin 
run  last?  Already,  "there  are  [fewer] 
places  where  margin  expansion  is  occur- 
ring," says  Robert  T.  McGee,  chief  econ- 
omist at  U.S.  Trust  Corp.  Partly,  that's 
simple  cause  and  effect:  Having  reached 
and  sustained  those  giddy  levels,  busi- 
nesses naturally  are  enabled  to  increase 
capital  spending  and  hiring,  tightening 
the  labor  market.  To  be  sure,  if  commod- 
ity prices  keep  spiking,  and  consumers 
get  spooked,  or  if  labor  costs  were  to 
grow  faster  than  expected,  the  margin 
momentum  could  slow.  But  the  more 
likely  outcome  is  good  news  for  the  U.S. 
economy  in  the  long  term— more  jobs 
and  greater  expansion. 

So  how  are  companies  managing  to  get 
more  bang  from  each  buck  of  sales?  Pric- 
ing power  is  emerging,  productivity  is 
moving  in  the  right  direction,  and  wages 
are  holding  in  check.  That  has  helped 
margins  improve  even  beyond  commodi- 
ty industries,  from  software  to  banking. 
In  fact,  Google  Inc.,  bolstered  by  online 
advertising  growth,  led  all  companies 
with  a  19.6-point  margin  gain  over  the 
prior  first  quarter,  to  29.4%. 


By  far  the  most  common  ingredient  in 
Corporate  America's  formula  to  raise 
profit  margins  has  been  containing  em- 
ployee wages,  salaries,  and  benefits. 
Companies  have  leverage  over  employees 


because  there  are  plenty  of  Americans 
still  looking  for  a  job.  Consider  the  diver- 
sified financials  sector,  where  close  to  half 
of  all  revenues  traditionally  fund  salaries 
and  bonuses.  In  the  aftermath  of  the  NAS- 
DAQ bubble,  Wall  Street  has  become 
more  prudent  about  employee  pay.  And 
even  though  banks  are  hiring  again  and 
bonuses  are  improving,  they  show  no 
signs  of  letting  compensation  outpace 
revenues,  says  Robert  Hansen,  an  equity 
analyst  at  Standard  &  Poor's.  For  proof, 
look  at  Goldman,  Sachs  &  Co.  The  invest- 
ment bank  saw  earnings  grow  17%  from 
the  first  quarter  in  2004  but  held  com- 
pensation and  benefit  growth  to  just  7%. 

PRODUCTIVITY  GAINS 

IN  OLD-LINE  INDUSTRIES,  squeezing  la- 
bor costs  is  harder.  But  Peoria-based 
heavy-machinery  producer  Caterpillar 
Inc.  has  instituted  a  two-tier  wage  system 
that  pays  entry-level  workers  substantial- 
ly less  than  in  the  past.  Caterpillar  can 
hire  "supplemental"  workers  for  as  little 
as  $10  an  hour.  If  those  part-timers  be- 
come full-time  employees,  they  earn  $17 
an  hour,  vs.  $22  for  previous  hires.  The 
company  also  did  away  with  pensions  for 
new  employees,  instead  offering  defined- 
contribution  401(k)  plans. 

Increasing  productivity  is  another 
surefire  way  to  ratten  margins.  After  all,  if 
output  can  be  boosted  with  the  same 
number  of  workers  or  more  advanced 
equipment,  then  a  larger  chunk  of  rev- 
enues falls  to  the  bottom  line.  With  raw 


Winners  and  Losers 

It  was  a  record-setting  quarter  for  both  profit  champ 
ExxonMobil  and  loss  leader  General  Motors 


WHO  MADE  THE  MOST 

ExxonMobil 

Millions  of  dollars 
$7,860 

Citigroup 

5,168 

Bank  of  America 

4.695 

General  Electric 

0,V\jO 

Wal-Mart  Stores*** 

3,164 

Johnson  &  Johnson 

2,927 

ConocoPhillips 

2,923 

ChevronTexaco 

2,677 

Altria  Group 

2,584 

Microsoft** 

2,563 

JPMorgan  Chase 

2,264 

Intel 

2,154 

Wells  Fargo 

1,856 

Verizon  Communications 

1,757 

WHO  LOST  THE  MOST 

General  Motors 

Millions  of  dollars 
-$1,104 

Delta  Air  Lines 

-1,071 

Sanmina-SCI* 

-1,036 

Kroger*** 

-648 

Northwest  Airlines 

-450 

Charter  Communications 

-352 

Pathmark  Stores*** 

-302 

US  Airways  Group 

-282 

Lafarge  North  America 

-188 

Visteon 

-188 

Continental  Airlines 

-184 

Calpine 

-169 

AMR 

-162 

Eastman  Kodak 

-143 

Procter  &  Gamble* 


1,720 


Reader's  Digest  Assn.** 


-130 


*  Fiscal  second  quarter  "Fiscal  third  quarter  '"Fiscal  fourth  quarter 


Data  Standard  &  Poor's  Compustat 
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material  prices  so  high,  becoming  more 
efficient  has  never  been  more  important. 
For  example,  productivity  gains  played  a 
big  role  in  Corning  Inc.'s  scorching  353% 
jump  in  profits  on  a  24%  rise  in  sales. 
Prices  for  the  ultra-thin  glass  Corning 
makes  for  flat-panel  LCD  TVs  and  com- 
puter monitors  actually  fell  4%  in  the  first 
quarter,  as  the  LCD  industry  tries  to  bring 
their  TV  sets  within  the  reach  of  more 
consumers.  But  because  Corning  was 
able  to  boost  yields,  while  trimming  labor 
costs,  margins  in  its  red-hot  LCD  business 
actually  rose  to  a  stunning  60%,  from 
58%  last  quarter. 

With  less  slack  in  the  economy,  a 
growing  number  of  industries  are  even 
finding  some  ability  to  raise  prices— food 
and  chemical  companies  among  them. 
What's  more,  having  a  reason  for  raising 
prices  that  is  viewed  as  legitimate  by 
customers,  such  as  sky-high  energy 
prices,  makes  it  an  easier  proposition. 
And  once  early  price  increases  are  ac- 
cepted, additional  increases  can  be  easi- 
er to  implement. 

PRICING  POWER 

THE  GLOBAL  UPSWING  in  capital  in- 
vestment especially  helps  heavy  indus- 
try, such  as  machinery  makers,  as 
spending  flows  to  upgrade  infrastruc- 
ture. Cummins  Inc.,  a  producer  of  heavy 
truck  engines  and  power  generators,  saw 
its  first- quarter  profit  margins  more  than 
double,  to  4.4%,  from  1.9%  a  year  ago. 
Price  increases,  which  accounted  for  $35 
million  of  the  $97  million  in  profits  for 
the  quarter,  were  a  big  reason.  "We  were 
very  aggressive,  and  I  think  we've  made 
some  real  progress  with  pricing,"  says 
Chairman  and  CEO  Theodore  M.  Solso. 
The  Columbus  (Ind.)  company  expects 
to  raise  prices  even  more  this  year. 
That  strong  pricing  environment  for 


RH^  Margin 

I      (O)     These  companies  le 


Movement 


^  companies  led  their  industry  groups  in  prof  it- 

tLjt^      margin  improvement  in  the  first  quarter  of  2005 
versus  the  first  quarter  of  2004 


KINGS  OF  THE  HILL 

industry  group 
Software  &  Services 

Company  with  the 
highest  first-quarter 
2005  profit  margin 

Google 

Q12005 
profit  margin 

29.4% 

Change  in 
profit  margin 
from  Ql  2004 

19.6 

Technology  Hardware  &  Equip. 

Corning 

23.7 

17.2 

Banks 

MGIC  Investment 

47.3 

16.0 

Utilities 

Duke  Energy 

15.1 

13.9 

Telecommunication  Svcs. 

Nextel  Partners  - 

14.0 

12.8 

Energy 

Schlumberger 

16.6 

12.6 

Retailing 

Tiffany 

26.8 

11.7 

Insurance 

Fidelity  National  Financial 

19.6 

11.4 

Semiconductors 

Applied  Materials 

16.2 

10.9 
10.6 

Materials 

United  States  Steel 

12.1 

Pharmaceuticals  &  Biotech. 

Eli  Lilly 

21.1 

9.2 

Hearth  Care  Equpment  &  Svcs. 

Zimmer  Holdings 

21.0 

7.8 

Real  Estate 

Vornado  Realty  Trust 

27.1 

7.1 

Media 

New  York  Times 

13.8 

6.5 

Diversified  Financials 

Providian  Financial 

20.9 

6.0 

Transportation 

CSX 

7.3 

5.9 

Consumer  Services 

Boyd  Gaming 

10.0 

5.9 

Capital  Goods 

Joy  Global 

5.8 

5.5 

Food  Beverage  &  Tobacco 

Seaboard 

9.6 

5.2 

Commercial  Svcs.  &  Supplies 

Robert  Half  Intl. 

6.7 

4.0 

Consumer  Durables  &  Apparel 

Newell  Rubbermaid 

6.2 

4.0 

Food  &  Staples  Retailing 

Rite  Aid 

5.3 

3.9 

Automobiles  &  Components 

BorgWarner 

7.2 

1.5 

Household  &  Personal  Prods. 

Avon  Products 

9.1 

0.8 

Data:  Standard  &  Poor's  Compustat 

materials  and  commodities,  however, 
means  higher  costs  for  companies  down 
the  chain.  For  instance,  at  some  appli- 
ance makers,  higher  costs  are  whittling 
away  at  profits.  Whirlpool  Corp.  saw  its 
profit  margin  drop  to  2.7%  from  3.4%. 


Profits  by  Industry 

Oil  added  many  more  dollars  to  its  already  targe 
total  this  quarter,  while  autos  hit  a  road  block 

Leaders... 
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Even  though  the  Benton  Harbor  (Mich.) 
company  raised  prices,  the  increases 
were  not  able  to  cover  the  additional  I 
$190  million  in  metal  and  energy  costs  itj 
incurred  over  the  quarter. 

Among  the  worst  performers  in  ourl 
Scoreboard,  to  no  one's  surprise,  were  J 
airlines  and  autos,  which  are  getting  I 
hammered  by  discounting,  overcapacity,! 
and  high  oil  prices.  Collectively,  U.S.  air- 1 
lines  spilled  $2  billion  in  red  ink  in  the 
first  quarter,  with  half  that  belonging  to 
Delta  Air  Lines  Inc.  Among  the  major] 
carriers,  only  Southwest  Airlines  Co. 
made  money.  Meanwhile,  led  down- 1 
ward  by  GM,  the  entire  auto  group  isl 
hurting,  with  profits  tanking  91%,  to  a| 
mere  $322  million. 

The  overall  high  profit  margins  are| 
likely  to  come  down,  at  least  a  bit.  Fur- 
ther growth  is  likely  to  tighten  up  the  la- 
bor market  even  beyond  April's  report. 
Some  executives  are  already  feeling  the  I 
pinch.  Trucking  outfits  such  as  Swift j 
Transportation  Co.  and  Werner  Enter- 
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id  professional  firms,  along  with  their  clients,  can  explore  new 

thinking  .'  th  the  fundamental  strength  of  XL  Capital  and  its  companies. 

Providing  commercial  property/casualty/specialty  insurance,  reinsurance, 

rinancial  risk  and  credit  products,  we  are  strong  partners,  www.xlcapital.com 

NSURANCE  I  REINSURANCE  I   Fl NANC I AL  Experience  our  strength. 

The  XL  Capital  group  is  rated  A+  by  AM  Best. 


X<L  CAPITAL 

FUNDAMENTAL  STRENGTH  -  CAPITAL  AND  PEOPLE 


5-  ■  ■■ 


The  strength  to  cover  the  world's  largest 
Architectural,  Engineering  and  Art  risks. 


City  of  Arts  and  Science.  Valencia 
Architect:  Santiago  Calatrava 


prises  Inc.  are  hiking  wages  up  to  10% 
for  a  second  consecutive  year  to  entice 
recruits,  according  to  James  J.  Valen- 
tine, an  equity  analyst  at  Morgan  Stan- 
ley. Caterpillar  is  looking  into  adjust- 
ing its  current  two -tier  wage  setup 
because  the  company  is  having  trouble 
attracting  good  employees  as  it  ramps 
up  production.  "We  have  to  look  hard- 
er and  harder  to  find  skilled  workers," 
says  CEO  James  W.  Owens. 

Increased  capital  investment  is  fol- 
lowing, as  well.  Corning  expects  to 
spend  about  $1  billion  this  year  building 
more  advanced  facilities  that  can  pro- 
duce larger  sheets  of  its  LCD  glass  to 
help  meet  an  increase  in  expected  de- 
mand of  more  than  50%  this  year  as 
LCD  TV  sales  take  off.  And  Alcoa  Inc.  is 
jacking  up  its  cap-ex  budget  80%,  to 
$2.5  billion  this  year,  to  build  new 
smelters  to  meet  booming  global  de- 
mand for  aluminum. 

INFLATIONARY  PRESSURES 

MORE  JOBS  AND  productivity-enhanc- 
ing investment  will  allow  the  U.S. 
economy  to  get  through  any  soft  patch 
and  keep  chugging  along.  That  sce- 
nario isn't  a  fait  accompli— an  un- 
welcome side  effect  of  higher  prices  are 
inflationary  pressures  that  could  cause 
the  Fed  to  ratchet  up  interest  rates  and 
put  a  brake  on  growth.  But  right  now, 
as  companies  hike  prices  judiciously, 
most  economists  are  confident  that 
inflation  is  still  under  control.  And  as 
the  economy  grows,  higher  revenues 
will  translate  into  larger  profits  even  if 
margins  stall.  "In  an  economy  that  is 
expanding,  that  still  means  substantive 
profit  growth,"  says  Mark  Killion, 
managing  director  of  world  industry 
services  at  Global  Insight  Inc.  Sounds 
like  Corporate  America  may  need 
bigger  coffers.  ■ 

-By  James  Mehring  in  New  York, 

with  Michael  Arndt  in  Chicago  and 

William  C.  Symonds  in  Boston 


Online  Scoreboard 

Full  results  for  all  900  companies  in 
the  Corporate  Scoreboard  are 
available  at  businessweek.com/extras. 
The  tables,  available  in  PDF  and 
interactive,  searchable  format, 
contain  data  including  sales,  profits, 
profit  margins,  return  on  common 
equity,  earnings  per  share,  and  price- 
earnings  ratios. 
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SciTech  Medicine 


If  It  Works  for 
Breast  Cancer... 

The  challenge:  To  use  promising  strategies 
against  this  disease  to  fight  other  killers 


. 


IT'S  THE  YEAR  FOR  WOMEN  IN 
the  oncology  world.  The  most  en- 
couraging cancer-related  headlines 
in  recent  months  have  all  trumpet- 
ed the  advantages  of  a  new  genera- 
tion of  breast  cancer  treatments. 
Genentech  Inc.'s  Avastin  is  able  to 
extend  survival  for  breast  cancer  patients. 
A  group  of  estrogen-blocking  drugs 
called  aromatase  inhibitors 
have  proven  effective  in 
preventing  breast  cancer 
from  recurring  after  sur- 
gery. And  in  late  April  the 
National  Cancer  Institute 
(NCI)  reported  that  Her- 
ceptin,  another  Genentech 
drug,  cuts  the  risk  of  breast 
cancer  recurrence  by  85% 
for  certain  patients.  "These 
results  are  one  more  exam- 
ple that  we  are  at  a  major 
turning  point  in  the  use  of 
targeted  therapies  to  eliminate  suffering 
and  death  from  cancer,"  said  NCI  director 
Dr.  Andrew  C.  von  Eschenbach. 

At  least  these  results  will  improve  the 
odds  of  eliminating  suffering  and  death 
from  breast  cancer.  The  number  of  breast 
cancer  patients  still  alive  five  years  after 
diagnosis,  a  key  milestone  in  cancer  sur- 
vival, had  already  risen  from  78%  in  1985 
to  88%  in  2000,  according  to  the  Ameri- 
can Cancer  Society  (ACS),  and  the  newer 
treatments  are  sure  to  push  that  rate 
higher.  The  latest  breast  cancer  studies 
are  expected  to  generate  the  most  buzz  at 
the  world's  largest  cancer  research  meet- 
ing, sponsored  by  the  American  Society  of 
Clinical  Oncology  (ASCO)  in  Orlando, 
May  13-17.  It  is  there  that  the  details  on 
the  recent  Avastin  and  Herceptin  breast 
cancer  trials  will  be  released,  as  well  as 
more  information  on  aromatase  in- 
hibitors and  improvements  in  breast  can- 
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Progress 
in  breast 
cancer  came 
first  because 
it  followed 
the  money 


cer  screening.  There  will  also  be  data  ori 
other  experimental  drugs,  among  them 
GlaxoSmithKline's  lapatinib,  which  tar 
gets  two  genetic  abnormalities  found  ir 
breast  tumors. 

Unfortunately,  these  breast  cancer  ad 
vances  stand  out  in  part  because  the\ 
stand  alone.  No  comparable  improve 
ments  will  be  reported  for  lung,  colon,  oi 
prostate  cancers,  all  o 
which  are  diagnosed  ir 
more  people  each  yea)  l 
than  breast  cancer.  The 
outlook  for  lung  cancer,  b} 
far  the  nation's  bigges 
cancer  killer,  is  particularl; 
dismal:  Over  the  same  15 
year  period  that  surviva 
rates  in  breast  cancel 
climbed  10  points,  lun§ 
cancer's  five-year  surviva 
rate  went  from  14%  to  15% 
Two  new  lung  cancel 
drugs,  Iressa  from  AstraZeneca  anc 
Tarceva  from  Genentech,  Roche  Hold 
ing,  and  OSI  Pharmaceuticals,  work  or 
only  a  small  percentage  of  patients.  Stud 
ies  to  date  have  found  that  Tarceva  anc 
Avastin,  also  tested  against  lung  cancer 
increase  average  survival  by  just  a  fev 
months;  Iressa,  not  at  all. 

To  the  public,  this  does  not  sound  like 
progress.  But  cancer  specialists  say  th( 
advances  in  breast  cancer  point  the  wa 
toward  strategies  that  might  be  equalb 
effective  against  lung,  colon,  anc 
prostate  cancer.  Large  clinical  trials 
widespread  and  early  screening,  a  focu 
on  preventing  tumor  recurrences  afte 
initial  treatment,  and  carefully  matching 
up  the  proper  patients  with  the  prope 
treatment  have  all  paid  off  in  breast  can 
cer.  Those  same  techniques  are  ahead; 
being  tested  against  the  three  other  ma 
jor  cancer  killers.  "We're  making  stead; 
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progress  in  all  cancer  types,"  says  Dr.  Lar- 
ry Norton,  head  of  breast  cancer  research 
at  Memorial  Sloan-Kettering  Cancer  Cen- 
ter in  New  York.  "The  interval  between 
advances  is  getting  shorter  and  shorter." 

Progress  in  breast  cancer  came  first  in 
part  because  it  followed  the  money.  In  the 
1980s  women  started  pressuring  private 
and  public  entities  for  more  funding,  and 
the  current  annual  NCI  budget  is  proof  of 
their  success:  $566  million  for  breast  can- 
cer research,  compared  with  $308  million 
for  prostate  cancer,  $276  million  for 
lung,  and  $262  million  for  colon.  The  ACS 
estimates  that  prostate  cancer  will  be  di- 
agnosed in  232,000  U.S.  men  this  year, 
yet  the  Defense  Dept.  has  spent  a  total  of 
$1.83  billion  researching  breast  cancer 
and  $565  million  on  prostate  cancer. 

Some  heavy  cultural  baggage  may  be 
hmiting  activism  by  other  cancer  patients. 
Lung  cancer  carries  a  "blame  the  victim" 
burden,  because  some  85%  to  90%  of  pa- 
tients are  former  or  current  smokers. 
Prostate  cancer  is  an  embarrassing  topic 
for  many  men,  while  colon  cancer  suffers 
from  the  public's  discomfort  over  screen- 
ing—even though  colon  cancer  is  almost 
always  cured  if  detected  early. 

By  contrast,  there's  no  consensus  in  the 
medical  community  about  whether  early 
breast  cancer  detection  improves  survival, 
but  that  hasn't  slowed  the  widespread  use 
of  mammography.  What  has  certainly  im- 
proved   survival    is    the    deciphering, 


decades  ago,  of  the  biology  of  breast  can- 
cer and  the  rapid  introduction  of  thera- 
pies tailored  to  that  biology.  Most  breast 
tumors  depend  on  the  female  hormone 
estrogen  for  growth,  so  the  estrogen- 
blocking  drug  Tamoxifen  has  been  the 
gold  standard  in  treatment  for  more  than 
30  years.  It  was  the  first  drug  used  to  re- 
duce the  risk  of  deadly  tumor  recurrences 
after  surgery  and  the  first  approved  to 
prevent  cancer  in  high-risk  women. 

THE  PREVENTIVE  ROUTE 

AS  GOOD  AS  TAMOXIFEN  is,  aromatase 
inhibitors,  introduced  in  the  late  1990s, 
are  proving  better.  AstraZeneca's  Arim- 
idex,  Novartis'  Femara,  and  Pfizer's  Aro- 
masin  are  already  common  treatments  for 
early  stage  breast  cancer,  and  clinical  tri- 
als reported  over  the  past  year  found  that 
they  can  be  better  than  Tamoxifen  at  pre- 
venting tumor  recurrence.  As  a  result, 
ASCO  recently  recommended  aromatase 
inhibitors  for  use  after  surgery  for  post- 
menopausal women  with  hormone-posi- 
tive breast  cancer. 

To  target  an  even  narrower  slice  of 
breast  cancer  patients,  the  NCI  reported 
in  April  that  Herceptin,  which  knocks  out 
the  Her-2/neu  gene  that  causes  some 
25%  of  breast  cancers,  can  also  sharply 
cut  down  the  risk  of  recurrence.  Breast 
cancer  patients  now  have  at  least  five  dif- 
ferent drugs  that  can  actually  prevent  dis- 
ease, not  just  treat  it. 


Duplicating  that  success  in  other  can- 
cers will  require  the  same  biologically 
specific  treatments— posing  a  tough  chal- 
lenge. Many  lung  and  colon  tumors,  for 
example,  depend  on  high  levels  of  a  blood 
enzyme  called  epidermal  growth  factor 
(EGF).  EGF  receptors  on  the  tumor  cell's 
surface  are  blocked  by  Iressa,  Tarceva, 
and  several  other  dings,  but  those  recep- 
tors are  a  much  more  complex  target  than 
estrogen.  "In  lung  cancer  it  is  not  just  the 
presence  or  absence  of  EGF  receptors  but 
the  establishment  of  a  mutation  within 
the  receptor  that  determines  the  tumor's 
responsiveness"  to  a  certain  drug,  says 
Dr.  William  J.  Slichenmyer,  Pfizer's  vice- 
president  for  oncology  development. 

Just  as  there  is  a  test  for  Her-2/neu, 
lung  cancer  specialists  need  a  test  that 
can  pinpoint  which  tumors  depend  on 
EGF.  They've  made  some  progress.  Gen- 
zyme  Corp.  announced  on  May  2  that  it  li- 
censed a  test  from  scientists  at  Dana-Far- 
ber  Cancer  Institute  and  Massachusetts 
General  Hospital  that  detects  genetic 
mutations  likely  to  respond  to  Iressa. 

Such  tests  will  go  a  long  way  toward 
helping  the  cancer  community  realize  its 
longtime  dream  of  creating  personalized 
treatments  for  each  and  every  cancer  pa- 
tient. That  dream  is  closest  to  coming 
true  for  breast  cancer  patients.  And  al- 
though it's  not  a  cure,  it's  at  least  a  partial 
payoff  for  all  those  dollars  spent.  ■ 

-By  Catherine  Arnst  in  New  York 


Breaking  Down  the 

Lung  cancer  remains  the  biggest  scourge-and  the  five-year  survival  rate  is  only  15% 
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Enforceability  of  Holdover  Provisions  in 
Employee  Confidentiality  Agreements 
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Employee  confidential  information  agree- 
ments often  contain  a  so-called  "holdover"  pro- 
vision which  requires  the  employee  to  disclose 
all  inventions  authored,  conceived  or  reduced  to 
practice  by  him  or  her  for  up  to  one  year  after 
the  termination  of  the  employees  employment. 
This  provision  is  naturally  of  great  concern  to 
employees  who  leave  to  start  their  own  business 
or  to  join  a  competitor.  The  concern  is  two- 
fold: First,  the  departing  employee  is  put  in  a 
position  where  he  or  she  may  have  to  disclose  to 
the  former  employer  confidential  information 
belonging  to  his  or  her  new  employer,  in  viola- 


tion of  the  employee's  obligations  to  the  new 
employer.  Second,  disclosure  to  a  former 
employer  of  an  invention  conceived  after  termi- 
nation of  the  employees  employment  could 
invite  a  lawsuit  by  the  former  employer  over  the 
right  to  ownership  of  the  invention.  Such  a  law- 
suit could  have  devastating  effects,  particularly 
in  the  case  of  a  start-up  that  does  not  have  the 
funds  necessary  to  sustain  extended  litigation, 
and  whose  development  of  new  technology  like- 
ly would  be  stalled  pending  resolution  of  the 
lawsuit. 
Courts  have  recognized  these  concerns  and 
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have  generally  found  that  "holdover"  provisi 
constitute  an  "unreasonable  restraint  on  tra 
except  to  the  extent  that  they  "relate  to  ideas  i 
concepts  which  were  based  upon  [trade]  sec, 
or  confidential  information"  of  the  forr 
employer.  Armorlite  Lens  Co.  v.  Campbell, 
ESupp.  273,  275  (S.D.  Cal.  1972).  Therefc 
despite  the  fact  that  many  employee  confiden 
information  agreements  purport  to  require  ^ 
closure  and  assignment  of  inventions  develoj 
after  the  termination  of  employment,  si 
agreements  will  only  be  enforced  to  the  exter 
can  be  established  that  the  employees  invent 
is  based  upon  or  relates  to  the  trade  secrets 
confidential  information  of  his  or  her  forr, 
employer. 


To  read  the  full  report,  go  to 
www.point-of-law.com/bergeson.asp 


Bergeson,  LLP  is  a  pre-eminent  litigation  boutique  in  Silicon  Valley  devoted  to  serving  the  litigation  needs  of  high  tec 
BCrSGSOIl     LLP  nolo9V  ar|d  emerging  growth  companies.  The  Firm's  practice  encompasses  all  aspects  of  business  litigation,  with 
"  emphasis  in  the  areas  of  intellectual  property,  securities,  employment,  and  commercial  law.  The  Firm's  attorneys  ha 

extensive  experience  practicing  in  state  and  federal  courts  throughout  California  and  the  Western  United  States.  San  Jose,  CA;  (408)  291-6200,  www.be-law.cc 


Sexual  Harassment  Training  Is 
Now  the  Law  in  California 


Recendy  signed  Assembly  Bill  1825  mandates 
that  organizations  with  50  or  more  employees  pro- 
vide all  supervisory  employees  with  two  hours  of 
sexual  harassment  training.  Employers  need  to  be 
aware  of  two  critical  deadlines.  Initial  training 
must  be  completed  by  January  1,  2006,  and  recur 
every  two  years.  New  managers  hired  or  promoted 
after  July  1,  2005  must  be  trained  within  six 
months  of  their  stan  date. 

AB  1825  has  resulted  in  an  explosion  of  training 
products  and  services,  but  unfonunately  man)-  fall 
short  oT  the  new  law's  stringent  requirements  and 
can  leave  the  door  open  to  problems  and  potential 


liability.     Employers  need  to  avoid  Five  Legal 
Landmines: 

1.  Sex  Only.  Training  only  on  sex  harassment 
violates  AB  1825,  as  the  statute  also  requires  edu- 
cation about  discrimination  and  retaliation.  While 
the  two  hours  must  be  focused  on  sex,  the)-  should 
include  other  forms  of  harassment  and  discrimination. 

2.  California  Only.  Training  only  in  California 
may  not  provide  all  the  protection  needed  under 
federal  law.  Funher,  this  approach  suggests  the 
employer  is  taking  a  "bare  minimum"  approach, 
only  addressing  harassment  prevention  when  its 
legally  required.  For  these  reasons  "California  only" 


versions  of  training  should  also  be  avoided. 

3.  Supervisory  Employees  Only.  Statistic 
most  harassment  claims  involve  non-supervisors 
training  only  managers,  employers  fail  to  edu 
many  potential  harassers  about  their  misconduct, . 
many  victims  about  how  to  get  help.  The  likelihi 
of  claims  increases,  and  the  employers  ability 
defend  itself  against  harassment  lawsuits  is  weaker 

4.  Poor  Quality.  Training  must  be  developec 
presented  by  those  with  "knowledge  and  exper 
in  preventing  harassment,  discrimination, 
retaliation,"  and  must  be  done  in  a  classroom  or 
"other  effective  interactive  training"  (wh 
includes  online  training). 

5.  Delay.  January  1,  2006  is  fast  approaching 
training  methods  require  time  to  implement. 


To  read  the  full  report,  go  to 
www.point-of-law.com/littler.asp 
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.        .  Littler  Mendelson  is  the  nation's  largest  employment  law  firm  representing  management.  A  division  of  the  firm,  the  Let 

i^S3  Learning  Group  (LLG),  is  dedicated  to  ensuring  that  Littler  provides  the  highest  quality  live  training  programs  available.  In  19* 

frmr?arnin§>     Littler  Mendelson  created  ELT  as  a  separate  corporation  to  focus  exclusively  on  online  solutions  for  the  same  training  contc 

ELT  currently  provides  interactive  e-learning  to  over  1,000,000  employees.  877358.4621  info@efHncxom  www.erHnccon 
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To  read  the  full  report  and  related  information,  go  to  the  link  listed  below  or  www.pofnt-of-law. 


Defending  Against 
Patent  Greenmail 


Patent  "trolls"  are  currently  the  subject  of  much  dis- 
cission within  various  intellectual  property  organiza- 
ions.  Trolls  typically  take  the  form  of  patent  holding 
:ompanies  (often  working  with  contingent  fee 
awyers  who  will  front  the  costs  of  litigation)  which 
oiforce  patents  obtained  from  entities  that  never  com- 
mercialize the  patented  invention.  The  enormous 
Expense  of  defending  patent  litigation  and  the  threat 
pf  an  injunction  precluding  the  target  from  ongoing 
ales  act  as  a  form  of  greenmail  for  these  trolls. 

Pending  legislative  proposals  seek  to  diminish  the 
mpact  such  trolls  can  have  on  enterprises  that  actu- 
dly  commercialize  technologies.   Blatandy  discrimi- 


natory laws  are  difficult  to  justify,  however,  particular- 
ly since  most  targets  have  themselves  exploited  the 
intellectual  property  system  for  financial  and/or  com- 
petitive gain. 

Reexamination,  an  administrative  re\aew  of  patents 
by  the  U.S.  Patent  and  Trademark  Office,  offers  a  cost- 
effective  means  for  pulling  the  teeth  of  patent  trolls.  A 
well-crafted  reexamination  request  can  often  dissuade 
the  patent  owner  from  asserting  the  patent,  especially 
if  existing  royalty  streams  are  threatened.  Moreover, 
contingent  fee  arrangements  with  law  firms  rarely 
cover  defending  administrative  review.  This  elimi- 
nates the  patent  owner's  "free  ride."  Even  if  litigation 


has  already  commenced,  a  reexamination  will  usual- 
ly result  in  a  stay  of  that  litigation,  at  least  deferring  if 
not  completely  avoiding  litigation  costs.  A  successful 
reexamination  cuts  off  liability  for  past  damages. 

The  forum  for  a  reexamination,  the  Patent  Office,  is 
better  suited  than  the  courtroom  for  determining  of 
patentability  Patent  Examiners  are  more  likely  to  appre- 
ciate invalidity  arguments  than  judges  or  juries,  and  they 
are  also  better  suited  to  grasp  other  arguments  aimed  at 
forcing  the  patent  owners  to  narrow  their  claims. 

Litigators  may  resist  reexamination  because  of  lost 
fees,  but  it  is  increasingly  gaining  acceptance  among 
entities  regularly  targeted  by  patent  trolls.  Initiatives  to 
improve  the  reexamination  process  recently 
announced  by  Commerce  Under  Secretary  Jon  Dudas 
should  improve  the  attractiveness  of  this  option. 


To  read  the  full  report,  go  to 
www.pofnt-oHaw.com/davismunck.asp 
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Daniel  E.  Venglarik  and  William  A.  Munck  are  shareholders  in  the  Intellectual  Property  Section  of 
the  Dallas-based  law  firm  of  Davis  Munck,  P.C.  The  firm  represents  clients  from  start-ups  to 
Fortune  100  companies  in  high-stakes  commercial  and  corporate  litigation,  financing  and  busi- 
ness formation,  employment  and  intellectual  property  law.  972-628-3600  www.davismunck.com 


Navigating  the  Market 
for  EPL  Coverage 


Employment  Practice  Liability  (EPL)  insurance  is 

direct  outgrowth  of  the  veritable  explosion  of 

vork-related  litigation,  including  claims  of  wrong- 

ul  termination,  sexual  harassment,  hostile  work 

nvironment,  discrimination,  retaliation,  negligent 

hiring  and  supervision,  and  defamation. 

Before  EPL  insurance  became  widely  available 
within  the  past  decade,  employers  had  turned  to 
raditional  types  of  policies,  such  as  general  liabili- 
y  (GL),  directors  and  officers  (D&O),  and  workers 
ompensation  policies  for  coverage  of  employment 
Dractices  claims.  However,  unfavorable  judicial 
iecisions,  prevalent  policy  exclusions,  and  restric- 


tive definitions  under  these  policies  all  combined  to 
narrow  the  scope  of  coverage  for  burgeoning 
employee  lawsuits.  Also,  these  traditional  policies 
simply  were  not  targeted  to  cover  such  claims. 

Since  there  is  no  standard  form  EPL  policy,  and 
the  forms  vary  widely  in  details,  an  employer  may 
need  to  have  experienced  coverage  counsel  navigate 
the  options  available,  and  to  analyze  whether  the 
EPL  policy  is  being  effectively  coordinated  with  the 
employers  other  policies. 

In  addition,  an  employer  may  also  need  to  consult 
with  coverage  counsel  for  information  regarding  the 
following  key  issues: 


1)  the  employers  potential  exposure  to  claims 
asserted  by  non-traditional  employees,  such  as  leased 
employees,  temporary  or  contract  employees,  and 
independent  contractors,  and  non-employees,  such  as 
job  applicants,  customers,  vendors,  and  consultants; 
2)  the  prospective  carriers  claims  practices,  includ- 
ing payment  of  claims,  and  the  caliber  of  "panel 
counsel"  used  by  the  prospective  carrier  in  defending 
employment  claims  asserted  against  the  employer;  3) 
whether  the  carrier  will  permit  the  employer  to  retain 
its  regular  defense  counsel  to  defend  it  in  an  employ- 
ee-related lawsuit;  4)  the  carriers  track  record  in  cov- 
erage disputes  with  their  insureds;  and  5)  the  legal 
positions  that  have  been  asserted  by  the  prospective 
earner  in  coverage  disputes  with  their  insureds  over 
the  scope  of  coverage  afforded. 


To  read  the  full  report,  go  to 
www.point-of-law.com/cotkin.asp 


Cotkin,  Cotkin,  Collins  &  Ginsburg  is  a  full-service  litigation  and  business  firm  representing  a  diverse  clientele  in  business 

Collins  and  insurance  litigation  matters,  including  insurance  coverage,  life  and  disability  insurance,  professional  liability, 

%  employment  and  commercial  disputes.    The  firm  also  handles  all  types  of  family  law  litigation  and  counseling. 

Gnsburg  213/688-9350  www.ccglaw.ee. 
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Counter 
Intelligence 

To  use  over-the-counter  drugs  safely,  educate 
yourself  about  dosage,  possible  interactions,  and 
even  ingredients,  by  carol  marie  cropper 


LIVER  DAMAGE 

bleeding  ulcers.  Brau 
hemorrhages 
young  women.  Mor 
bad  news  about  pre 
scription  drugs?  No  L 
this  time.  The  abov 
problems     were     ai  i 
linked       to        ovei 
the- counter  medications  we  so  often  tak  I 
for  granted. 

About  71%  of  men  and  82%  of  wome: 
in  the  U.S.  have  used  a  nonprescriptio 
drug  within  the  past  six  months,  accord  i 
ing  to  a  survey  by  Roper  Starch  World 
wide.  But  that  doesn't  mean  we  know 
lot  about  them.  A  2003  poll  by  Harris  In  c 
teractive  found  only  20%  of  us  bother  t 
check  the  label  for  possible  side  effect' 
And  77%  don't  read  dosage  instruction: 
"We  don't  treat  them  with  the  same  re 
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spect  as  prescription  drugs,"  says  Janet 
Engel,  clinical  professor  of  pharmacy  at 
the  University  of  Illinois  at  Chicago  and  a 
spokesperson  for  the  American  Pharma- 
cists Assn.  on  over-the-counter  medica- 
tions. Nonprescription  drugs  can  be  just 
as  strong  as  prescription  ones,  she  says. 
In  fact,  half  or  more  of  them  used  to  be 
just  that,  according  to  Larry  Sasich,  a 
pharmacist  and  research  analyst  with 
Public  Citizen,  a  public  interest  group. 

Generally,  the  Food  &  Drug  Adminis- 
tration approves  drugs  for  over-the- 
counter  use  only  after  they  have  been  on 
the  market  for  years,  with  good  safety 
records,  and  if  they  are  considered  easy 
for  lay  persons  to  use  without  medical  su- 
pervision. In  short,  the  drugs  are  thought 
to  carry  little  risk  if  taken  as  directed.  Still, 
"there  is  no  such  thing  as  a  risk-free  med- 
ication," explains  Dr.  Joseph  Lau,  an  in- 
ternist and  professor  of  medicine  at  Tufts 
University  School  of  Medicine.  A  cavalier 
attitude  about  ingredients,  dosage,  possi- 
ble drug  interactions,  and  adverse  side  ef- 
fects can  be  dangerous. 

ULCER  TROUBLE 

ONLY  A  FEW  YEARS  ago  phenyl- 
propanolamine was  a  common  ingredi- 
ent in  cold  remedies  and  diet  aids.  Man- 
ufacturers withdrew  it  from  the  market 
after  a  Yale  University  School  of  Medi- 
cine study  found  an  increased  incidence 
of  brain  hemorrhage  among  women 
soon  after  they  took  the  medication. 
Many  people  know  high  doses  of  aspirin 
can  cause  bleeding  ulcers.  But  how  many 
are  aware  that  large  doses  (generally 
more  than  2.5  times  the  recommended 
maximum  of  4  grams  per  day)  of  Tylenol 
can  cause  liver  damage?  Regular 
drinkers  may  be  at  risk  even  if  they  stay 
within  the  recommended  dosage,  says 
Dr.  Keith  Lindor,  a  hepatologist  at  the 
Mayo  Clinic  in  Rochester,  Minn. 

Reading  over-the-counter  drug  la- 
bels—most of  which  were  set  to  be  up- 
dated, under  FDA  order,  by 
May  16  to  provide  clearer, 
more  consistent  informa- 
tion—can be  critical.  The  la- 
bel lists  active  and  inactive 
ingredients,  the  symptoms 
the  drug  should  be  used  to 
treat,  the  appropriate  dosage, 
and  warnings  about  possible 
side  effects  as  well  as  activi- 
ties and  other  medications  to 
avoid  while  taking  the  drug. 

Knowing  the  ingredients 


Over-the-Counter  Complications 

INGREDIENT 

COMMONLY  FOUND  IN 

POTENTIAL  PROBLEMS 

ACETAMINOPHEN 

Tylenol,  various  cold 
remedies 

Easy  to  double-dose  if  you  take  several 
products  at  once;  can  cause  liver  damage  in 
large  amounts,  especially  in  those  who  drink 
alcohol  regularly 

CALCIUM 
CARBONATE 

Vitamin  supplements, 
Turns 

Heartburn  medications  like  Prilosec  and 
Zantac  will  render  it  ineffective 

DIPHENHYDRAMINE 

Sominex,  Benadryl, 
other  antihistamines 

Poor  memory,  cognitive  problems 

LACTOSE 

Filler  in  Pepcid  AC, 
others 

Gastrointestinal  upset  in  lactose-intolerant 
people 

PSEUDOEPHEDRINE 

Sudafed,  other 
decongestants 

Can  raise  blood  pressure  and  heart  rate 

SALICYLATE 

Pepto-Bismol 

Risk  of  Reye's  syndrome  in  children  from 
this  chemical  cousin  of  aspirin 

STARCH 

Filler  in  various  drugs 

Problematic  for  those  with  celiac  disease, 
who  can't  tolerate  starches  found  in  wheat, 
rye,  or  barley 

Those  with 

allergies 

should 

monitor 

dyes  and 

fillers 


is  critical  since  many  over-the-counter 
remedies  contain  the  same  drug,  making 
it  easy  to  take  more  than  you  need.  Some- 
one using  NyQuil  for  a  cold  who  decides 
to  add  some  Tylenol  for  a  sinus  headache 
will  get  a  double  dose  of  acetaminophen, 
since  both  products  contain  it.  Taking 
Sominex  in  hopes  of  getting  a  good 
night's  sleep  despite  your  allergies  will 
make  you  extra  drowsy  if  you're  using  Be- 
nadryl for  your  stuffy  nose  and  watery 
eyes.  Diphenhydramine  is  in  both. 

It's  important  to  check  the  label,  too, 
because  the  medication  may  contain 
some  surprising  ingredients.  Engel  tells 
of  a  patient  who  came  to  her  pharmacy 
asking  for  something  to  help  her  sleep. 
Turns  out  she  was  taking  Excedrin, 
which  contains  caffeine,  for  her  arthritis 
pain.  "This  patient  didn't  need  something 
to  make  her  sleep,"  says  En- 
gel. "She  just  needed  to  stop 
taking  the  medication  that 
was  keeping  her  up." 

Even  "inactive  ingredi- 
ents" used  as  fillers  or  to 
make  a  tablet  dissolve  prop- 
erly can  cause  problems.  In 
fact,  says  Robert  Osterberg, 
an  FDA  pharmacologist,  the 
deaths  of  more  than  100  chil- 
dren in  the  1930s  from  an  ad- 
ditive used  to  sweeten  an  an- 


tibacterial drug  led  to  the  nation's  first 
law  mandating  safety  testing  of  drugs  be- 
fore they  are  marketed.  The  additive?  Di- 
ethylene  glycol,  the  ingredient  in  an- 
tifreeze. Those  with  allergies  need  to  be 
especially  vigilant.  Some  dyes  used  to  col- 
or medicines  have  been  suspected  in  al- 
lergic reactions.  The  lactose-intolerant 
might  want  to  check  labels  for  that  milk 
sugar.  And  patients  with  hard-to-control 
diabetes  should  avoid  products  contain- 
ing sucrose,  or  sugar. 

Anyone  with  a  serious  medical  condi- 
tion such  as  heart  or  kidney  trouble 
should  consult  a  doctor  before  taking  non- 
prescription medication.  That's  because 
the  medication  could  interact  with  drugs 
they  are  already  taking  or  worsen  their 
condition.  Antihistamines  can  cause  prob- 
lems for  glaucoma  patients  by  interfering 
with  drainage  of  eye  fluid,  Dr.  Lau  says, 
while  men  with  enlarged  prostates  may 
have  more  difficulty  urinating.  If  you're 
considering  taking  more  than  one  over- 
the-counter  medication  at  the  same  time, 
at  least  confer  with  your  pharmacist. 

Cold  remedies  are  a  particular  sore 
point  with  Sasich,  the  Public  Citizen 
research  analyst.  Many  people  grab  the 
one  that  promises  relief  for  every  cold 
symptom  known  to  man,  rather  than 
targeting  their  particular  symptoms.  If 
all  you  have  is  a  runny  nose,  all  you  need 
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is  an  antihistamine.  Those  who  take 
something  containing  a  decongestant, 
cough  suppressant,  and  pain  reliever  are 
overmedicating.  Remember,  all  those 
extras  come  with  their  own  side  effects. 
Oral  decongestants,  Sasich  says,  can 
raise  blood  pressure.  Antihistamines 
affect  the  central  nervous  system  and 
can  cause  poor  memory  and  difficulty 


thinking.  Older  patients  who  routinely 
use  them  might  be  misdiagnosed  as  hav- 
ing dementia,  he  says.  Sasich— some- 
thing of  a  purist— recommends  buying  a 
separate  syrup  for  each  symptom,  then 
taking  more  than  one  if  you  have  multi- 
ple symptoms. 

If  s  also  important  to  know  when  to 
stop  using  an  over-the-counter  drug.  If 


you're  guzzling  cough  syrup  and  youj 
cough  persists  more  than  a  week  or  sc 
see  a  doctor  to  rule  out  a  more  serioul 
condition,  such  as  pneumonia  or  even 
lung  cancer. 

Finally,  as  you  survey  the  wide  array  i 
over-the-counter  offerings,  remind  yourl 
self  that  many  of  them  started  out  as  pre| 
scription  drugs.  So  show  some  respect 


Supplements: 
Buyer  Beware 

They're  largely  unregulated,  some  don't  work, 
and  others  can  do  harm.  BY  JOHN  CAREY 


YOU  CAN  BUY  HERBS, 
minerals,  and  vitamins 
that  purport  to  do 
everything  from  ward- 
ing off  colds  and  boost- 
ing the  immune  system 
to  improving  mental 
sharpness  and  melting  away  pounds. 
Such  supplements,  taken  by  more  than 
one-third  of  Americans,  have  grown  into 
an  estimated  $18  billion  industry. 

Are  they  safe?  Do  they  work?  The  truth 
is  "we  don't  really  know  what  the  risks  or 
health  effects,  positive  or  negative,  are," 
says  Dr.  Stuart  Bondurant,  executive  dean 
at  Georgetown  University  Medical  Center 
and  committee  chairman  of  a  National 
Academy  of  Sciences  report  on  alternative 
medicine  issued  earlier  this  year.  "Even  the 
contents  are  not  known  with  enough  pre- 
cision." Studies  have  shown  that  two  bot- 
des  of,  say,  gingko  extract  may  contain  very 
different  levels  of  the  active  ingredients. 

NOT  AN  EASY  TASK 

This  uncertainty  is  the  result  of  a  1994 
law  that  gave  supplement  makers  the 
right  to  sell  just  about  anything  without 
getting  Food  &  Drug  Administration  ap- 
proval. The  government  does  have  the 
power  to  crack  down  on  overblown 
health  claims  and  to  yank  products  from 


miuvsnUitk  online 


For  a  Q&A  with  a 
researcher  studying  dietary  supplements, 
please  go  to  businessweek.com/extras 
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the  market  proven  unsafe. 

That's  not  an  easy  task 
The  FDA  took  years  to  accu- 
mulate enough  evidence  to 
ban    products    containing 
the      herbal      ingredient 
ephedra,  used  in  weight 
loss   and  energy-boosting 
products,  even  after  it  was 
linked  to  dozens  of 
deaths.  And  earlier 
this  year  a  federal 
judge  in  Utah  over- 
turned the  ban,  for 
products  with  rela- 
tively low  doses,  on 
the  grounds  that  the 
agency  hadn't  proved 
ephedra  is  unsafe  in 
those  doses.  In  con- 
trast, Canada,  Ger- 
many, France,  and  other  countries  regulate 
supplements  more  like  drugs,  requiring 
proof  of  quality,  safety,  and  efficacy. 

Public  health  experts  warn  that  supple- 
ments are  largely  a  "buyer  beware"  mar- 
ket in  the  U.S.  While  shady  operators 
making  dubious  claims  and  products  can 
be  found  on  the  Web,  there  are  plenty  of 
responsible,  reliable  companies.  Con- 
sumerLab.com,  a  private  company  found- 
ed in  1999  to  test  supplements,  now  finds 
fewer  examples  of  worrisome  contamina- 
tion with  lead  or  pesticides,  or  botdes  that 
don't  contain  what  they  claim.  "Instead  of 
maybe  a  1  in  4  chance  of  a  supplement 


"We  don't 
really  know 
what  the 
risks  or... 
effects...are" 


having  a  problem,  it's  now  more 
in  5,"  says  Dr.  Tod  Cooperman,  hea 
ofConsumerLab.com. 

Meanwhile,  the  government  ha 
been  funding  research.  Recent  stud 
ies  have  suggested  that  large  dose 
of  Vitamin  E  may  hurt  rather  tha; 
help,  that  echinacea  doesn't  hel 
with  colds,  and  that  St.  John's  Wo 
does  little  for  depression.  There 
also  potentially  harmful  interaction 
with  drugs,  making  it  imperative  tha 
people  tell  their  doctors  what  supple 
ments  they  are  taking.  St.  John's  Wort 
for  instance,  makes  AIDS  drugs 
chemotherapy,  and  birth  control  pill 
less  effective.  Vitamin  K  can  negate  th 
effects  of  blood  thinning  drugs. 

Not  all  the  findings  are  bad.  Garlic  re 
duces  cholesterol,  saw  palmetto  seems  ti 
help  with  enlarged  prostates,  and  fish  oil 
benefit  the  heart.  Overall,  with  the  excep 
tion  of  a  few  powerful  substances  lik 
ephedra,  quips  a  former  FDA  official,  "th 
biggest  harm  from  supplements  is  ti 
Americans' wallets."  II 
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ARMED  Wearing 
insect  repellent 
can  shield  you 
from  illness 


Don't  Get  Bugged 
This  Summer 

An  infectious-disease  pro  tells  how  to  protect 
yourself  from  harmful  bites 


SUMMER  IS  ALMOST  HERE,  and  with  it  comes  an  increased  risk  of 
infectious  disease  contracted  from  insect  bites  or  while  travel- 
ing. Potentially  deadly  viruses  such  as  avian  flu,  SARS,  and  Mar- 
burg have  emerged  abroad,  while  mosquito-  and  tick-borne  ail- 
ments such  as  West  Nile  virus,  Lyme  disease,  and  Rocky 
Mountain  spotted  fever  are  prevalent  in  the  U.S.  J  Dr.  Scott 
Weaver,  director  for  tropical  and  emerging  infectious  diseases  at 
the  University  of  Texas  Medical  Branch  in  Galveston,  keeps  tabs 
on  such  threats.  Houston  correspondent  Kate  Murphy  talked 
with  him  about  how  you  can  protect  yourself. 


What  diseases  most 
concern  you  now? 

West  Nile  is  the  big  one 
we're  looking  at  because 
of  its  prevalence  through- 
out the  U.S.  A  number  of 
researchers  are  also  study- 
ing tick-borne  bacterial 
diseases.  These  diseases 
are  difficult  to  diagnose 
clinically  and  can  be  life- 
threatening. 


Why  are  they  difficult  to  diagnose? 

Say  you  go  to  your  physician  because  you 
have  nonspecific  flu-like  symptoms.  If  you 
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told  the  doctor  you  were 
doing  outdoor  activities 
and  had  got  bitten  by  a 
tick,  the  doctor  might  say, 
"Aha!"  and  immediately 
treat  you  with  antibiotics. 
The  problem  is,  a  lot  of 
times  people  don't  make 
the  connection,  and  physi- 
cians don't  ask.  So  the 
physician  might  assume 
you  have  a  virus  and  not 
treat  you  with  antibiotics. 

West  Nile  virus  also  produces  flu-like, 
nonspecific  symptoms  that  can  be  mis- 
taken for  other  diseases.  Even  with  early 


diagnosis,  there  really  is  no  effectiv«| 
treatment,  but  there  are  ways  to  mitigat 
the  seriousness. 

Are  there  blood  tests  you  can  ask  for  to 
get  a  definitive  diagnosis? 

Most  of  the  blood  tests  for  tick-borne  disl 
eases  measure  antibodies,  and  when  yoij 
become  infected,  it  takes  a  few  days  be  I 
fore  you  form  antibodies.  So  those  test.! 
aren't  the  fastest  ways  to  detect  infection! 
The  newer  techniques  are  mostly  ways  of 
detecting  the  presence  of  the  genes  of  thil 
bacterial  organisms  in  your  blood,  whicl 
is  a  lot  faster  than  waiting  for  antibodie.-l 
to  develop.  But  these  tests  aren't  com] 
mercially  available  yet.  For  West  Nilel 
some  good  laboratory  tests  can  detect  the 
disease  almost  immediately. 

What  preventive  measures  do  you 
recommend? 

Wear  boots,  and  tuck  your  pants  insidtj 
your  socks  so  ticks  won't  have  access  t(j 
your  skin  as  easily.  Typically,  ticks  wait  or 
vegetation  and  jump  on  your  shoes 
socks,  or  pants  when  you  walk  by.  The^l 
crawl  around  looking  for  exposed  skinl 
but  they  are  likely  to  jump  off  if  they  hav{ 
to  climb  very  far.  The  mosquitoes  thai 
carry  West  Nile  usually  bite  in  the  earlf 
evening,  so  if  you  are  going  outdoors 
wear  repellent  and  double  layers  of  cloth 
ing  for  protection. 

Are  there  disease  hot  spots  to  avoid? 

I  don't  think  it  would  be  a  good  idea  to  g< 
to  Angola  right  now  because  of  an  out 
break  of  Marburg  virus.  But  it's  certainl; 
not  a  reason  to  stay  away  from  all  o 
Africa.  Bird  flu  is  more  of  a  risk,  and  tha 
would  be  for  people  who  travel  to  Asia 
The  majority  of  people  who  get  infectec 
are  the  ones  who  handle  the  birds  direct 
ly.  Although  it's  always  interesting  to  g( 
to  markets,  you  might  want  to  avoic 
them,  and  certainly  you'd  want  to  sta 
away  from  the  birds  for  sale  there.  Th 
SARS  virus  has  also  been  a  problem  ii 
Asia,  but  it  comes  from  small  mammals 
so  far  as  we  understand.  SARS  outbreak  bo 
are  pretty  much  wintertime  events.  ta; 


What  precautions  should  you  take  before 
traveling? 

Go  to  your  primary-care  doctor  or  a  trav- 
el clinic  to  get  the  vaccines  and  medicine 
you  need  to  protect  you  wherever  you  an  e 
going.  For  example,  yellow  fever  is  preva 
lent  in  Latin  America.  Even  thougl 
there's  an  effective  vaccine,  a  lot  of  peopli 
don't  bother  to  get  it  before  they  go  tc 
say,  Brazil  or  Peru— and  end  up  contract 
ing  a  life-threatening  disease.  ■ 
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Personal  Business  Stocks 


Who's  Ripe  for 
A  Takeover 

We  crunched  some  numbers  and  identified 
15  candidates,  by  toddi  gutner 


TAKEOVERS  ARE  BACK 
with  a  vengeance,  and  in- 
vestors smart  enough— or 
lucky  enough— to  own 
stock  in  a  company  that  is 
being  pursued  can  make 
handsome  gains. 
While  no  one  can  say  with  certainty 
what  companies  will  be  acquired,  a  variety 
of  financial  measures  offer  ways  to  narrow 
the  field.  With  the  help  of  Richard  Sloan,  a 
professor  of  accounting  and  finance  at  the 
University  of  Michigan's  Stephen  M.  Ross 
School  of  Business,  we  screened  for  candi- 
dates using  the  FactSet  Research  Systems 
database  of  5,875  companies.  We  included 
only  American  companies  fisted  on  the 
three  main  stock  exchanges  in  the  U.S. 
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Sloan  zoomed  in  on  a  handful  of  char- 
acteristics common  to  companies  that 
get  bought  out.  Among  them  are  familiar 
measures  such  as  price-to-earnings  and 
price-to -book- value  ratios,  and  some 
lesser  known,  such  as  price-to-net  tangi- 
ble assets.  Armed  with  such  financial 
facts  and  figures,  an  investor  can  begin 
to  ferret  out  companies  that  have  good 
assets  that  could  be  bought  at  a  reason- 
able price. 

That  narrowed  the  list  to  1,656.  From 
that  universe,  we  took  companies  with 
the  lowest  valuations  for  each  measure- 
ment. The  result:  a  list  of  15  businesses 
that  could  be  attractive  acquisition  op- 
portunities for  another  public  company 
or  a  private  equity  firm  (table,  page  124). 


Of  course,  number- crunching  goes 
only  so  far.  A  well-constructed  stock 
screen  simply  gives  you  a  starting  point 
to  begin  your  qualitative  research 
"These  screens  are  not  foolproof  and  are 
[in]  no  way  guaranteed,"  says  Sloan 
"But  they  can  turn  the  probabilities  ir 
your  favor." 

Nearly  half  the  companies  on  the  list 
are  specialty  retailers,  from  Payless  Shoe 
Source  and  Jo-Ann  Stores  to  Charming 
Shoppes  and  Stage  Stores.  Each  caters  tc 
a  niche  and  is  up  against  unique  chal 
lenges.  Payless,  for  example,  the  mass 
market  shoe  retailer,  reaps  25%  of  its  rev- 
enues      from       athletic       footwear. 
Competition   has  heated   up   as   Nike 
teamed  with  Wal-Mart  Stores  and  started 
to  manufacture  and  distribute  a  new  line 
under   the    Starter   brand   of  athletic 
footwear  and  apparel.  Still,  with  4,70C 
stores  across  the  country,  Payless  is  the 
largest  shoe  seller  in  the  U.S. 

PRICE  RESISTANCE 

SEVERAL  OF  THE  15  companies  on  oui 
list  lead  their  industries.  American 
Greetings  is  the  largest  publicly  traded 
maker  of  greeting  cards,  yet  with  Wal- 
Mart  and  Target  selling  cards  for  as  lovs 
as  two  for  $1,  customers  are  becoming 
resistant  to  the  higher-priced  cards  thai 
American  Greetings  sells.  FreescaU 
Semiconductor,  a  recent  spin-off  fron 
Motorola,  is  one  of  the  largest  semicon- 
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Personal  Business  Stocks 


ductor  makers  for  networking  equip- 
ment, automobiles,  and  cell  phones.  In- 
vestors worry  that,  with  28%  of  its  rev- 
enues coming  from  its  former  parent, 
Freescale  could  be  vulnerable  if  Motoro- 
la shifts  business  elsewhere. 

PRIVATE  EQUITY  PREY 

ANTITRUST  REGULATIONS  may  keep  a 
market  leader  from  falling  prey  to  a  ma- 
jor competitor.  But  private-equity  funds, 
flush  with  an  estimated  $200  billion 
bankroll,  could  buy  such  companies 
without  riling  the  watchdogs.  One 
leader  on  the  list,  bookstore  chain  Bor- 
ders Group,  gets  16%  of  its  revenues 
from  selling  recorded  music.  With  the 
music  business  in  the  dumps,  Borders  is 
in  more  pain  than  its  main  rival,  Barnes 
&  Noble,  which  earns  less  than  5%  of 
sales  from  music.  Borders  didn't  follow 
some  of  Barnes  &  Noble's  winning 
strategies,  such  as  a  self-publishing  unit 
and  a  readers'  advantage  discount  pro- 
gram, which  offers  rewards  for  frequent 
purchases.  If  Bor- 
ders management 
doesn't  fix  these 
problems,  perhaps  a 
buyout  artist  will. 

Some  outfits  may 
come  cheap,  but 
they're  not  easily 
fixed.  Archer  Daniels 
Midland  (ADM),  a 
processor  of  agricul- 
tural products,  has 
^^■"  problems      in      its 

ethanol  business, 
which  accounts  for  25%  of  the  company's 
operating  profit.  Typically  the  price  of 
ethanol  correlates  with  crude  oil  and 
gasoline  prices.  But  ethanol  must  be 
blended  with  gasoline  at  an  oil  refinery  to 
make  it  usable  as  a  fuel.  With  the  shortage 
of  refining  capacity  in  the  U.S.,  ADM  has  an 
oversupply  of  unrefined  ethanol. 

Although  our  list  here  highlights  only  15 
companies,  BusinessWeek  Online  show- 
cases 100  undervalued  companies  identi- 
fied through  the  same  screen.  These  outfits 
missed  the  parameters  we  set,  but  they  still 
have  many  of  the  attributes  that  acquirers 
are  known  to  value.  Two  recognizable 
names  on  the  BusinessWeek  Online  list  are 
King  Pharmaceuticals  and  Circuit  City 
Stores,  which  were  pursued  by  acquirers 
this  past  year  until  the  deals  fell  apart.  The 
numbers  suggest  they  could  be  in  play 
again  soon.  ■ 


BusinessWeek  online 


For  more  on 
undervalued  stocks,  please  visit  us  online 
at  businessweek.com/extras 
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Nearly 

half  the 

stocks 

are 

specialty 

retailers 


Cash-Rich,  Good  Assets— And  Cheap 

To  find  potential  takeover  targets,  we  screened  a  database 

of  5,875  companies,  looking  for  low  valuations  on  each  of  the 

following  six  financial  measures: 


COMPANVSYMBOL 

PRICE/ 
EARNINGS 
RATIO*  " 

PRICE/ 
FREE- 
CASH 
FLOW 

PRICE/ 

BOOK 

VALUE 

PRICE/ 
NET 

TANGIBLE 
ASSETS 

PRICE/ 

WORKING 

CAPITAL 

TOTAL 
DEBT/ 
ASSETS (%) 

American  Greetings  AM 

14.2 

3.3 

1.06 

1.29 

1.81 

19.6% 

Archer  Daniels  Midland  ADM 

12.3 

7.9 

1.38 

1.43 

2.75 

23.3 

Belden  CDT  BDC 

12.8 
13.4 

8.0 
15.7 

1.07 
1.62 

1.94 
1.84 

2.00 
3.10 

17.8 

Borders  Group  BGP 

7.5 

Charming  Shoppes  CHRS 

12.4 
18.9 
19.4 

8.6 

1.25 

1.87 
1.36 

2.08 
1.70 
2.17 

17.4 
19.1 
0.0 

Freescale  Semiconductor  FSLB 

6.7     . 

1.27 

Imation  IMN 

18.0 

1.48 

1.56 

Jo-Ann  Stores  JAS 

12.0 

11.8 

1.42 

1.53 

1.89 

11.9 

Micron  Technology  MU 

16.7 

14.4 

1.01 

1.06 

3.33 

14.8 

Offshore  Logistics  OLG 

12.7 
16.1 
18.3 

9.3 

1.31 

1.38 
1.62 
1.33 
1.77 

2.09 
2.34 

23.2 
16.7 

Payless  ShoeSource  PSS 

5.9 
2.3 

1.54 
1.25 
1.42 

Solectron  SLR 

1.17 

3.09 

21.0 
0.0 

Stage  Stores  STGS 

13.3 

8.0 

U.S.  Steel  X 

4.9 

5.0 

1.16 

1.11 

2.19 

12.2 

Zale  ZLC 

12.8 

17.2 

1.76 

1.99 

2.47 

9.2 

'Based  on  next  12  months'  earnings  Data:  Richard  Sloan.  Stephen  M  Ross  School  of  Business.  University  of  Michigan: 

FactSet  Research  Systems  Inc. 

Richard  Sloan,  a  professor  at  the 
University  of  Michigan's  Ross 
School  of  Business,  teaches 
MBA  students  how  to  use  the 
tools  of  investing— and  of 
course,  he  uses  them  himself. 
About  six  months  ago,  his  own 
search  for  cheap  stocks  led  him 
to  Spartan  Stores,  a  Michigan- 
based  supermarket  chain.  He 
invested,  and  soon  after,  so  did  a 
private-equity  firm.  Since  then, 
management  has  whipped  the 
company  into  shape,  profits  are 
up,  and  the  stock  has  doubled. 
Want  to  know  how  Sloan  looks 
for  stocks?  First  he  sets  a  minimum  market  capitalization  of  $500  million.  That  assures  there  will 
be  liquidity  in  the  stock.  He  also  limits  insider  ownership  to  20%  of  the  stock,  so  management 
would  be  less  able  to  block  a  sale.  Then  he  continues  to  sort  the  stocks  on  these  metrics: 
PRICE-TO-EARNINGS  RATIO.  The  lower  the  price-earnings  ratio,  the  more  attractive  the 
company  may  be  to  potential  buyers.  We  used  a  cutoff  of  20. 

PRICE-TO-FREE-CASH-FLOW  RATIO.  Earnings  alone  may  not  produce  much  cash.  The  figure  is  a 
reality  check  on  the  p-e.  The  maximum  here  is  20. 

PRICE-TO-BOOK-VALUE  RATIO.  The  lower  the  price-to-book  ratio,  the  lower  the  cost  of  the 
company's  assets.  We  set  a  maximum  of  2. 

PRICE-TO-NET-TANGIBLE-ASSETS  RATIO.  Starts  with  book  value,  but  then  subtracts  goodwill 
and  other  intangible  assets  such  as  patents,  copyrights,  and  trademarks.  The  lower  the  price  to 
the  tangible  assets,  the  better.  We  set  the  bar  at  2. 

PRICE-TO-WORKING-CAPITAL  RATIO.  This  ratio  identifies  the  value  of  a  company's  liquid  assets 
-those  you  expect  to  convert  to  cash  within  12  months.  The  ratio  has  to  be  less  than  4,  but 
most  of  them  are  well  below  that. 

DEBT  AS  PERCENT  OF  TOTAL  ASSETS.  The  higher  the  debt  as  a  percentage  of  assets,  the  less 
attractive  the  company.  We  set  the  bar  at  25%  or  less. 
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Aetna's  Leadership 


Our  innovations  in 
consumer-directed 
plans  keep  us 
ahead  of  the  pack. 

The  Aetna  HealthFund®  family  of  plans 
was  the  first  consumer-directed  solution 
offered  by  a  national,  full-service  health 
insurer.  And  we've  been  innovating 
and  improving  it  ever  since.  Today,  we 
offer  a  suite  of  products,  including 
Medical,  Dental,  Pharmacy,  and  Long- 
Term  Care  coverage  for  companies  of 
all  sizes.  We're  also  one  of  the  first  to 
release  studies  showing  high  levels  of 
member  satisfaction,  and  our  plans' 
ability  to  help  control  costs.  And  now 
our  products  include  the  option  of 
Health  Savings  Accounts.  To  find  out 
how  our  experience  can  help  you  find 
plans  that  are  right  for  your  business, 
call  your  broker,  Aetna  representative, 
or  visit  us  today  at  aetna.com. 
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©  2004  Aetna  Inc.  Aetna  HealthFund  plans  are  offered  through  Aetna  Life  Insurance 
Company.  Plans  contain  exclusions  and  limitations.  Information  is  based  on  an  Aetna 
Integrated  Informatics  Study  of  Aetna  HealthFund  enrollment  (January-September  2003). 
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EDITED  BY  TODDI  GUTNER 
MUTUAL  FUNDS 

DO  THOSE  FIVE- 
STAR  FUNDS 
REALLY  SHINE? 

THANKS  IN  PART  to  the  popularity  of  its 
one-to-five-star  mutual-fund  ratings, 
Morningstar  went  public  on  May  2  in  a 
deal  valuing  the  company  at  more  than 
$700  million.  Now,  new  research  is 
questioning  the  value  of  those  ratings. 

Finance  professor  Matthew  Morey  at 
Pace  University  reviewed  the 
performance  of  diversified  U.S.  equity 
funds  in  the  three  years  before  and  after 
they  first  received  the  coveted  five  stars. 
Once  the  funds  are  adjusted  for  risk, 
they  outperformed  the  Standard  &  Poor's 
500-stock  index  on  average  by  0.36%  a 
month  in  the  three  years  before  they 
earned  top  honors  and  trailed  by  0.41% 
a  month  afterward. 

Why  the  falloff  in  performance?  One 
reason,  says  Morey,  is  that  money 
suddenly  pouring  into  the  five-star  funds 
overwhelms  the  manager's  ability  to 
invest  it.  "People  think  these  stars  are 
like  the  ratings  of  a  movie,"  he  adds. 
"But  a  mutual  fund  isn't  the  same,  and  it 
doesn't  maintain  its  quality." 

Morningstar,  which  revised  its  ratings 
criteria  two  years  ago,  says  its  own  study 
shows  slightly  better  performance  for 
five-star  funds  since  the  changes.  It  also 
warns  investors  not  to  invest  in  mutual 

funds  solely  by  the  stars.  ^^^^^^^^^^^^^^^^^^^^^^ 

-Aaron  Pressman      HHHIH^RHi^^^^^^^^^^^H 

TIME  OFF 

NEXT  TIME  YOU'RE  IN  Orlando  you  might  want  to  check  out 
another  magical  kingdom:  Harry  P.  Leu  Gardens.  Not  far  from 
Disney  World,  on  the  banks  of  Lake  Rowena,  is  a  50-acre 

botanical  wonderland  that  was  once 
the  estate  of  late  industrialist  Leu. 
There  are  formal,  tropical,  herb,  rose, 
and  butterfly  gardens,  plus  countless 
exotic  plants  that  Leu  collected  on  his 
world  travels.  Admission  is  $5  for 
adults,  $1  for  school-aged  children, 
and  parking  is  free.  Guided  tours  of 
the  gardens  as  well  as  Leu's  house 
cost  $7  and  require  a  reservation 

(407246-3621).  -Kate  Murphy 


They  Hunt  for  You 

TIRED  OF  SCOURING  THE  WEB  SITES  of  hotel  chains,  airlines,  and  travel  agencies?  A 
growing  number  of  travel  search  engines  will  do  much  of  the  hunting  for  you.  They 
can't  sell  you  a  ticket  or  book  you  a  room,  but  they  will  deliver  you  to  the  company  that 
provides  the  listing.  The  latest  entrant  is  Kayak.com,  launched  in  February. 
Mobissimo.com  started  up  last  November,  joining  old-timer  SideStep.com.  Yahoo!  is 
getting  into  the  business,  too,  and  has  released  a  beta  version  of  its  site,  Farechase.com. 

Unlike  the  Big  Three  online  agencies  (Expedia,  Orbitz,  and  Travelocity),  some 
engines  can  capture  the  fares  of  discount  airlines  such  as  JetBlue  and  European 
travel  sites  such  as  Opodo.  But  except  for  SideStep,  which  has  a  partnership  with 
Orbitz,  they  generally  don't  have  access  to  the  Big  Three.  The  engines  vary  in  their 
suppliers,  so  it's  worth  checking  more  than  one.  For  instance,  in  a  search  for  a 
Chicago  hotel,  Sidestep  pointed  to  hotels.com,  which  offered  only  a  standard  room 
for  the  Fairmont  Chicago.  Kayak  took  the  user  directly  to  the  hotel's  Web  site,  which 
listed  a  choice  of  several  rooms.  -Susan  Garland 
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A  SECURE  SHIRT 


M 


IN  JULY,  ENGLISH  shirtmaker 

Thomas  Pink  will  launch  The 

Traveller,  a  men's  shirt  in 

luxe  Egyptian  cotton.  The 

fabric  is  treated  to  resist 

creasing.  A  hidden 

chest  pocket  is  -^> 

passport-sized.  Inside  the 

cuff,  there's  a  pocket  to  stash  credit 

cards  or  cash.  The  shirt  comes  in  a 

button-collar/button-cuff  model  in  solid 

pink,  white,  or  Bengal-blue  stripe.  A 

dressier  double-cuff,  soft-collar  version 

comes  in  blue  or  white  ($140,  only  at 

Pink's  Madison  Ave.  store  in  New  York, 

212  838-1928).       -Christine  Summersor, 
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Introducing  New  E*TRADE  Complete 

...the  intelligent,  integrated  way  to  manage  all  your  money. 

^fr  Complete  view  of  all  your  accounts  -  all  in  one  place. 

■Jfr  Intelligent  Cash  Optimizer:  instantly  calculates  the  earning  potential  of  your  cash. 

7T  Money  Market  Account  with  up  to  2.50%  APY  -  plus  free  checking  and  bill  pay! 

^T  Debit  Card  with  nationwide  ATM  refunds  -  aJl  banks. 


Secured  by  U£H 

New  optional  Digital  Security  ID. 

It's  like  a  combination  lock  for  your  online  connection. 


FINANCIAL 

Call  1-800-998-8049  or  visit  etradecomplete.com 


1.  The  E'TRADE  Money  Market  Account  is  a  separate  deposit  account  offered  by  E*TRADE  Bank.  Annual  Percentage  Yield  (APY)  of  2.50%  as  of  4/04/05  and  applies  to  accounts 
with  balances  of  $50,000  or  more.  Accounts  with  balances  of  $5,000-$49,999  will  earn  1.80%  APY  and  accounts  with  balances  of  less  than  $5,000  will  earn  0.30%  APY.  A 
$100  minimum  deposit  is  required  to  open  account  and  you  must  maintain  an  average  monthly  balance  of  $1,000  or  $5,000  in  total  E'TRADE  Bank  deposits,  by  the  end  of  your 
second  statement  cycle  to  avoid  a  $10  monthly  fee  on  the  account.  This  fee  is  waived  for  Priority  E*TRADE  and  Power  E*TRADE  customers.  Fees  may  reduce  earnings.  Yields 
subject  to  change  daily. 

2.  We  will  not  charge  you  a  fee  for  withdrawing  funds  from  any  ATM  but  the  owner/operator  of  some  ATMs  may.  In  those  cases,  E*TRADE  will  automatically  refund  your  account  for  the 
amount  of  the  fee.  Priority  E*TRADE  and  Power  E'TRADE  customers  get  unlimited  ATM  fee  refunds.  Other  customers  get  up  to  five  ATM  fee  refunds  per  month. 

3.  This  security  authentication  system  is  based  on  technology  from  RSA  Security  Inc.  RSA,  RSA  logo  and  SecurlD  are  either  registered  trademarks  or  trademarks  of  RSA  Security  Inc. 
in  the  United  States  and/or  other  countries.  RSA  Security  Inc.  is  not  affiliated  with  E*TRADE  FINANCIAL  Corp.  or  any  of  its  affiliates  and  is  not  a  sponsor  of  this  program. 
Securities  products  and  services  offered  by  E*TRADE  Securities  LLC,  Member  NASD/SIPC,  are  not  insured  by  the  FDIC,  are  not  guaranteed  deposits  or  obligations  of  E'TRADE 
Bank,  and  are  subject  to  investment  risk,  including  possible  loss  of  the  principal  invested.  Banking  and  lending  products  and  services  are  offered  by  E'TRADE  Bank,  a  Federal 
savings  bank,  Member  FDIC,  or  its  subsidiaries.  Bank  deposits  are  FDIC  insured  up  to  $100,000.  E'TRADE  Securities  LLC  and  E*TRADE  Bank  are  separate  but  affiliated  companies. 
©  2005  E*TRADE  FINANCIAL  Corp.  All  rights  reserved. 
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BY  ROBERT  BARKER 


A  Partnership 
That5 s  ReaUy  Limited 


May  marked  the  26th  anniversary  of 
John  MeMullen's  deal  to  purchase  the 
Houston  Astros.  No,  this  news  was  not 
much  noted  on  the  financial  pages  of  the 
day,  yet  if  s  worth  recalling  now  if  only 
for  MeMullen's  rationale.  Why  buy  the 
Astros  when  he  already  was  a  limited 
partner  in  the  New  York  Yankees? 

Nothing,  McMullen  told  sportswriters,  is  more  limited  than 
being  George  Steinbrenner's  limited  partner. 

Much  as  I  love  to  loathe  the  Yankee  boss,  Steinbrenner  in 
this  case  got  a  bum  rap.  He's  far  from  the  only  general  partner 
to  treat  limited  partners  as  something  subhuman.  Why  they 
stand  for  it  is,  to  me,  one  of  the  investment  world's  enduring 
mysteries.  The  latest  case  in  point  is  a  plan  by  Tulsa-based 
Williams  Cos.  to  move  a  bunch  of  natural  gas  pipeline, 
processing,  and  storage  assets  into  a  limited  partnership. 
Named  Williams  Partners,  it's  set  to  come  public  in  a  $100 
million  initial  public  offering.  What  will  public  investors  get 
in  return?  The  short  end  of  the  stick.  That  fate  sometimes 
befalls  minority  holders  of  corporate  stock;  in  this  and  many 
other  partnerships  like  it,  the  short  end  is  guaranteed. 

TO  SEE  WHAT  I  MEAN,  let's  follow  the  money.  From  the  $100 

million  to  be  put  up  by  the  public,  the  first  $6.5  million  is  set 

to  go  to  the  underwriters,  led  by  Lehman  Brothers.  Next,  $4.6 

million  will  be  eaten  by  legal  and  other  organizing  costs. 

Williams  then  stands  to  take  $85.4 

million,  in  partial  payback  for  money  it 

put  into  operations  that  are  going  to  the 

partnership.  That  leaves  $3.5  million  for 

the  partnership's  cash  box.  For  its  end, 

Williams  is  contributing  $107  million  in 

operating  assets  and  will  become  the 

partnership's  managing  general  partner, 

with  a  2%  stake.  That  share,  plus  another 

61%  via  the  limited  partner  units  it  is  not 

selling,  leave  Williams  a  firm  grip  on  its 

offspring.  Se,  to  recap,  Williams  gets  63% 

of  the  equity  for  52%  of  total  contributions 

to  the  partnership;  the  public  puts  in  48%, 

cash,  for  a  37%  stake. 

Given  this  setup— and  it's  typical  in 
energy  partnerships— why  would  any 
investor  bite?  Yield.  With  interest  rates  on 


PIPELINES 

Energy 
partnerships 
are  hot  sellers 


In  the  Pipeline: 

Williams  Partners 


Revenues 


Estimated  initial  price  per  unit        $20.00 


Cash  available  for  distribution 
per  unit* 


Minimum  expected  annual 
distribution  per  unit 


Indicated  pretax   ield 


Symbol 


ncome  statement  data  are  pro  forma  for  2004       'Tentative 


bonds  and  dividends  on 
stocks  still  low,  investors 
are  famished  for  income. 
At  its  assumed  IPO  price 
of  $20  per  unit,  Williams 
Partners  is  set  to  yield  a 
minimum  of  7.4% 
(table).  That's  pretax, 
and  any  individual's  tax 
bill  will  vary.  Even 
though  the  distributions 
are  not  eligible  for 
today's  low  rates  on 
dividends,  other  tax 
breaks  mean  most 
limited  partners  can 
count  on  aftertax  yields 
well  above  what  other 
investments  pay. 
Yet  that  bonus  hardly  comes  free. 
Public  investors  surrender  huge  upside 
through  a  key  partnership  feature  called 
"incentive  distribution  rights."  In  this 
deal,  Williams  has  set  a  minimum 
quarterly  distribution  of  37<t  a  unit.  If  operations  go 
swimmingly  and  cash  flow  swells  to  enable  payouts  of  more 
than  42.5$  a  unit,  then  Williams  as  general  partner  starts  to 
get  more  and  more  of  the  excess.  At  55.55$  a  unit  and  above, 
the  general  partner  stands  to  keep  half  the  excess,  even 
though  it  holds  just  2%  of  the  partnership's  equity.  The  point 
is  to  create  a  motive  for  the  general 
partner  to  keep  operations  not  just 
humming,  but  growing.  If,  as  in  this  deal, 
the  general  partner  also  owns  a  big  chunk 
of  limited  partner  units,  then  it  gets  to 
take  a  second  dip.  At  the  deal's  sweetest, 
Williams  as  general  partner  gets  50$  of 
each  $1  in  excess  distributions;  as  a 
limited  partner,  it  gets  an  additional  31$. 

A  Williams  spokesman  declined  to 
discuss  any  parts  of  the  deal  while  if  s  in 
registration.  When  I  asked  why  Williams 
wants  this  deal  now,  he  said:  "It's  a  way  to 
create  value  for  our  shareholders."  If  this 
or  a  similar  partnership  tempts  you,  just 
imagine  that  the  guy  across  the  table  is 
George  Steinbrenner.  ■ 

E-mail:  rb@businessweek.com 
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mewhere  in  the  heartland  a  child  is  sitting  down  to  breakfast, 


.  j»  i , 


Thich  is  why  a  farmer  is  rising  for  a  15-hour  day. 


And  a  trucker  is  beginning  a  3-day  journey. 


And  why  ADM  is  turning  corn  and  wheat,  soy  and 
cocoa  beans  into  your  favorite  foods. 


oomewhere  in  the  heartland 


sitting  down  to  breakfast, 


TThich  is  why  so  many,  work  so 
and  take  their  job  to  heart. 


www.admworld.com 
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Personal  Business  Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

INVESTORS  CALL  FOR  CHANGES  AT  NEW  CENTURY  FINANCIAL 
INDUSTRIAL  DISTRIBUTION:  A  MIGHTY  COG  IN  BIG  FACTORIES. 
HERE'S  A  GOOD-NEWS  BROADCAST  ABOUT  XM  SATELLITE  RADIO. 
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Revving  Up  New  Century? 

EVEN  THOUGH  NEW  CENTURY  FINANCIAL  (NEW)  beat 
analysts'  first-quarter  forecasts,  shares  have  fallen  to 
46.28,  down  from  66  in  December.  The  30%  drop,  caused 
by  fears  of  rising  interest  rates  and  a  housing  slowdown,  has 
dismayed  investors  such  as  Greenlight 
Capital,  which  owns  9.1%.  In  an  Apr.  28 
13D  filing,  the  group  urged  the  sub- 
prime  mortgage  lender  to  boost  its  stock 
price.  Greenlight  said  it  might  seek 
changes  in  New  Century's  structure  and 
strategic  direction— and  in  the  board  and 
management  "The  Greenlight  move 
may  be  the  catalyst  to  push  the  stock 
into  play,"  says  Vincent  Carrino  of  Brook- 
haven  Capital  Management,  which  owns 
shares.  New  Century  is  doing  well  in  a 
difficult  environment— and  is  attractive 
to  investment  banks,  he  adds.  The  stock,  he  says,  is  cheap  at  five 
times  2005  earnings  forecasts,  with  a  dividend  yield  of  close  to 
15%.  Large  institutions  borrow  at  lower  rates,  he  notes.  So  if  any 
of  them  bought  New  Century,  the  move  could  cut  its  borrowing 
costs— and  jack  up  earnings.  Scott  Valentin  of  investment  firm 
Friedman,  Billings,  Ramsey— which  has  done  banking  for  New 
Century  and  owns  shares— says  Greenlight's  filing  "increases 
pressure  on  management  to  enhance  shareholder  value."  Based 
on  his  earnings  estimate  of  $8.98  a  share  for  2005  and  $10.11 
for  2006,  Valentin  rates  the  stock  outperform.  His  12-month 
price  target:  85.  New  Century  spokeswoman  Erin  K.  Freeman 
says,  "Our  goal  is  to  increase  stockholder  value  and  we  are 
always  open  to  feedback  from  our  constituents."  A  Greenlight 
spokesman  says,  "Our  filing  speaks  for  itself." 

Industrial  Distribution's 
Shares  Look  Cheap 

NUTS-AND-BOLTS  COMPANIES  don't  get  much  respect 
on  the  Street.  Industrial  Distribution  Group  (IDGR)  is  a 
might}  cog  in  supply-chain  management  at  major 
manufacturers— and  a  consistent  moneymaker.  Yet  it's  off*  the 
radar  screen  of  institutional  investors.  IDGR  works  with  such 
biggies  as  General  Electric,  Boeing,  Ford,  Honeywell,  and  Black 
&  Decker— supplying  and  managing  inventories  of  machine 
tools,  abrasives,  and  lubricants.  It  serves  20,000  customers, 
and  its  staff  is  often  based  in  customers'  storerooms.  Adriano 
Almeida  of  investment  boutique  Dalton  Greiner  Hartman 


MORE DOWN 
THAN  UP 


DOLLARS 
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Maher— with  an  8%  stake— says  IDGR 
is  the  cheapest  of  all  industrial 
distributors,  selling  at  5.1  times  his 
2006  earnings  forecast  of  $1.60  a  share, 
compared  with  competitors'  price- 
earnings  ratio  of  15.  For  2005,  he  sees 
earnings  of  90<f ,  vs.  2004's  75<t  (on  sales 
of  $530  million).  Considering  IDGR's 
growth  profile,  the  low  p-e  is 
unwarranted,  he  says.  Neal  Goldman  of 
Goldman  Capital  Management,  with  a 
5%  stake,  sees  the  stock,  now  at  8.25, 
doubling  in  a  year  as  operating  margins,  now  at  2%,  ramp  up. 

XM  Satellite  Radio 
Turns  Up  the  Volume 

SHARES  OF  XM  SATELLITE  Radio  Holdings  (XMSR)  are  in 
a  funk— at  27.77,  down  from  41  in  December.  Not  to  worry, 
says  Lee  Schultheis,  who  has  bought  shares  for  his  Alpha 
Hedged  Strategies  Fund.  (Alpha  ranked  No.  1  in  Morningstar's 
"conservative  allocation"  category,  up  14.1%  for  the  year  ended 
Mar.  31, 2005,  vs.  6.7%  for  the  Standard  &  Poor's  500-stock 
index.)  XM,  tops  in  subscribers  in  satellite  radio,  got  hurt  by 
buzz  about  rival  Sirius  Satellite  Radio's 
signing  up  Howard  Stern  and  Martha 
Stewart.  Schultheis  figures  XM  is  a 
"better  value"  than  Sirius,  with  a  60% 
projected  share  vs.  Sirius'  40%.  Yet  XM's 
market  cap  is  lower  than  Sirius'.  XM 
topped  forecasts  in  the  first  quarter,  and 
Schultheis  sees  the  stock  snapping  back 
to  42  in  12  months.  He  says  the  market 
has  yet  to  recognize  some  catalysts:  XM's 
deal  to  promote  America  Online's  Net 
radio  programs  and  cross-market  them 
to  XM's  3-8  million  subscribers  and 
AOL's  100  million  monthly  visitors.  And  XM  is  Major  League 
Baseball's  official  network,  letting  fans  listen  to  home  games 
anywhere.  James  Goss  of  Barrington  Research  rates  XM,  which 
is  in  the  red,  outperform.  He  sees  it  breaking  even  in  2007  after 
an  expected  loss  of  $2.40  a  share  in  2005  and  $1  in  2006.  ■ 


BlISIIK'SsWlTK  OlllilU' 


Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 
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elevate 


technology 


Cleaner  fuels.  Advanced  fuels.  Liquefied  natural  gas.  Converting  gas  fuels  into 
liquids.  3-D  seismic  technology  for  the  discovery  of  new  fuels.  Ultra-deepwater 
drilling  and  production  technology  to  access  once  unreachable  sources  of  fuels. 
Shall  we  go  on?  When  it  comes  to  energy  technologies,  our  answer  to  that 
question  is,  "yes  we  will."  Because  at  ConocoPhillips,  discovering  and  innovating 
new  technologies  is  just  another  way  we  elevate. 


ConocoPhillips 

elevate  ..4S*~r~ 


conocophillips.com 


2004.  ConocoPhillips    All  rights  reserved 


Personal  Business  Figures  of  the  Week 
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COMMENTARY 

In  a  week  light  on  economic  data, 
the  fear  of  hedge-fund  losses 
helped  depress  the  bourses.  The 
Dow  fell  0.8%,  and  the  S&P  500 
was  off  0.4%,  even  though 
shares  in  jetmaker  Boeing  hit  a 
52-week  high.  The  tech-heavy 
NASDAQ  Composite  rose  0.5%. 
Meanwhile,  takeover  fever  flared 
as  Duke  Energy  said  it  would 
acquire  Cinergy  in  a  $9.1  billion 
stock  deal. 

Data:  Bloomberg  Financial  Markets.  Reuters 


MUTUAL FUNDS 


4-WEEK  TOTAL  RETURN 

WEEK  ENDED  MAY  10 

■  SAP  500  ■  U.S.  DIVERSIFIED  WS  ALL  EQUITY 


%         -4  -3  -2  -1 


52-WEEK  TOTAL  RETURN 

WEEK  ENDED  MAY  10 

■  SAP  500  ■  U.S.  DIVERSIFIED        ALL  EQUITY 


%  3  6  9  12  15 

Data:  Standard  &  Poor's 


U.S.  MARKETS 

S&P  500 

Dow  Jones  Industrials 
NASDAQ  Composite 
S&P  MidCap  400 
S&P  SmallCap  600 
DJ  Wilshire  5000 

SECTORS 

BusinessWeek  50* 
BW  Info  Tech  100" 
S&P/BARRA  Growth 
S&P/BARRA  Value 
S&P  Energy 
S&P  Financials 
S&P  REIT 

S&P  Transportation 
S&P  Utilities 
GSTI  Internet 
PSE  Technology 
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YEARTO     LAST12 
DATE      MONTHS 


UAYD  .'.E-I- 

117L1 
10,300.3 

1971.6 

648.8 

31L7 

11,535.8 


689.6 
3403 
566.3 
600.5 
324.2 

386.1 

142.1 

217.6 

15L4 

155.2 

720.1 

*Mar.  19. 1999=1000     "Feb.  7.  2000=1000 


-0.4 
-0.8 

-3.4 

-4.5 

6.9 
2.8 

0.5 

-9.4 

2.1 

0.8 

0.1 

-0.2 

-2.2  s 

-5.2 

-3.5 

13.6 
15.0 
8.3 

0.2 
-0.4 
-0.2 

-U 
-8.7 
-2.7 

9.7 
2.8 
2.7 

-0.6 

-4.0 

11.2 

0.7 

-1.1 

12J 
-6.1 

37.2 

5.1 

1.6 
1.1 

-L6 

-93 

34.1 
15.4 

-0.6 

63 

33.8 

-0.8 

-13.0 

4.7 

0.6 

-7.6 

3.7 

GLOBAL  MARKETS  mayii  week 

S&P  Euro  Plus  (U.S.  Doilar)  1336.4  -1.2 

London  (FT-SE 100)  4875.4  -0.1 

Paris  (CAC  40)  3979.5  -02 

Frankfurt  (DAX)  42447  -0.5 

Tokyo  (NIKKEI  225)  1U20.7  LI 

Hong  Kong  (Hang  Seng)  13339.8  0.0 

Toronto  (S&P/TSX  Composite)  9446.4  -0.3 

Mexico  City  (IPC)  12.464.8 
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-4.3 

L3 

4.1 

-0.3 

-22 

-2.0 

22 

-3.5 


19.4 
9.4 
10.3 
10.2 
-0.3 
20.9 
15.1 
29.2 


20.7 
16.6 

271% 


FUNDAMENTALS                         mayio  weekago     yearagc 

S&P  500  Dividend  Yield                      2.06%  2.06%      L64% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)     19.1  19.0 

S&P  500  P/E  Ratio  (Next  12  mos.)*       15  J  152 

First  Call  Earnings  Revision*               -0.35%  -0.62% 

•firs)  Cal  Corp 

TECHNICAL  INDICATORS          mayio  weekago     reading 

S&P  500  200-day  average                 11573  1155.9       Positive 

Stocks  above  200-day  average             56.0%  53.0%     Neutral 

Options:  Put/call  ratio                          0.78  0.85       Positive 

Insiders:  VickeTS  NYSE  Sell/buy  ratio    378  3.53      Negative 


BEST-PERFORMING 
GROUPS 


LAST 
MONTH* 


LASTB 
MONTHS  X 


REITs 

7.8 

Fertilizers  &  Ag.  Chems. 

89.8 

Health-Care  Supplies 

7.6 

Managed  Health  Care 

63.4 

Home  Entrtnmnt.  Software 

6.4 

Steel 

62.6 

Soft  Drinks 

6.4 

Oil  &  Gas  Refining 

62.5 

Life  &  Health  Insurance 

5.5 

Oil  &  Gas  Drilling 

57.9 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                            %      52-WEEK  TOTAL  RETURN 
LEADERS                                                    LEADERS 

% 

Real  Estate 

4.4 

Latin  America 

56.8 

Hearth 

2.9 

Real  Estate 

40.1 

Latin  America 

-0.3 

Natural  Resources 

38.7 

Pacific/Asia  ex-Japan 

LAGGARDS 

-0.3 

Diversified  Emerg.  Mkts. 

LAGGARDS 

31.7 

Precious  Metals 

-6.4 

Technology 

-3.7 

Natural  Resources 

-3.6 

Large-cap  Growth 

3.7 

Europe 

-3.1 

Health 

4.4 

WORST-PERFORMING 
GROUPS 

Photographic  Products 

Motorcycles 

Office  Electronics 

Gold  Mining 

Divsfd.  Metals  &  Mining      -11.1     Auto  Parts  &  Equip. 


INTEREST  RATES 


J  LAST 
MONTH* 

LAST  12 
MONTHS  - 

-18.1 

IT  Consulting 

-47.0 

-15.5 

Automobiles 

-31.8 

-11.7 

Electric  Mfg.  Svcs. 

-25.8 

-11.2 

Insurance  Brokers 

-25.7 

Small-cap  Value 
EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 
LEADERS 

AMIDEX  Cancer  Innvtns.  8.8 

ProFunds  Biotech.  Inv.  8.5 

ProFunds.  Real  Est.  Inv.  7.5 

PIMCO  Real  Est.  Instl.  7.1 

LAGGARDS 

Ameritor  Investment  -13.3 
ProFunds  Precs.  Mtls.  Inv.  -12.5 

ProFunds  Ultra  Japan  Inv.  -11.4 

American  Heritage  -10.0 


KEY  RATES     ^^ 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 


2.48%  2.43% 

236  2.84 

168  3.61 

470  4.19 

435  4.59 

5.73  5  69 


"~HK 


L03 
238 

4.80 
531 
6.30 


tBanxQuote.  Inc. 


52-WB'TOT/U.RETURN  % 

LEADERS 

iShares  MSCI  Brazil  Idx.  74.6 

U.S.  Glbl.  Invs.  Gl.  Rscs.  61.7 

Merrill  Lynch  Lat.  Am.  B  61.2 

T.  Rowe  Price  Latin  Am.  59.1 

LAGGARDS 

Ameritor  Investment  -53.6 

Apex  Mid  Cap  Growth  -31.8 

ProFunds  Semicdr.  Inv.  -25.9 

ProFds.  USh.  Mid  Cap  Inv.  -25.3 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


10-YRB0N0 

"  -:  BONE 

General  Obligations 

3  70**: 

4.44% 

Taxable  Equivalent 

5.29 

6.34 

Insured  Revenue  Bonds 

3.84 

4.58 

Taxable  Equivalent 


THE  WEEK  AHEAD 


PRODUCER  PRICE  INDEX 

Tuesday,  May  17,  8:30  a.m. 
EDT  »  April  producer  prices  are 
forecast  to  have  risen  0.4%,  after 
climbing  0.7%  in  March.  That's  the 
median  forecast  from  economists 
polled  by  Action  Economics  LLC. 
Excluding  food  and  energy,  the 
core  price  index  most  likely  rose 
0.2%,  after  edging  up  0.1%. 
RESIDENTIAL  CONSTRUCTION 
Tuesday.  May  17,  8:30  a.m. 
EDT  »  April  housing  starts 


probably  bounced  back  to  an 
annual  rate  of  1.97  million.  March 
starts  fell  to  a  pace  of  1.84  million. 
INDUSTRIAL  PRODUCTION 
Tuesday,  May  17,  9:15  a.m. 
EDT  »  Industrial  output  in  April 
very  likely  increased  0.3%  for  a 
second  straight  month.  The 
average  monthly  operating  rate 
probably  edged  up  to  79.5%,  from 
79.4%  in  March. 
CONSUMER  PRICE  INDEX 
Wednesday,  May  18,  8:30 
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a.m.  EDT  »Consumer  prices  for 
goois  and  services  most  likely 
grew  0.4%  in  April,  after  a  0.6% 
increase  in  March.  Excluding  food 
and  energy  items,  prices  probably 
posted  a  modest  0.2%  rise, 
following  a  0.4%  gain  for  March. 
LEADING  INDICATORS  Thursday, 
May  19. 10  a.m.  EDT »  The 
Conference  Board's  April  index  of 
leading  economic  indicators  is 
expected  to  have  slipped  0.1%, 
after  dropping  0.4%  in  March. 


The  BusinessWeek  production  index 
climbed  to  241.1  for  the  week  ended 
Apr.  30,  an  increase  of  10%  from  a 
the  previous  year.  Before  calculation 
of  the  four-week  moving  average,  the 
index  edged  up  to  241.1. 


BusinessWeek  online 


For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 

www.businessweek.comAnagazine£xtra.htrr 
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Feel  free  to  take  risks. 


ou  can't  eliminate  risk.  You  can  be  equipped  to  handle  it. 
onsider  your  credit  strategy,  and  the  risk  of  unanticipated 
redit  write-offs  being  viewed  as  a  misstatement  of 
arnings.  Yet  tighter  credit  carries  its  own  risk  —  slow  sales 
nd   growth.   Enter  Atradius.  We  enable  trade  with  credit 


insurance,  information  and  collections  services  that 
allow  you  to  safely  increase  credit  sales.  To  meet  today's 
credit  challenges,  look  to  one  of  the  world's  largest, 
most  experienced  credit  insurance  companies.  Look  to 
Atradius.   Feel  free  to  take  risks.  Call  1-800-822-3223. 


vww.atradius.us 
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One 
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at  a  Time.. 

The  only  thing  standing 
between  you  and  a 
lifetime  of  financial 
freedom  is  a  plan.  The 
Weekend  Millionaire 
Mindset  gives  you  that 
plan  and  the  proven 
techniques  of  successful 
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Editorials 


Stamping  Out 
Sweatshops 


THE  MID-1990S  FUROR  over  the 
revelation  that  entertainer  Kathy  Lee 
Gifford's  clothing  line  was  being  sewn  by 
children  making  less  than  35<t  an  hour 
may  be  a  distant  memory.  Yet  the 
centuries-old  problem  of  manufacturing  sweatshops 
remains  a  current  issue.  That's  why  we  were 
heartened  by  the  debut  in  late  April  of  the  Joint 
Initiative  on  Corporate  Accountability  &  Workers'  Rights,  an 
ambitious  pilot  project  sponsored  by  six  anti-sweatshop 
activist  groups  and  eight  global  apparel  makers,  including  big 
names  such  as  Nike,  Gap,  and  Patagonia  (page  98).  It  would 
establish  a  single  set  of  labor  standards  and  common  plant- 
inspection  guidelines  at  dozens  of  factories  in  Turkey  that 
produce  apparel  and  other  goods  for  the  companies. 

This  30-month  experiment  is  a  great  first  step  in  bringing 
order  to  the  piecemeal  manner  in  which  even  the  biggest 
companies  set  and  monitor  workplace  conditions  across  the 
developing  world.  But  a  much  broader  solution  is  required  to 
make  real  progress  against  sweatshop  conditions.  There  are 
currently  only  about  100  large,  mostly  Western  companies 
actively  involved  in  the  anti-sweatshop  movement.  Their 
efforts  over  the  past  decade  are  laudable  but  ultimately 
insufficient  because  thousands  of  other  manufacturers  don't 
participate.  Building  consensus  around  basic  universal 
standards  for  particular  industries,  say  apparel  or  consumer 


electronics,  is  crucial.  Otherwise,  why  should  one 
manufacturer  incur  the  cost  of  upgrading  and  continually 
monitbring  its  workplace  standards  if  it  has  to  compete  with 
factories  without  the  same  obligations? 

Global  retailers,  such  as  $285  billion  Wal-Mart  Stores  Inc.. 
are  therefore  an  integral  part  of  any  sweatshop  solution.  The? 
buy  goods  from  thousands  of  plants  worldwide,  so  any 
workplace  standards  they  set  for  their  suppliers  have 
immediate  and  far-reaching  impact.  Wal-Mart  says  it  already 
has  talked  to  other  retailers  about  common  workplace 
standards  and  has  increased  its  own  plant  monitoring,  which 
critics  have  called  inadequate.  Obviously,  retailers  aren't  eagt 

to  expand  their  policing  role, 
but  business  shouldn't  lose  this 
opportunity  to  devise  a  cost- 
efficient,  private  industry 
solution  to  the  sweatshop 
problem  rather  than  wait  for 
government-imposed  fixes. 

Likewise,  the  Turkish 
experiment  should  provide  a 
perfect  laboratory  to  study  the 
^^^^^^^^"  ambitious  living-wage 

proposal— which  sets  a 
minimum  manufacturing  wage  for  each  country  based  on 
worker  living  costs— championed  by  New  York  anti- 
sweatshop  group  Social  Accountability  International.  A  local 
living  wage  is  a  particularly  contentious  issue  for 
manufacturers,  since  it  is  subjectively  determined  and  likely 
to  exceed  the  local  legal  minimum  wage  in  many  countries. 
Even  some  anti-sweatshop  activists  aren't  sure  it's  a  viable 
idea.  But  bringing  real-world  data  to  this  debate  would  be 
invaluable.  Indeed,  manufacturers,  retailers,  and  worker 
advocates  still  have  a  lot  to  learn  about  what  works  and  what 
doesn't  in  curbing  sweatshop  abuses.  The  Joint  Initiative 
experiment  is  a  good  place  to  start. 


A  new  joint 
effort  by 
businesses  is 
a  promising 
first  step 


When  Business 
Bows  to  Activists 


THE  CULTURE  WARS  have  finally  come  to 
Corporate  America  (page  90).  Just  ask 
Microsoft  Corp.,  which  initially  supported 
a  bill  in  Washington  State  that  would  ban 
employment  discrimination  based  on 
sexual  orientation.  But  after  complaints  early  this 
year  from  a  local  minister  crusading  against  gay 
rights,  the  company  withdrew  its  support.  Religious 
conservatives  declared  victory,  and  many  angry  employees 
wondered  what  happened  to  the  open  workplace  that  they 
thought  was  Microsoft. 

This  scenario  is  sure  to  be  repeated  in  the  wave  of  religious 
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activism  sweeping  America.  Already,  Procter  &  Gamble, 
Safeway,  and  GE  have  been  targets  of  letter- writing  efforts  or 
outright  boycotts  from  religious  groups  unhappy  with  their 
support  of  gay  causes  or  controversial  research.  Rather  than 
risk  bad  publicity  and  lost  business,  many  companies  simply 
back  down.  That's  unfortunate,  because  it  ignores  the  valid 
reasons  why  most  adopted  these  policies  in  the  first  place. 
Companies  are  pluralistic  entities  that  need  to  serve  all  their 
constituencies:  customers,  shareholders,  employees,  and 
larger  communities.  Serving  only  one  group,  however  vocal, 
to  the  detriment  of  all  others  is  a  recipe  for  disaster. 

Despite  its  initial  fumble,  Microsoft  ended  up  finding  its 
compass.  On  May  6,  CEO  Steve  Ballmer  e-mailed  employees 
that  Microsoft  was  reviving  support  for  the  anti-cUscrimination 
law  because  it  meshes  with  a  business  imperative:  enhancing 
workplace  diversity.  Indeed,  allowing  discrimination  of  any 
form  to  flourish  in  the  workplace  is  bad  business  in  a  nation 
that  needs  to  marshal  all  its  human  capital  to  retain  its 
economic  leadership.  To  be  sure,  critical  issues  are  being 
debated  in  the  Culture  Wars.  But  Corporate  America  acts  most 
wisely  when  it  makes  decisions  for  business— not  emotional  or 
religious— reasons.  Let's  keep  it  that  way. 
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An  elite  force  battles 
the  Web's  dark  side 

BY  BRIAN  GROW  (P.  74) 


^ 


JJbxbbgoo  ***********  L0T  eeeGA*c030 

W-BRLPMO097   1K302496  BX00O378 

ll<l">iiilll......llll,...l,.HI MM ,111 

1      BURLINGAME   PUBLIC  Ll2°   BUBLINGAME 
480  PRIMROSE  RD 
-»««  «     34.,  MAy    2  „    2()fl5 

LIBRARY 


Dan  Larkin, 
chief  of  the 
FBI's  Internet 
Crime 
Complaint 
Center 


I 


_ 


THE  T11VIE  FOR  DESIGNER  MUD  FLAPS  HAS  ARRIVED. 


Introducing  the  all-new  2006  Lincoln  Mark  LT.  Prepare  to  be  pampered  in  an 
extravagant  new  way.  Soft  leather  and  gleaming  chrome  trim  to  attract  and  arouse. 
A  300-hp,  5.4L  V-8  to  astonish  and  impress.  After  all,  power  is  the  best  fashion. 
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ON  PATROL 

The  FBI  has  made 
e-crime  its  third- 
highest  priority,  after 
terrorism  and 
counterintelligence 
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"If  you  don't  have 
inheritance  taxes,  Bill 
Gates's  family— in  50  oi| 
75  years— is  going  to 
own  the  whole  country] 

-Ted  Turner  explaining  his  suppoi 
for  the  estate  ta 


:dited  by  dan  beucke 


STREET  TALK 

UP  AND  OUT 
AT  MORGAN 
STANLEY 

HOW  SERIOUS  is  Morgan 

Stanley's  brain  drain?  By 
BusinessWeek's  count,  at  least 
50  bankers,  traders,  and 
brokers  have  exited— from 
Hong  Kong  to  New  York— 
since  Mar.  28.  That's  when 
CEO  Philip  Purcell  selected 
Zoe  Cruz  and  Stephen 


Crawford  as  co-presidents— 
passing  over  Vikram  Pandit, 
chief  of  its  institutional 
securities  unit.  Among  the 
departed  are  24  managing 
directors. 

That  number  may  not  be 
unusual:  75%  of  those  leav- 
ing investment  banks  in  any 
year  do  so  by  June— after 
bonuses.  What's  worrisome 
is  who's  walking.  "The 
people  leaving  are  not 
underperformers,"  says 
Richard  Lipstein  of  Boyden 
Global  Executive  Search. 
Morgan's  management 
committee  has  lost  five  of 
the  14  members  it  had  as 
of  Mar.  28.  (Morgan  says  it 
has  since  boosted  the 
number  of  people  on  the 
committee  to  15.) 

Many  dropouts  are  in  key 
areas  like  investment 
banking  and  commodities 
trading.  And  they  are 
defecting  to  JP  Morgan  Chase, 
Merrill  Lynch,  and  Deutsche 
Bank.  As  always  on  Wall 
Street,  money  talks,  or  people 
walk.  -Emily  Thornton 


THE  BIG  PICTURE 


BANK  ON  IT,  EH?  Over  the  past  five  years,  large 
Canadian  banks  outdid  all  rivals  in  creating 
value.  Here's  how  the  top  countries  stack  up: 


CANADA 
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EX  LIBRIS 

Gates  Sharpens 
His  Quill  Pen 

IN  ADDITION  TO  BEING  the  world's  richest  man  and  a  computing 
pioneer,  Bill  Gates  has  another  notch  on  his  belt:  best-selling 
author.  His  first  book,  The  Road  Ahead,  sold  2.5  million  copies 
in  1995,  putting  it  in  the  lofty  company  of  other  best-sellers 
that  year,  such  as  Howard  Stern's  Miss  America  and  Deepak 
Chopra's  The  Seven  Spiritual  Laws  of  Success. 

BusinessWeek  has  learned  that  the  Microsoft  co-founder  is  in 
the  preliminary  stages  of  writing  a  new  book  a  decade  after  his 
first.  He  is  also  close  to  a  deal  with  a  co-author,  whom  the  com- 
pany declined  to  name.  And  Gates's  representatives  have  begun 
meeting  with  book  execs  to  gauge  their  interest.  The  software 
giant  won't  say  when  Gates  hopes  to  see  something  in  print. 

Like  The  Road  Ahead,  this  book  will  predict  how  technology 
will  transform  the  way  people  communicate,  work,  and 
entertain  themselves.  It  will  explain  how  technology  can 
address  issues  central  to  Gates's  philanthropy:  world  health 
and  education.  Says  spokesman  John  Pinette:  "It's  going  to  talk 
about  where  the  next  technical  breakthroughs  are  coming  from 
and  the  impact  they'll  have."  It  won't  pad  Gates's  bank  account, 
though— his  proceeds  will  once  again  go  to  charity.  -Jay  Greene 
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SAVING  LIVES 
IS  HIS 
BUSINESS 

Genentech  CEO  Arthur 
Levinson  is  having  a  very 
good  year.  His  company's 
three  leading  cancer  drugs 
grabbed  headlines  at  a  big 
conference  in  early  May 
(page  91),  with  studies 
showing  that  all  three 
improve  survival.  Levinson, 
55,  says  they  beat  even  his 
expectations.  Now  he's  trying 
to  keep  Genentech  from 
resting  on  its  laurels. 

Pressure  for  bigger  results 
is  sure  to  come  from 
investors  and  the  cancer-care 
community.  But  Levinson 
insists  he'll  stick  to  his  goal  of 
investing  in  long-term  share- 
holder value.  "I  will  never 
trade  off  our  drug  pipeline  to 
improve  next  year's 
earningsrhesays. 

Genentech  has  always  set 
out  t.      ->ve  its  cancer  drugs 
canexter  i  life  and  not  just 
shrink         rr>.  "We  are  asking 
patients ':  ]  pay  a  lot  for  these 
drugs,"  Lev  .      '-ays.  "We 
don't  want  them  to  pay  for  an 
incremental  benefit."  Since 
some  of  the  drugs  can  cost 
$40,000  for  a  course  of  treat- 
ment, patients  will  likely 
agree.  -Catherine  Arnst 


Front 


WIRED  WORLD 

THE  YOUNG  ARE 
WIDE  OPEN  FOR 
CYBER  THIEVES 

WHAT  DO  Paris  Hilton's  cell 
phone  and  ChoicePoint  have 
in  common?  They've  both 
been  hacked,  proving  once 
again  that  no  private  data  are 
guaranteed  to  be  secure.  But 
while  privacy  paranoia  has 
some  consumers  scrambling 
to  keep  a  tighter  rein  on 
precious  personal  info, 
younger  adults  and  teens  are 
headed  in  the  other  direction. 
They're  revealing  more  and 
more  of  themselves  in 
cyberspace,  divulging 
substantial  private  details 
through  databases  from 
social  networking  sites  to 
personal  Web  logs. 

At  Thefacebook.com,  a  site 
launched  by  a  Harvard 
University  undergrad  in  2004 
that  has  blossomed  into  a 
campus  phenomenon,  more 
than  2.5  million  users  from 
650  schools  post  stats 
ranging  from  their  full  names 
and  hometowns  to  class 


PLANE  TALK 

DELTA: 
WHINING 
IN  WICHITA 

FACING  THE  prospect 

of  bankruptcy,  Delta 
Air  Lines  is  out 

scrounging  for  every 
penny.  Its  latest 
move:  demanding 
that  Wichita  rescind 
$2.5  million  in 
subsidies  to  rival  AirTran 
Air  'ays  or  cough  up  the  same 
for  i  elta.  Delta  enlisted  the 
help  of  the  FAA,  which  ruled 
on  Apr.  6  that  the  cash  paid  to 
AirTran  for  serving  the  local 
airport  is  discriminatory. 


schedules.  In  fact  35%  of 
members  even  list  their  cell 
numbers,  which  thieves 
increasingly  use  in  lieu  of 
Social  Security  IDs  to  tap  into 
personal  records.  At  net- 
working site  Friendster.com— 
which  has  16  million  users, 
up  from  1  million  two  years 
ago— profiles  include 
anything  from  birthdays  to 
previous  employers,  blogs, 
and  uploaded  photo  albums. 

Officials  at  TheFacebook 
and  Friendster  say  they 
adhere  to  strict  privacy 
guidelines,  and  users  can 


"We  are  saying  to  the  city 
either  eliminate  the  subsidy  or 
give  it  to  everyone,"  says  Delta 
spokeswoman  Benet  Wilson. 

In  a  scathing  response  to 
the  FAA  on  May  16,  Wichita 
says  Delta  didn't 
cut  its  "monopo- 
listic airfares"  until 
AirTran  arrived  in 
2002.  Telling  the 
city  to  subsidize 
Delta,  the  letter 
says,  "is  like  telling 
the  shepherd  that 
he  must  feed  the  wolf."  The 
FAA  is  planning  a  response. 
Meanwhile,  Wichita  is 
learning  how  uncomfortable 
it  can  be  to  get  caught 
between  an  ailing  airline  and 
a  pile  of  cash.      -Brian  Grow 


limit  who  accesses  profiles. 
But  ChoicePoint  also  had 
tight  restrictions.  Experts 
warn  that  simply  by  loading 
so  much  into  a  database, 
members  of  virtual  com- 
munities expose  themselves 
to  identity  theft,  credit  fraud, 
and  future  embarrassment 
(when  info  pops  up  20  years 
down  the  road).  Still,  that 
may  not  be  enough  to 
dissuade  a  generation  that 
grew  up  online.  Expect  ever 
more  specialized  sites— and 
juicy  revelations— as  these 
users  age.       -Jessica  Thacher 


Percentage  of 
new  single-family 
mortgages  that 
were  interest-only 
during  2004.  That 
is  up  from  1.5% 
in  2001. 


Data:  -     ' 
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MONEY  GAMES 

DIEBOLD:OUT 
TO  UNPLUG 
ATM  RIVALS? 

IS  DIEBOLD,  the  ATM  giant, 
using  its  clout  to  stymie 
competitors?  That's  the  claim 
of  a  trade  group  for  outfits 
that  service  the  money 
machines.  On  Apr.  18,  the 
Financial  &  Security  Products 


Assn.  (FSPA)  filed  a  motion  in 
U.S.  District  Court  in  San 
Francisco  seeking  relief.  FSPA 
claims  Diebold  illegally  cuts 
competition  by  limiting 
access  to  technology  needed 
to  service  roughly  half  of  U.S. 

WIRELESS  WATCH 

OMIGOSH, 

UR 

SOSLO 

TEXT  MESSAGING  may  be  the 

latest  in  written  communica- 
tion. But  it's  not  the  fastest  A 
93-year-old  telegraph  oper- 
ator recendy  whipped  a  teen- 
aged  texter  in  a  speed  contest 
at  Sydney's  Powerhouse  Muse- 
um. Gordon  Hill  took  90  sec- 
onds to  dot-dot-dash  the  line: 
"Hey,  girlfriend,  you  can  text 
all  your  best  pals  to  tell  them 
where  you  are  going  and  what 
you  are  wearing."  Brittany 
Devlin,  13,  was  28  seconds 
behind  with  her  cell  phone, 
despite  using  slang  like  "u" 
and  "wot"  Telegraphy  might 
be  the  next  big  thing— if  only 
it  could  send  smiley  faces. 

-Elizabeth  Woyke 


ATMs.  The  North  Canton 
(Ohio)  company  denies 
the  charge. 

There's  a  ton  of 
cash  at  stake.  An 
ATM  generates 
service  fees  of 
$1,500  to  $3,000  a 
year,  say  analysts; 
Diebold  s  service 
revenues  came  to  $883 
million  in  2004.  Outside 
firms  used  to  handle 
everything  from  routine 
maintenance  to  parts 
replacement.  Then  in  2003, 
Visa  and  MasterCard 
demanded  a  new  data- 
encryption  standard.  Diebold 
refused  to  sell  upgrade  kits  to 
outsiders,  saying  it  worried 
that  thieves  might  swipe  en- 
hanced security  keypads. 
Diebold  says  this  changed 
after  the  FSPA  complained, 
but  FSPA  members  who  tried 
ordering  from  Diebold  say 
the  parts  never  materialized. 
Maybe  they're  using  the 
wrong  PIN  number. 

-Elizabeth  Woyke 


LAS  VEGAS 

Last  year's 
models 


CAR  TALK 

LESS  RACY  Will  the  "SEMA  girls"  get  ticketed?  The 
curvy  gals  in  skintight  minis  and  outfits  skimpy  enough 
to  make  a  showgirl  blush  have  been  a  popular  tradition 
at  the  annual  Las  Vegas  convention  of  the  Specialty 
Equipment  Market  Assn.,  representing  the  $29  billion 
auto  accessories  industry.  But  SEMA  brass  wants  to 
bring  dignity  to  the  November  event  by  banning 
barely-tnere  apparel  like  lingerie.  With  10,000  booths, 
exhibitors  look  for  anything  to  draw  attention  to  their 
wheels,  truck-bed  liners,  and  other  add-ons.  Show 
regulars  are  outraged.  Gripes  blogger  Peter  DeLorenzo 
at  autoextremist.com:  "The  SEMAshow  without  the 
scantily  clad  babes  would  be  like  the  Kentucky  Derby 
without  mint  juleps  or  big  hats."       -Kathleen  Kerwin 
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ssive  people 


When  your  customers  expect  their  shipments  to  arrive  on  time,  even  a  minute  can  make  a  big 
difference.  That's  why  every  UPS    employee  is  focused  on  a  single  goal:  getting  your  packages 
where  they  need  to  be,  when  they  need  to  be  there.  From  the  people  who  sort  and 
load  packages,  to  the  drivers  and  pilots  who  deliver  them,  we're  all  obsessed  with  reliability. 
Which  just  might  be  the  reason  UPS  delivers  more  packages  on  time  than  anyone  else. 

UPS.com/delivers   1-800-PICK-UPS 
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WHYGM-SPLAN 
WONT  WORK 

...  And  TheLgty  Road  Ahead  I 


-Buzz  Hargrove 
Toronto 


GETTING  GENERAL  MOTORS 
BACK  ON  THE  RIGHT  ROAD 

IN  "WHY  GM'S  plan  won't  work"  (Cover 
Story,  May  9),  your  best-case  scenario  for 
Saturn— "behind  its  cool  new  Euro 
styling,  selling  more  expensive  cars  with 
design  flair"— appears  extremely  unlikely. 
For  three-quarters  of  what  General  Mo- 
tors Corp.  invested  in  Saturn,  GM  could 
have  purchased  Honda  Motor  Co.  out- 
right. Currendy,  GM  is  purchasing  Honda 
engines  and  putting  them  into  Saturns.  It 
took  Saturn  seven  years  to  deliver  new, 
larger  models  and  sport-utility  vehicles  to 
showroom  floors— just  as  the  SUV  market 
was  starting  to  wane.  Saturn's  goal  of  fol- 
lowing the  Honda  Civic  marketing  strate- 
gy never  came  to  pass.  Will  "Euro  styling 
and  design  flair"  be  accomplished  with 
plastic  panels,  no-dicker  sticker  selling 
practices,  and  models  based  on  aged 
Adam  Opel  platforms? 

Can  GM  do  anything  right?  "General 
Malaise"  seems  more  fitting. 

-Carlo  Petruzziello 
Boston 

INSTEAD  OF  beating  up  on  GM  for  pro- 
viding health  care  for  its  active  employees 
and  decent  pensions  for  their  retirees,  we 


should  be  applauding  the  company  ancj 
the  United  Auto  Workers.  We  need  t; 
weigh  in  with  universal  coverage  on  bot 
fronts— health  care  and  pension.  It  coulc 
be  done  as  it  is  in  other  countries.  Wd 
would  return  jobs  to  the  U.S.  instead  o\ 
exporting  them.  Congratulations  to  GP 
in  trying  to  figure  out  these  complicatec 
problems  with  the  UAW. 

-Bruce  Duntor 
Montgomery  Village,  Md\ 

I  BELIEVE  THE  UAW  will  cooperate.  I 
essence,  the  labor-management  relation 
ship  is  not  adversarial.  The  enemy  is  not 
us.  Mutual  survival  and  success  can  be 
the  reality.  Such  a  genuine  response  and 
wise  course  will,  in  this  case,  make  GM  a 
better,  more  competitive  company.  The 
organization  has  it  within  its  own  powei 
to  pull  this  off. 

-JohnN.Heil 
Los  Angeles 

GM  WILL  DO  whatever  is  necessary  to  re- 
main at  the  forefront  of  automotive  tech- 
nology. I  already  see  a  major  difference 
from  even  10  years  ago.  Cadillac  has  not 
been  this  hot  in  more  than  30  years.  Pon- 
tiac,  Buick,  and  Saturn  will  follow.  It  took 
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Choosing  an  expert  bank  means  opening  the  way  to  success.  Driven  by  its  professionalism,  Societe  Generate 
iow  has  a  workforce  of  92,000  in  80  countries  and  has  become  steadily  stronger  in  its  three  key  fields, 
iffering  its  customers  ever  more  means  to  increase  their  performance.  With  16  million  customers  0)  in  retail 
>anking,  315  billion  euros  C)  managed  by  global  investment  management  and  services  and  a  confirmed 
vorldwide  leadership  in  corporate  and  investment  banking  (euro  capital  markets,  derivatives  and  structured 
inance),  Societe  Generale  has  become  a  first  choice  partner  for  its  customers  around  the  world.  If  you  too, 
lave  a  taste  for  growth,  you  will  soon  see  what  the  "Societe  Generale  red  and  black  effect"  can  do  for  you. 
I)  at  31/12/04.  www.socgen.com 
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the  Japanese  threat  that  started  in  the  late 
1970s  to  wake  up  the  domestic  auto  in- 
dustry. The  Big  Three  have  made  tremen- 
dous strides  to  get  back  to  the  forefront. 
Ford  Motor  Co.  and  Chrysler  started  ear- 
lier, since  they  both  came  close  to  extinc- 
tion. GM  has  more  work  to  do,  but  I  am 
sure  the  company  will  get  it  right. 

-Michael  Burns 
Howard  Beach,  N.Y. 

ONE  CRUCIAL  FACTOR  behind  the  Big 
Three's  escalating  problems  is  the  unfair 
and  one-sided  trade  relationship  in  autos 
with  Asia,  especially  Japan.  North  America 
has  by  far  the  most  open  automotive  mar- 
ket in  the  world.  Collectively,  the  three 
NAFTA  economies  imported  4.2  million 
new  vehicles  from  offshore  last  year— 22% 
of  total  sales  and  enough  to  keep  20  as- 
sembly plants  running.  Our  market  share 
from  offshore  is  twice  as  high  as  Europe's, 
four  times  Asia's.  Japan  shipped  1.7  million 
vehicles  into  North  America  last  year, 
while  U.S.  makers  were  restricted  to 
26,000  in  Japan.  Offshore  imports  to 
North  America  have  more  than  doubled 
since  1996,  accounting  for  80%  of  the  Big 
Three's  market  share  loss  during  the  same 
period.  We  need  a  fair  trade  policy  that 
would  force  Asian  countries  to  open  their 
markets  as  North  America  does,  or  else 
face  limits  on  their  own  sales  here. 

-Buzz  Hargrove 

National  President 

Canadian  Auto  Workers 

Toronto 

GM  COULD  divest  itself  of  its  retirement 
obligations  by  creating  and  funding  an 
institution  like  TIAA-CREF  (the  inde- 
pendent retirement-account  holder  for 
university  professors)  or  CalPERS  (Cali- 
fornia Public  Employees'  Retirement  Sys- 
tem, a  quasi-independent  state  agency). 
This  independent  body  could  take  on  re- 
tirement plans  from  other  companies 
who  are  also  willing  to  prefund  their 
promises  regarding  retirement.  Going 
forward,  GM  could  negotiate  a  set  contri- 
bution for  each  worker,  to  clarify  its  future 
costs  rather  than  promising  a  fixed 
monthly  retirement  income,  as  has  been 
done  by  many  companies  in  recent  years. 

-Ed  Troyer 
San  Jose,  Calif. 

WITH  ITS  cash  and  marketable  sub- 
sidiaries valued  at  double  its  market  capi- 
talization, a  viable  solution  for  GM  may  be 
to  accelerate  the  inevitable  before  its  mar- 
ket share  shrinks  further.  Consider  the  ef- 
fects of  distributing  its  cash  hoard  as  a 
special  dividend  and  the  spin-off  of  its 


profitable  divisions,  thereby  extinguishing 
its  ability  to  prolong  the  agony.  That 
would  force  it  to  focus  on  ills  of  its  vehicle 
business  and  most  likely  force  it  into 
bankruptcy  and  restructuring  before, 
rather  than  after,  it  squanders  its  window 
of  opportunity  for  a  second  life  and  the  re- 
maining shareholder's  equity.  Is  this  per- 
haps what  Kirk  Kerkorian  has  in  mind?  " 
-Fred  Staudinger 
North  Salem,  N.Y. 

DYNCORP:  SETTING 
THE  RECORD  STRAIGHT 

I  WOULD  LIKE  to  clarify  some  of  the  in- 
formation contained  in  "Overcharging 
Uncle  Sam?"  (Up  Front,  May  2)  about 
fuel  fraud  at  the  State  Dept.  's  Jordanian 
International  Police  Training  Center. 
DynCorp  International  was  not  "in- 
volved in  fraud."  Rather,  it  was  the  victim 
of  a  fraudulent  scheme  by  a  local  fuel 
vendor  who  falsely  reported  the  amount 
of  fuel  delivered. 

Contrary  to  BusinessWeek's  report,  the 
fuel- delivery  driver  was  not  an  employee 
of  DynCorp  International;  he  was  em- 
ployed by  the  fuel  vendor  and  had  no  ties 
to  this  company.  While  an  internal  Dyn- 
Corp investigation  into  the  matter  result- 
ed in  the  termination  of  two  employees 
for  negligence  that  may  have  contributed 
to  the  fraud,  we  have  found  no  proof  of 
collusion  or  conspiracy  between  them 
and  the  vendor  involved. 

BusinessWeek  correctly  noted  that  U.S. 
officials  give  DynCorp  International  high 
marks  for  its  work  and  that  DynCorp  In- 
ternational absorbed  the  loss  by  prompt- 
ly crediting  the  State  Dept.  for  the  esti- 
mated $685,000  for  fuel  that  was  not 
delivered.  DynCorp  International  ad- 
heres to  strict  ethical  standards,  gives  out- 
standing performance,  and  places  the 
highest  possible  value  on  meeting  its  cus- 
tomers' needs.  These  are  the  reasons  our 
company  gets  high  marks  from  U.S.  gov- 
ernment officials. 

-Stephen  J.  Cannon 

President  and  CEO 

DynCorp  International  LLC 

Falls  Church,  Va. 

DON'T  OVERLOOK  PFIZER'S 
ROLE  IN  CANCER  RESEARCH 

"GENENTECH'S  lessons  for  Big  Pharma" 
(News:  Analysis  &  Commentary,  May  9) 
suggests  that  companies  such  as  Pfizer  Inc. 
emulate  Genentech  Inc.'s  focus  on  drug 
discovery,  rather  than  on  "marketing,  ac- 
quisitions, or  patent-extension  battles."  In 
fact,  discovery  is  unsustainable  unless  we 
are  able  to  patent  and  market  our  inven- 
tions. Acquisition  is  another  imperative, 


well  illustrated  by  a  star  of  Genentech 
portfolio— Tarceva.  Pfizer  invented  Tarcev 
and  demonstrated  its  value  in  Phase 
clinical  studies.  Partner  OSI  Pharmaceut 
cals  Inc.  supported  our  discovery  wor 
Genentech  snapped  up  the  rights  when  w 
were  required  to  divest  this  compound  t 
OSI  as  part  of  our  merger  with  Warnei 
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drugs  for  unmet  needs"  merely  defines 
150-year-old  business  model,  one  tha 
Pfizer  pioneered. 
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Becoming  America 


1776 

By  David  McCullough;  Simon  &  Schuster;  386pp;  $32 


In  late  June,  1776,  the  largest 
expeditionary  force  of  the  18th  century 
began  moving  into  New  York  harbor. 
Nearly  400  ships  bearing  32,000  British 
soldiers  and  Hessian  mercenaries  would 
arrive  by  August.  The  Americans  had 
forced  the  British  to  abandon  Boston, 
and  anticipating  an  attack  from  abroad 

had  spent  the  spring  fortifying  Manhattan  and  the  high  bluffs 
at  Brooklyn  Heights.  The  first  great  battle  of  the  American 
Revolution  was  about  to  take  place  near  New  York  City. 

An  Aug.  22  amphibious  landing  placed  15,000  British  and 
Hessian  troops  ashore,  at  Gravesend  Bay  on 
Long  Island.  After  a  few  days,  the  invaders  took 
advantage  of  an  unguarded  road  and  moved 
toward  the  American  position  under  cover  of 
darkness.  The  Americans  awoke  to  discover  an 
attack  under  way  only  a  few  miles  from  the 
Brooklyn  defenses.  American  General  John 
Sullivan,  at  the  head  of  a  few  thousand  troops 
and  expecting  a  head-on  advance,  suddenly 
found  himself  outflanked  and  surrounded.  An 
onslaught  of  Hessians,  equipped  with  17-inch- 
long  bayonets,  sparked  a  panic  among  his 
troops.  As  the  American  line  collapsed, 
thousands  of  men  fled  for  their  lives— and 
many  ran  headlong  into  an  advancing  British 
army.  Sullivan  himself  was  taken  prisoner. 

It  would  be  only  two  days  before  General  George 
Washington  had  to  withdraw  from  Brooklyn  altogether.  "The 
Battle  of  Brooklyn,"  writes  historian  David  McCullough,  "had 
been  a  fiasco."  Washington  and  his  general  officers  "had  not 
only  failed,  they  had  been  made  to  look  like  fools." 

Such  were  the  times  that  tried  men's  souls,  compellingly 
presented  in  McCullough's  1776.  The  book  is  what  was  once 
called  a  corker:  a  riveting  yarn  of  the  opening  year  in  the 
military  campaign  that  resulted  in  U.S.  independence.  Even 
those  who  feel  that  they  have  read  quite  enough  about  the 
Founding  Fathers  will  be  captivated  by  McCullough's 
suspenseful  you-are-there-on-the-battlefield  approach. 

At  the  center  of  this  narrative  is,  of  course,  George 
Washington.  For  that  reason  it  is  worth  comparing  1776  with 
two  other  recent  works:  David  Hackett  Fischer's  Pulitzer  Prize- 
winning  Washington's  Crossing  (2004)  and  Joseph  J.  Ellis'  best- 
selling  His  Excellency  George  Washington  (2004).  Fischer's 
excellent  volume  covers  much  of  the  same  combat  action  as 
McCullough's  but  is  more  analytical— examining  at  length,  for 
example,  the  background  of  the  Hessians  and  "the  American 
way  of  war."  McCullough  is  less  ambitious,  opting  for  all  action 
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all  the  time.  The  third  historian,  Joseph  Ellis,  has  different 
interests,  devoting  a  mere  nine  pages  of  his  uneven,  often 
speculative  work  to  the  fighting  of  1776.  Ellis'  terrain  of  choice 
is  inside  Washington's  head,  while  Fischer  and  McCullough 
focus  on  Harlem  Heights  and  the  Delaware  River. 

1776,  though,  is  far  from  a  solo  act  for  Washington. 
McCullough  considers  a  great  many  subordinate  players, 
including  American  backers  of  the  British,  soldiers'  wives, 
members  of  the  Continental  Congress,  and  rank-and-file 
warriors— often  quoting  from  their  writings.  The  author 
devotes  significant  space  to  key  lieutenants  such  as  Colonel 
Henry  Knox,  the  portly  25-year-old  former  bookseller  who 
helped  win  the  day  at  Boston  by  transporting  artillery  from 
Fort  Ticonderoga  across  300  miles  of  ice  and  wilderness.  Nor 
is  the  point  of  view  of  the  Brits  and  Hessians  neglected. 
Just  who  were  these  tools  of  imperialism?  We  learn  that 
His  Majesty's  troops  tended  to  be  "farmers, 
unskilled  laborers,  and  tradesmen...drawn  [into 
service]  by  the  promise  of  clothing,  food,  and 
steady,  if  meager,  pay,  along  with  a  chance  at 
adventure."  They  were  astonished  at  the 
colonials'  high  standard  of  living,  reports  the 
author.  "How  people  with  so  much,  living  on 
their  own  land,  would  ever  choose  to  rebel  agains 
the  ruler  God  had  put  over  them...was  for  the 
invaders  incomprehensible." 

Following  further  humiliating  defeats,  by  mid- 
November,  Washington's  army  would  abandon 
New  York  and  retreat  across  New  Jersey,  leaving 
both  to  the  oncoming  Brits.  An  alarmed  Congress 
fled  to  Baltimore  from  Philadelphia,  which 

became  a  nearly  empty  city.  "By 
all  reasonable  signs,"  writes 
McCullough,  "the  war  was  over 
and  the  Americans  had  lost." 
„J  Q  But,  as  many  readers  will 

anticipate,  the  events  of  1776 
(and  early  1777)  constitute  an 
unusually  neat  drama  in  three 
acts,  complete  with  a  surprising 

and  satisfying  resolution.  In 

^^^^^^^^  December,  Washington  struck 

back  in  two  deft  surprise  attacks.  Crossing  the  Delaware 
during  a  relentless  Nor'easter,  the  rebels  first  overwhelmed  a 
Hessian  garrison  in  a  night  raid  at  Trenton.  One  week  later 
they  struck  General  Charles  Cornwallis'  rear  guard  at 
Princeton  and,  in  a  furious  sunrise  battle,  took  300  British 
prisoners.  Astonishingly,  the  Americans  had  turned  things 
around.  The  war  would  last  six  more  years.  But  McCullough 
effectively  captures  the  ups  and  downs  of  the  earliest  days  of 
the  struggle,  leaving  readers  again  marveling  at  the 
achievements  of  the  true  Greatest  Generation.  ■ 

-  By  Hardy  Green 
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HOME  BUYING  FOR  DUMMIES  Eric  Tyson.  MBA.  Ray  Brown 

(Wiley  •  $21.99) 

FAST  FOOD  NATION  Eric  Schlosser  (Perennial  •  $14.95) 

RICH  DAD'S  GUIDE  TO  INVESTING  Robert  T. 
Kiyosaki,  with  Sharon  L.  Lechter  (Warner  •  $19.95) 

THE  MILLIONAIRE  NEXT  DOOR  Thomas  J.  Stanley,  William  D. 

Danko  (Pocket  Books  •  $15) 

NICKEL  AND  DIMED  Barbara  Ehrenreich  (Owl  Books  •  $13) 


GETTING  TO  YES  Roger  Fisher,  William  Ury,  Bruce  Patton 
(Penguin  •  $15) 


Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com 
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INVESTMENT  BANKING         WEALTH  MANAGEMENT 


Bear  Stearns:  Voted 
America's  Most  Admired 
Securities  Company. 
Again. 

We  are  honored  to  be  America's  Most  Admired  Securities  Company  —  for 
the  second  time  in  3  years  —  in  Fortune®  magazine's  2005  "America's  Most 
Admired  Companies"  survey."  And  to  be  named  Bank  of  the  Year  2004*  as 
well  as  ranking  No.  1  in  Stock  Picking  for  total  returns  over  the  past  seven 
years**  These  honors  recognize  the  hard  work  and  dedication  of  our  people 
and  for  that  we  are  deeply  grateful.  But  our  most  heartfelt  thanks  go  to 
our  clients  —  the  companies,  institutions,  governments  and  individuals  — 
whose  long-term  support  and  close  working  relationships  inspire  us. 
Your  success  is  the  truest  measure  of  our  own. 


A  great  deal  depends  on 
working  with  the  right  people! 


^  Al 


ORTUNE 

AMERICA'S  MOST 

2005  ADMIRED  COMPANIES 
Industry  Champion-  Ranked  #1 


BEAR 
STEARNS 


bearstearns.com 


i  The  Bear  Stearns  Companies  Inc.  Bear  Steams  is  a  registered  trademark  of  The  Bear  Stearns  Companies  Inc.  Bear.  Stearns  &  Co.  Inc  is  the  broker/dealer  for  The  Bear  Stearns  Companies  Inc.  and  a  member  of 
NYSE,  NASD  and  SIPC.  Sources:  Fortune.  "America's  Most  Admired  Companies"  Survey.  March  7  2005.  FORTUNE  is  a  registered  trademark  of  FORTUNE  magazine,  a  division  of  Tim-;  Inc  "Investment  Dealers'  Digest. 
January  17  2005.  "Barron's.  January  24,  2005.  Barron's  is  a  registered  trademark  of  Dow  Jones  &  Company.  Inc  All  rights  reserved 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

A  New  Lifeline 
For  Palms? 


Sales  of  Palms  and  other  personal  digital  assistants  (PDAs)  that  do  not 
double  as  phones  have  been  on  the  decline  for  several  years  amid  stiffeninj 
competition  from  versatile  cell  phones,  BlackBerrys,  and  palmOne's  own 
Treo.  Now,  palmOne  is  taking  advantage  of  new  storage  technologies  and 
software  in  an  effort  to  breathe  fresh  life  into  the  stagnant  category. 


The  goal  is  to  get  the  handheld  out  of 
its  contacts-and-calendar  rut  and 
emphasize  media  capabilities  that  today's 
phones  can't  touch.  The  $499  LifeDrive  is 
the  first  Palm  to  incorporate  a  hard  drive, 
boosting  storage  capacity  to  4  gigabytes. 
That's  a  huge  leap  up  from  the  256 
megabytes  in  palmOne's  Tungsten  T5— 
even  if  you  account  for  insertable  memory 
cards  that  hold  as  much  2  GB.  At  least  as 
important,  new  software  on  the  LifeDrive 
lets  you  manage  files  efficiently  and  move 
data  easily  between  the  Palm  and  a  PC. 

The  LifeDrive  uses  HotSync,  part  of 
every  Palm  ever  made,  to  keep  info  such  as 
contacts  and  calendar  synchronized  with  Microsoft  Outiook 
or  the  Palm  Desktop  software.  But  other  files  can  be  moved 
between  the  Palm  and  a  Windows  PC  just  by  dragging  them 
to  the  LifeDrive  Manager  folder  on  either  the  handheld  or  the 
computer.  The  next  time  the  LifeDrive  is  connected,  the  files 
are  automatically  transferred.  (On  Macs,  you  must  use  a 
cruder  method  that  treats  the  Palm  as  an  external  hard  drive.) 
You  can  connect  to  a  computer  using  a  USB  cable,  Bluetooth 
wireless,  or  Wi-Fi— if  you  don't  mind  setting  up  network  sync. 

SO  WHAT  CAN  YOU  DO  with  all  that  storage?  Of  course,  you  can 
use  it  to  carry  critical  files  from  your  computer,  but  a  USB 
memory  key  is  a  lot  handier  and,  at  about  $100  for  a  1-GB 
model,  a  lot  cheaper.  LifeDrive  is  a  better  choice  if  you  need  to 
transport  massive  amounts  of  data.  And  the  bright  2/4-by-3/-t- 
inch  screen  makes  it  a  good  way  to  carry  and  display  your 
photos.  If  your  camera,  like  most  others,  uses  SD  memory,  you 
can  transfer  pictures  just  by  inserting  the  card  into  the 
LifeDrive's  slot.  The  LifeDrive  also  is  good  at  showing  videos, 
especially  those  formatted  to  fill  its  320-by-480-pixel  display. 
The  LifeDrive  can  hold  as  much  music  as  an  iPod  Mini,  but 
unfortunately  it  falls  short  as  a  music  player.  It  doesn't 
provide  iPod-like  automatic  music  sync  between  device  and 
desktop.  Despite  all  that  screen  space,  it  doesn't  display 
album  covers.  Out  of  the  box,  it  handles  only  the  MP3  format 
and  cannot  play  songs  purchased  or  rented  through 


subscription.  But  an  upgrade  to 
handle  protected  Windows  Medis 
music  is  due  soon. 

The  LifeDrive  has  considerable 
capabilities  in  the  business  arena. 
The  included  Documents  to  Go 
from  DataViz  lets  you  read  and 
edit  Microsoft  Word  documents, 
Excel  spreadsheets,  and  Power- 
Point slides.  But  if  s  hard  to  do  a 
lot  more  than  make  minor  edits 
using  a  stylus  and  handwriting 
recognition.  Any  serious  work  is 
going  to  require  an  external 
keyboard  ($70)  and  a  flat  surface 
to  set  it  up  on. 

The  lack  of  a  keyboard  also 
limits  the  usefulness  of  the 
LifeDrive  for  e-mail.  With  Wi-Fi 
and  the  built-in  VersaMail 
program,  you  can  connect  to 
standard  Internet  mail  services. 
But  corporate  mail  is  a  challenge. 
If  you  buy  third-party  virtual 
private  network  software,  you  might  be  able  to  connect  to  an 
inside-the-firewall  mail  system,  but  you  have  nowhere  near  as 
many  options  as  you  do  with  a  BlackBerry,  Treo,  or  Pocket  PC 
Phone  Edition  handheld.  If  you  can  get  past  the  mail  hurdles, 
though,  the  LifeDrive  could  make  a  good  alternative  to  a 
laptop  on  some  business  trips. 

Whether  the  LifeDrive  can  revive  the  PDA  business  is  an 
open  question.  Storage  is  likely  to  get  bigger  and  cheaper,  but 
the  same  Hitachi  Microdrives  used  by  palmOne  are  already 
heading  into  cell  phones.  With  its  big  display,  LifeDrive  has 
the  potential  to  combine  work  with  fun  as  a  media  player,  but 
the  field  is  likely  to  get  increasingly  crowded.  ■ 

E-mail:  techandyou@businessweek.com 


BusinessWeek  online 


For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/go/techmaven/ 


It's  the  best 
screen  yet- 
but  a 
keyboard 
would  help 
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mart  Office  Solutions: 
Get  more  advice  before  you 
buy  and  more  support  after. 
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NOW  YOU  CAN  BE  II 
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AT    LAST,    A    $2,599'   ALTERNATIVE    TO   THE    STANDARD    COPIER. 


SAVE  $249 
INSTANTLY 

Like  getting  free 
fax  mode  on 
select  models? 


The  new  HP  LaserJet  4345mfp  series  is  designed  to  streamline  your  schedule,  workload  and  budget. 
Powerful,  multifunctional  and  network  ready,  it  delivers  a  200,000-page  duty  cycle  per  month, 
rapid  45  ppm  monochrome  output  and  a  choice  of  finishing  options.  Best  of  all,  its  small  footprint 
and  $2,599  starting  price  fit  both  tight  corners  and  budgets.  Make  your  savings  multifunctional 
with  the  HP  LaserJet  4345mfp  series.  The  latest  breakthrough  from  HP  Smart  Office  Solutions. 


HP  LaserJet  4345mfp  series 


CALL  800-888-3370  CLICK  hp.com/smb/mfp   CONTACT  an  HP  reseller 


1.  Product  shown  is  the  HP  LaserJet  4345xs  mfp,  priced  at  $4,450. 

All  images  simulated.  2.  S249  instant  rebate  valid  between  3/1/05  and  7/31/05  and  not  available  on  the  HP  LaserJet  4345mfp  base  model.  For  a  limited  time  only,  for  offer  terms  and 
conditions,  go  to  www  hp.com/go/mfppromotions6.  Offers  available  from  HP  Direct  and  participating  HP  resellers  only.  All  prices  are  HP  Direct  prices,  are  subject  to  change  and  do  not 
include  applicable  state  and  local  sales  taxes  or  shipping  costs;  reseller  and  retailer  prices  may  vary.  ©  2005  Hewlett-Packard  Development  Company,  L.P. 


Economic  Viewpoint 


BY  GLENN  HUBBARD 


Tax  Reform's  Key?  Stop 
Hammering  Investors 


Many  years  ago,  when  I  worked  at  the  Treasury  Dept.  on  a  study  of  tax 
reform,  a  reporter  asked  me  when  it  might  be  completed  and  implemented, 
My  reply:  When  my  son  goes  to  college  (he  was  then  an  infant).  I  am  more 
optimistic  today  that  we'll  see  the  fruits  of  reform.  Recent  studies  by  Alan 
Auerbach  of  the  University  of  California  at  Berkeley  and  others  suggest 


that  fundamental  reform— changing  to  a  broad-based  income 
or  consumption  levy  that  taxes  income  only  once— could  yield 
annual  household  income  gains  of  9%.  A  panel  appointed  by 
the  White  House  is  working  on  fundamental  changes.  And  a 
host  of  real-world  concerns— from  the  alternative  minimum 
tax  (AMT)  to  the  complexity  and  inefficiency  of  the  corporate 
income  tax  to  looming  sunsets  of  present  laws— is  sure  to 
keep  reform  front  and  center  on  the  political  stage. 

That' s  good  because  simple  two-part  reform  of  the  way  we 
tax  businesses  and  households  can  raise  living  standards,  end 
the  double  hit  on  investment  income,  and  maintain  fairness. 
Better  yet,  these  objectives  can  be  achieved  under  a  single  tax 
regime  (rather  than  the  current  income  tax  plus  AMT)  without 
draining  collections.  Here's  how: 

MUCH  OF  THE  GAIN  from  reform  comes  from  reducing  the 
code's  bias  against  saving  and  investment,  which  slows 
capital  formation  and  wage  growth.  Any  plan— whether 
aiming  for  a  broad  tax  on  income  or  consumption— should 
remove  taxes  on  dividends,  capital  gains,  and  interest. 

But  that  doesn't  mean  capital  income  escapes  totally.  My 
brand  of  reform  would  tax  all  income  only  once— wages  at  the 
household  level  and  business  income  at  the  business  level. 
That' s  a  big  improvement  over  the  convoluted  mix  of 
preferences  (special  provisions  or  tax  shelters)  and  biases 
(double  taxation  or  worse)  under  current  law. 

Indeed,  unlike  today's  devilishly  difficult  code,  landmark 
changes  can  be  simple.  First,  individuals  would  pay  a  tax  on 
compensation,  but  not  on  income  from  savings  (dividends, 
capital  gains,  and  business  interest).  All  businesses  would  be 
taxed  on  sales,  less  the  costs  of  materials,  wages,  and  a 
portion  of  capital  expenses.  Under  an  income  tax,  that  capital 
expense  would  be  a  depreciated  value  over  a  period  of  years. 
Under  a  consumption  tax,  it  would  be  100%  expensed.  But 
both  would'end  the  double  taxation  of  income  on  savings. 

Are  such  changes  radical?  No  and  yes.  President  George  W. 
Bush  has  made  progress  toward  reform  by  decreasing 
marginal  raies,  especially  on  income  from  savings.  And 
proposals  for  more  generous  saving  incentives  in  the  2006 
budget  continue  this  trend.  The  Trfi-  -asury  >*fc.'s  1992 
Comprehensive  Business  Incomg  £  iaxisJuste"  income" 


version  of  the  options  I  sketched  above.  The  "consumption" 
variant  would  add  expensing  of  capital  investment  by 
businesses.  But  some  changes  are  substantial.  Both  reform 
options  would  disallow  business  interest  deductions  (though 
interest  income  would  not  be  taxed).  This  treatment  levels  the 
playing  field  between  debt  and  equity  in  business  financing 
decisions— and  reduces  the  risk  of  accounting  scandals. 

Fundamental  income-tax  reform  or  a  consumption  tax  lock 
in  lower  marginal  rates  and  would  improve  the  competitivenes: 
of  U.S.  companies.  With  tax  reform,  we  can  do  away  with  a  sep 
arate  AMT— either  by  broadening  the  base  of  the  current  in 
come  tax  or  starting  with  the  AMT  base  and  adding  reforms. 
But  for  reform  to  maintain  the  same  flow  of  tax  receipts,  tax 
reductions  for  saving  and 
investment  and  repeal  of  a  separate 
AMT  require  changes  to  offset  those 
hits.  To  reform  the  AMT  and 
maintain  deductions  for  home 
mortgage  interest  and  charitable 
giving,  as  the  President's  panel  is 
trying  to  do,  lawmakers  need  to  find 
oil  inpOTTlP  more  ways  to  generate  revenues. 

Two  possibilities:  eliminating  the 
federal  deduction  for  state  and 
local  taxes  and  further  limiting 
mortgage  interest  deductions  for 
high-income  taxpayers. 
Balancing  changes  to  ensure  that  collections  stay  the  same 
also  makes  the  tax  code  fair.  For  households,  changes  in 
deductions  ensure  that,  while  individuals  capture  benefits  from 
lower  marginal  rates,  particularly  on  saving  and  investment, 
richer  taxpayers  continue  to  pay  as  much,  on  average,  as  they  do 
today.  Soon,  the  reform  panel  will  make  recommendations  to 
Treasury  Secretary  John  W.  Snow.  We  should  hope  this  process 
succeeds,  since  there  are  few  other  chances  for  policymakers  to 
make  such  improvements  in  our  standard  of  living. 
Oh,  and  my  son  took  the  SAT  last  Saturday.  ■ 

Glenn  Hubbard  is  dean  of  Columbia  Business  School.  He 
chaired  the  Council  of  Economic  Advisers  from  February,  2001, 
to  March,  2003  (rghl@columbia.edu). 
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BY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


Manufacturing  May 
Already  Be  On  the  Mend 

Strong  demand  and  low  interest  rates  should  steady  the  factory  sector 


U.S.  ECONOMY 


The  economy's  elusive  "soft  spot,"  which  has 
commanded  so  much  attention  in  recent  weeks,  is  coming  into  clearer 
J  focus.  If  s  called  manufacturing.  U.S.  factory  output  and  payrolls  seem 
to  be  taking  the  biggest  hit  from  this  year's  energy-related  slowdown 
in  domestic  and  global  demand.  April  industrial  production  and  the 


May  survey  of  industrial  activity  in  the  New  York  Federal 
Reserve  district  showed  the  weakness  continued  into  the 
early  part  of  the  second  quarter. 

Yet  amid  this  gloomy  data,  the  rest  of  the  economy 
appears  to  be  holding  up  quite  well.  And  this  broader 
strength  is  laying  the  groundwork  for  firmer  footing  in 
the  factory  sector.  In  particular,  the  news  on  April 
inflation  was  surprisingly  good,  given  that  the  core 
consumer  price  index,  which  excludes  energy  and  food, 
showed  no  increase  from  March.  While  that  moderation 
is  unlikely  to  deter  the  Federal  Reserve  from  further  hikes 
in  short-term  interest  rates  this  summer,  the  better 
inflation  news  has  helped  to  ratchet  down  long-term 
rates,  which  will  add  support  to  housing,  as  well  as  the 
interest-rate-sensitive  areas  of  manufacturing  (chart). 

Although  manufacturing  is  a  steadily  shrinking  part 
of  the  economy,  it  still  exerts  force.  It  just  doesn't  pack 
the  same  cyclical  wallop  it  once  did.  For  example,  two 
years  ago,  after  the  2001  recession  ended,  factory  out- 
put shrank  for  three  quarters  in  a  row,  even  as  the 
overall  economy  continued  to  grow.  Moreover,  a 
disproportionate  amount  of  economic  data— and  thus 
media  attention— still  relate  to  manufacturing,  an 
artifact  of  America's  industrial  past.  Consider  that  the 
health  and  social  services  sector  now  employs  more 
people  than  all  U.S.  factories. 

Three  factors  account  for  manufacturing's  weakness. 
First,  domestic  demand  slipped  earlier  this  year.  Costlier 
energy  temporarily  depressed  consumer  spending,  and 
capital  spending  slowed  after  companies  made  big 
purchases  at  the  end  of  2004  in  advance  of  the  expiration 
of  a  special  tax  allowance.  Second,  cooler  global  growth 
has  slowed  the  growth  of  exports.  And  third,  with  overall 
demand  having  slipped,  factories  have  eased  up  on  their 
output  in  an  effort  to  control  their  inventories. 

HOWEVER,  THE  LATEST  DATA  suggest  manufacturing 
is  already  recovering.  Consumer  spending  is  showing 
surprising  resilience,  based  on  the  sharp  rebounds  in 
April  retail  sales  and  housing  starts,  a  factor  that  will 
boost  future  ordering  of  manufactured  goods.  And 
combined  with  the  slowdown  in  March  inventories,  the 
output  numbers  show  that  production  cuts  are  helping 


manufacturers  to  clear  away  excess  inventories. 

The  April  report  on  industrial  output  suggests  that 
much  of  the  manufacturing  slowdown  this  year  is 
concentrated  in  the  auto  industry,  related  to  the  efforts  to 
pare  inventories  on  dealers'  lots.  April  industrial 
production  dropped  0.2%  from  March,  reflecting  a 
weather-related  fall  in  utility  output.  Manufacturing 

production,  by  itself, 
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posted  no  gain. 

But  without  a  3.5% 
drop  in  output  of  motor 
vehicles,  manufacturing 
production  advanced 
0.4%.  In  fact,  so  far  this 
year  overall  factory 
output  has  grown  at  a 
tepid  1.8%  annual  rate, 
but  excluding  the  auto 
sector,  production  has 
risen  at  a  3.2%  clip. 
Much  of  last  month's 
bounce  showed  up  in  a  big  increase  in  the  production  of 
business  equipment,  a  result  that  should  allay  concerns 
that  businesses  are  pulling  back  on  their  capital 
spending.  Equipment  output  jumped  0.8%  in  April,  but 
the  total  was  dragged  down  by  the  drop  in  auto  output. 
Information-processing  gear  and  industrial  machinery 
each  posted  strong  increases. 

WORRIES  THAT  FADING  consumer  demand  could  crimp 
future  factory  orders  are  also  waning.  Despite  higher 
gasoline  prices  and  the  early  Easter,  which  was  expected 
to  draw  sales  into  March  and  away  from  April,  retail  sales 
last  month  soared  1.4%  from  March.  Car  sales  rebounded 
strongly  in  April,  but  even  excluding  autos,  sales  rose  a 
hefty  1.1%.  That  showing  suggests  that  healthy  gains  in 
jobs  and  incomes  are  offsetting  a  big  part  of  the  drain  on 
household  budgets  coming  from  costlier  energy. 

Sturdy  consumer  spending,  especially  the  big  gain  in 
April  auto  sales,  is  helping  to  clear  away  any  inventory 
problem.  Business  inventories  had  risen  considerably 
faster  than  sales  in  both  January  and  February,  including 
a  1.5%  rise  in  manufacturing  stockpiles,  one  of  the  largest 
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monthly  increases  on  record.  But  in  March,  business 
inventories  rose  by  a  slower  0.4%,  even  as  sales  picked  up 
by  0.7%.  Manufacturing  shipments  increased  more  than 
twice  as  fast  as  factory  inventories  did. 

Credit  manufacturers'  quick  reaction,  aided  by  new 
technology  and  inventory  controls,  for  preventing  a  small 
inventory  problem  from  ballooning  into  a  bigger  one  that 
could  have  had  a  greater  impact.  In  addition,  some  of  the 
big  rise  in  January  and  February  inventories  came  from 
imported  goods.  To  the  extent  that's  true,  U.S.  production 
will  be  shielded  from  efforts  to  cut  inventory  levels. 
Instead,  import  growth  may  cool  off  a  bit,  helping  to  slow 
the  deterioration  of  the  huge  U.S.  trade  deficit. 

The  global  slowdown  may  present  a  tougher  problem 
for  many  manufacturers.  Exports  account  for  about  20% 
of  U.S.  factory  production,  according  to  the  National 
Association  of  Manufacturers.  But  in  March,  real  exports 
were  up  just  2.9%  from  a  year  ago,  the  slowest  yearly 
pace  in  1/2  years  (chart).  Costlier  energy  and  the  rise  in 
the  euro  have  been  a  double  whammy  for  the  euro  zone's 
economy,  and  prospects  for  any  meaningful  recovery 
there  anytime  soon  remain  doubtful.  U.S.  exports  to  Asia 
have  also  fallen  off  during  the  past  year. 

BUT  THERE'S  A  POTENTIAL  PLUS  in  slower  global 
growth:  It  may  well  take  some  pressure  off  the  cost  of 
materials  and  supplies.  Start  with  oil.  The  climb  in  oil 
prices  was  driven  by  last  year's  upsurge  in  global 
demand.  Now  that  demand  is  easing,  oil  prices  have 
edged  below  $50  per  barrel,  and  with  crude  inventories  at 


adequate  levels,  further  price  declines  seem  likely. 

Commodity  prices  generally  are  off  their  highs,  and  U.S. 
producer  prices  show  that  inflation  in  the  earlier  stages  of 
processing  is  cooling  off.  In  April,  costlier  energy  lifted  the 
producer  price  index  for  finished  goods  by  0.6%.  Excluding 
energy  and  food,  the  core  index  rose  0.3%,  partly  reflecting 

a  one-time  jump  in 
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wholesale  cigarette  prices. 
But  further  back  in  the 
production  chain,  yearly 
core  inflation  for 
semifinished 
intermediate  goods  has 
turned  down.  After 
surging  to  a  two-decade 
high  of  85%  in  January, 
the  rate  fell  to  6.6%  in 
April.  Also,  the  inflation 
rate  for  core  crude 
materials  has  fallen  to 
8.4%,  after  reaching  a  peak  of  more  than  30%  last 
summer. 

The  slowdown  in  materials  costs  will  help  to  take  a 
little  pressure  off  manufacturers'  profit  margins  at  a  time 
when  factories  have  already  been  quick  to  adjust  their 
labor  costs:  Manufacturers  have  cut  more  than  50,000 
workers  since  last  summer.  Combine  that  with  resilient 
U.S.  demand  and  leaner  inventories,  and  the 
manufacturing  sector  should  finish  the  year  in  much 
better  shape  than  it  is  now.  ■ 
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A  Recovery  on  Simmer,  Not  Boil 


JAPAN'S  ECONOMY  posted  a 

spectacular  gain  in  the  first  quarter. 
But  don't  expect  a  repeat  in  the 
coming  quarters  of  2005. 

Real  gross  domestic  product  grew 
at  a  strong  5.3%  annual  rate,  more 
than  double  what  analysts  had 
projected.  Household  spending 
jumped  by  4.8%  as  consumers 
bounced  back  after  weather  curbed 
demand  in  the  fourth  quarter.  Capital 
spending  grew  an 
impressive  8.2%,  but 
exports  fell  0.8%. 

It's  doubtful  Japan 
can  maintain  its  early- 
year  strength.  After 
all,  the  economy  grew 
5.6%  in  the  first 
quarter  of  2004,  only 
to  shrink  in  the 
following  two 
quarters.  But  the  hefty 
first- quarter  start 
suggests  growth  for 


A  SURPRISE  BOUNCE 
IN  THE  ECONOMY 


QUARTERLY  PERCENT  CHANGE. 
AT  ANNUAL  RATES 


Data:  Global  Insight 


all  of  2005  should  hit  1%.  Real  GDP 
grew  0.9%  in  2004. 

Japanese  consumers  will  be  the  key 
to  sustaining  the  recovery.  On  the 
plus  side,  the  job  market  is  improving 
now  that  businesses  are  hiring  more 
full-time  workers:  The  jobless  rate  fell 
to  4.5%  in  March,  from  4.7%  in 
February.  And  incomes  are  finally 
rising  as  companies  resume  paying 
bonuses.  But  it  is  not  certain 

consumers  will  want 
to  keep  shopping. 
Although  confidence 
improved  in  April, 
consumers  holding  a 
pessimistic  view  of 
the  economy  still 
outnumber  optimists, 
and  income-tax 
breaks  will  be  phased 
out  next  year.  That 
could  cause  after- 
tax incomes  to 
weaken  again. 


Meanwhile,  the  outlook  for 
business  spending  has  brightened. 
Machinery  orders  increased  1.9%  in 
March.  Sentiment  about  future 
growth  has  come  down  a  bit  from 
2004's  high,  but  it  still  remains  in 
positive  territory.  Decisions  for  future 
capital  budgets  will  depend  on  how 
domestic  demand  is  faring,  since 
exports  are  being  hurt  by  the  strong 
yen  and  the  global  slowdown, 
especially  in  the  U.S.  and  China. 

With  the  recovery  looking  stronger, 
the  Bank  of  Japan  will  concentrate  its 
efforts  to  end  the  nation's  seven-year 
battle  with  deflation.  One  area  of 
concern  within  the  GDP  report  was 
news  that  prices  economywide  fell  at 
a  2.8%  annual  rate  last  quarter.  The 
drop  was  the  largest  since  late  2003 
and  strengthens  the  idea  that  the  BOJ 
will  continue  to  hold  interest  rates 
near  zero  until  stronger  demand 
begins  to  generate  some  pricing 
power  for  businesses.  ■ 
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We  can  see  a  blackout  coming  from  miles  away. 
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A  remarkable  satellite-based  monitoring  system  from  ABB  helps  utilities  get  an  early  look  at  potential 
power  outages  before  they  can  become  wide-spread  disturbances.  No  wonder  ABB  technologies  are 
installed  on  over  two-thirds  of  North  America's  electrical  grid.  Preventing  problems  is  just  one  of  the 
ways  we  deliver  competitive  advantage  to  our  customers.  Over  100,000  power  and  automation  professionals 
around  the  world.  Over  one  million  solutions  delivered  every  day.  Welcome  to  the  world  of  ABB. 


www.abb.us 
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HEALTH  CARE 


HEALTH  COSTS: 

GOOD  NEWS 

AT LAST 

Slower  price  hikes  and  higher  copays  have 
helped  companies.  Now  they're  testing 
new  ways  to  find  more  savings 

BY  AMY  BARRETT  AND  MICHAEL  ARNDT 


VERYONE  KNOWS  HEALTH- 
care  costs  are  spinning  out 
of  control,  right?  Well,  not 
exactly.  Here's  some  sur- 
prising news:  The  growth 
rate  of  corporate  medical 
costs  is  slowing  significant- 
ly. For  the  12  months  ended  in  March, 
2005,  health  insurance  costs  per  hour 
worked  were  up  75%  for  private  employ- 
ers, according  to  the  Bureau  of  Labor  Sta- 
tistics. Sure,  that's  still  well  above  the 
overall  inflation  rate.  But  if  s  down  from 
the  9.3%  rate  for  the  year  that  ended  in 
March,  2004— and  well  off  the  recent 
peak  of  11.4%  seen  in  mid-2002.  Among 
the  key  reasons  for  the  slower  pace:  a 
slackening  of  price  increases  on  every- 
thing from  hospital  procedures  to  doctor 
visits  and  the  shifting  of  a  larger  share  of 
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health  costs  to  employees  in  the  form  of 
higher  copayments  and  deductibles. 

The  question  now  is  whether  Corpo- 
rate America  can  continue  its  run  in  tam- 
ing those  monstrous  costs.  Companies 
certainly  would  like  to:  After  all,  if  health- 
care costs  had  continued  to  soar  at  earlier 
rates,  earnings  for  many  of  them  would 
look  far  less  robust  today.  Yet  employers 
know  there  is  a  limit  to  how  much  of  the 
cost  burden  they  can  shift  to  employees. 
Says  David  Scherb,  vice-president  for 
compensation  and  benefits  at  PepsiCo 
Inc.:  "You  can  burn  through  the  goodwill 
of  your  people." 

That's  why  big  players  such  as  General 
Electric,  Ford  Motor,  Boeing,  and  others 
are  rolling  out  a  variety  of  approaches 
aimed  at  injecting  more  "consumerism" 
into  the  health-care  system.  The  term  en- 


compasses   everything    from    offeringl 
health  plans  that  give  employees  a  fixed] 
sum  of  money  to  spend  on  health  care  tol 
programs  that  encourage  workers  to  usej 
the  most  efficient  hospitals  and  doctors. 
The  goal:  to  make  employees  more  dis- 
criminating consumers  of  health-carel 
services.  Says  Blaine  Bos,  a  principal  atl 
Mercer  Human  Resource  Consulting:! 
"We  are  now  focusing  on  making  con- 
sumers aware  of  what  things  cost  and  en- 
couraging them  to  take  greater  care  in 
making  decisions." 

MORE  GENERIC  DRUGS 

TRUTH  IS,  FEW  THINGS  focus  the  mind 
like  a  hit  to  the  wallet.  From  2002  to 
2003,  the  average  deductible  went  from 
$300  to  $500  a  year,  according  to  Mer- 
cer. Last  year  64%  of  prescription-drug 
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LOUISVILLE  Improved  monitoring 
of  diabetic  patients  is  lowering  the 
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plans  offered  by  employers  used  tiered 
copayment  systems,  up  from  just  28%  in 
2000.  Under  those  arrangements,  em- 
ployees shell  out  lower  copayments  for 
generic  drugs  and  higher  fees  for  brand- 
ed drugs.  That  has  encouraged  use  of 
less  costly  generics. 

At  the  same  time,  medical  inflation  has 
been  slowing.  The  rise  in  the  producer 
price  index,  a  government  measure  that 
detects  inflation  at  the  corporate  level,  is 
slowing  in  key  medical  areas  such  as 
drugs  and  hospital  stays.  The  expiration 
of  key  patents,  along  with  the  growth  of 
tiered  copayment  programs,  have  led  to 
the  slackening  of  drug-price  hikes,  while 
hospital  pricing  has  slowed  in  part  be- 
cause of  technological  advances  that  have 
cut  the  overall  cost  of  some  procedures  by 
shortening  hospital  stays. 

With  their  own  costs  still  growing  at 
75%,  however,  employers  can't  afford  to 
stand  pat  After  all,  that  pace  will  face  up- 
ward pressure  thanks  to  forces  such  as  an 
aging  workforce  and  the  increasing  preva- 
lence of  expensive  diseases  like  diabetes. 

FAMILY  ACCOUNTS 

THAT'S  WHY  COMPANIES  across  the 
country  are  experimenting  with  a  host  of 
creative  new  ways  to  keep  hammering 
away  on  health-care  costs.  Oshkosh 
Truck  Corp.,  for  example,  has  veered  away 
from  the  old— and  costly— health  mainte- 
nance organization  it  used  for  its  4,500 
nonunion  employees.  The  plan's  low  co- 
payments  encouraged  doctor  visits  and 
contributed  to  the  double- digit  annual 
growth  in  Oshkosh's  health-care  bill. 

So  in  January,  2004,  the  company 
switched  to  what's  known  as  a  con- 
sumer-driven plan.  Under  the  new  plan, 
annual  physicals  and  other  preventive 
tests  such  as  mammograms  and 
prostate  cancer  screenings  are  fully  cov- 
ered. After  that,  workers  and  their  fami- 
lies receive  a  $1,000  annual 
health-care  account.  Any  un- 
spent portion  can  be  rolled 
into  the  following  year.  But 
once  that  account  is  tapped 
out,  workers  are  responsible 
for  the  next  SI, 500  of  med- 
ical expenses.  If  expenses  go 
beyond  that,  the  company 
steps  back  in  and  will  pick  up 
90%  of  expenses.  Oshkosh  is 
betting  that  the  gap  will  dis- 
courage wasteful  spending 
while  still  ensuring  workers 
are  covered  for  serious  ill- 
ness. Oshkosh  Vice-Presi- 
dent for  Human  Relations 
Michael  K.  Rohrkaste  says  a 
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Babb  lost  the 
weigjit  with 
the  help  of  a 
PepsiCo-paid 
"health  coach" 


pilot  test  of  the  pro- 
gram showed  costs 
going  up  in  the  high 
single  digits— a  big 
improvement  over  the 
double-digit  increas- 
es the  company  saw 
with  its  HMO  plan. 

But  for  employees  to  become  better" 
health-care  consumers,  they  need  better 
information.  Increasingly,  insurers  and 
big  companies  are  Ming  the  void.  Two 
years  ago  a  number  of  large  employers,  in- 
cluding GE,  United  Parcel  Service,  and 
Ford,  linked  up  under  a  program  dubbed 
Bridges  to  Excellence  to  identify  the  most 
efficient  physicians  to  treat  costly  condi- 
tions like  diabetes  or  heart  disease.  Physi- 
cians such  as  Dr.  A  O'tayo  Lalude  in 
Louisville  must  show  that  they  meet  cer- 
tain guidelines,  such  as  conducting  regu- 
lar foot  and  eye  exams  on  patients  with  di- 
abetes. That  helps  cut  down  on  the 
incidence  of  blindness  and  amputation 
that  people  with  unchecked  diabetes  suf- 
fer. If  doctors  meet  the  program's  require- 
ments, the  participating  companies  will 
pay  a  S100  annual  bonus  per  employee 
and  encourage  workers  to  use  those 
physicians.  For  Lalude,  who  figures  he  has 
close  to  100  patients  from  local  units  of 
the  companies  sponsoring  the  program, 
"it  could  amount  to  real  money." 

While  Bridges  to  Excellence  is  still 
young,  early  results  are  encouraging.  A 
study  in  one  of  the  four  markets  where  it 
is  being  tested  found  that  the  average  an- 
nual cost  to  treat  a  person  with  diabetes 
was  about  15%  lower  for  doctors  who  par- 
ticipated in  the  program  vs.  those  who 
did  not.  One  reason:  fewer  hospitaliza- 
tions. Bridges  to  Excellence  is  now  being 
expanded  to  include  back  disorders  and 
cancer.  "We  don't  know  that  quality  al- 
ways saves  money,"  says  Dr.  Robert  S. 
Galvin,  director  of  global  health  care  at 


A  BIT  OF  RELIEF 


Medical  inflation 
is  slowing... 


GE.  "But  we  know  that  for  diabetes  an 
heart  disease  it  does." 

That  same  approach  is  being  used  to 
go  after  the  notoriously  inefficient  hos 
pital  system.  A  group  of  big  employ 
and   insurers   founded   the    Leapfro; 
Group  back  in  2000.  The  idea:  to  identi 
fy  hospitals  that  meet  criteria  such  at- 
moving  toward  computerized  systems' 
for  ordering  drugs,  which  reduce  the  risk 
of  dangerous  medication  errors.  Fewer 
medical  errors,  they  bet,  would  mean 
lower  costs.  Health  plans  and  insurers 
now  post  that  information  on  Web  sites 
in  an  effort  to  show  employees  which 
hospitals  have  the  highest  quality.  And 
under  a  2002  contract  with  machinists 
and  engineers,  aerospace  giant  Boeing 
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Co.  agreed  to  pay  the  entire  cost  of  a  hos- 
pital stay  after  the  deductible  instead  of 
the  normal  95%  if  workers  use  hospitals 
that  use  Leapfrog  standards.  The  pro- 
gram is  too  new  to  know  whether  it  can 
save  money,  but  experts  are  optimistic. 
University  of  Washington  health  eco- 
nomics professor  Douglas  Conrad  has 
estimated  that  computerized  orders  for 
drugs  alone  could  save  $9  to  $16  per  day 
for  a  hospital  stay. 

KEEP 'EM  IN  THE  PINK 

TO  KEEP  FOLKS  WITH  chronic  condi- 
tions out  of  the  hospital  in  the  first  place, 
more  companies  are  also  turning  to  oper- 
ators such  as  Nashville's  American 
Healthways  Inc.,  which  has  a  booming 
business  providing  disease-management 
services.  Under  these  programs,  compa- 
nies teach  employees  suffering  from  cost- 
ly or  chronic  conditions  such  as  asthma, 
diabetes,  or  heart  disease  how  to  better 
manage  their  health  with  improved  diet, 
exercise,  and  medication.  Since  2002 
home-improvement  retailer  Lowe's  Cos. 
has  had  such  a  program  in  place  aimed  at 
workers  with  diabetes  and  heart  prob- 
lems. The  company's  annual  medical 
and  drug  costs  for  employees  enrolled  in 
the  program  have  fallen  by  an  average  of 
7%,  Lowe's  says. 

Of  course,  companies  with  healthy  em- 
ployees may  be  best  placed  to  save  med- 
ical dollars.  That's  why  PepsiCo,  Ameri- 
can Standard  Cos.,  and   others   have 


How 

Companies 
Are  Coping 

COST-SHIFTING  Higher  copayments 
and  deductibles  have  moved  more  costs 
to  employees  and  made  workers  thriftier 
health-care  consumers. 

DISEASE  MANAGEMENT  New  programs 
can  closely  track  employees  with 
expensive  conditions  such  as  asthma 
and  identify  those  at  risk  for  future 
costly  medical  problems. 

REWARDING  EFFICIENCY  Some 
companies  give  incentive  payments  to 
doctors  who  meet  treatment  guidelines 
for  chronic  diseases  such  as  diabetes. 
Others  reduce  workers'  copays  if  they  go 
to  doctors  who  have  track  records  for 
getting  the  best  result  for  the  best  price. 


launched  ambitious  programs  to  identify 
workers  at  risk  for  major  health  prob- 
lems—and prod  them  to  clean  up  their 
acts.  At  PepsiCo,  employees  can  fill  out  a 
health  appraisal  that  looks  at  everything 
from  their  cholesterol  levels  to  their  fam- 
ily medical  histories.  An  outside  consult- 
ant reviews  that  information  and  evalu- 
ates their  chances  of  developing  heart 
disease,  diabetes,  and  other  ailments. 
Those  at  high  risk  can  tap  health-care 
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coaches  paid  for  by 
PepsiCo.  Some  16%  of 
the  company's  50,000 
employees  now  work 
with  a  coach. 

Among  them:  Roger 
W.  Babb,  a  45-year-old 
manager  in  Frito-Lay 
Inc.'s  Fresno  (Calif.)  of- 
fice. Last  fall,  when 
Babb  signed  up  for  the  program,  he 
weighed  289  pounds,  had  sky-high  blood 
pressure,  and  was  borderline  diabetic.  Ini- 
tially he  filled  out  the  health  appraisal  just 
to  get  the  $100  PepsiCo  offered  to  every 
employee  who  did.  But  within  months  he 
got  serious.  With  the  help  of  his  coach, 
who  called  him  monthly  to  offer  encour- 
agement and  tips  on  diet  and  exercise,  as 
well  as  daily  e-mail  messages  from  the  In- 
ternet health  site  WebMD,  Babb  has 
dropped  47  pounds.  His  blood  pressure 
and  blood  sugar  are  back  to  normal,  too. 

Babb's  case  sounds  like  an  all-too-rare 
victory  for  lifestyle  change.  Such  pro- 
grams can  be  costly,  with  an  uncertain 
payoff.  But  employers  have  no  choice,  in- 
sists Pepsi  benefits  guru  Scherb.  "Sooner 
or  later  you  come  to  the  conclusion  that 
you  have  to  help  people  stay  healthier," 
he  says. 

That's  an  ambitious  goal— but  one 

worth  shooting  for  when  the  alternative  is 

a  return  to  runaway  health-care  costs.  ■ 

-With  Diane  Brady  in  New  York 

and  bureau  reports 
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UNIONS 


IS  LABOR  HEADED  FOR 
SPLITSVILLE? 

Unless  Sweeney  goes,  the  AFL-CIO  could 
break  up  into  two  federations 


IFTY  YEARS   AFTER  THE 
American  Federation  of  La- 
bor merged  with  the  Con- 
gress of  Industrial  Organi- 
zations,   the    U.S.    labor 
movement  may  be  heading 
for  a  breakup.  Five  unions 
that  want  to  unseat  AFL-CIO  President 
John  J.  Sweeney  are  considering  leaving 
the  federation  should  he  win  reelection 
when  his  term  expires  in  July,  Business- 
Week has  learned.  Those  unions,  which 
account  for  roughly  40%  of  AFL-CIO 
membership,  include  the  Service  Em- 
ployees, the  Teamsters,  the  Food  &  Com- 
mercial   Workers,    the    Laborers,    and 
UNITE  HERE,  the  needletrades  group. 

_£  32  ,  BusinessWeek  i.  Mav  30. 2005 


The  dissidents  had  intended  to  back 
John  W.  Wilhelm,  No.  2  at  UNITE  HERE, 
to  run  against  Sweeney.  But  after  failing 
to  sway  other  union  leaders,  they  aban- 
doned a  plan  to  announce  his  candidacy 
at  a  Teamsters  meeting  in  Las  Vegas  the 
week  of  May  10.  Instead,  on  May  16,  the 
group  released  a  platform  to  reform  the 
AFL-CIO  in  hopes  of  winning  over  a  few 
key  leaders  among  the  other  53  unions  in 
the  federation. 

Will  the  five  really  leave?  As  with  any 
negotiations,  there's  an  element  of  bluff  in 
such  threats.  Ongoing  efforts  at  compro- 
mise—including the  search  for  a  new  pres- 
ident both  sides  can  agree  on— could  fore- 
stall a  showdown  in  July.  Sweeney  has  held 


SWEENEY  Union 
membership 
has  sunk  under 
his  leadership 


one-on-one  dis 
cussions    withfcf 
three  of  his  op- 
ponents in  re 
cent  weeks  and 
has  asked  all  five  to  meet  with  them 
as  a  group.  But  their  leaders  may 
not  be  able  to  back  down  once  they 
fire  up  their  membership  against 
him.  As  the  camps  lock  into  opposi 
tion,  a  breakup  of  the  AFL-CIO  into 
two  labor  federations  is  more  likely, 
say  leaders  on  both  sides.  "If  s  clear- 
ly not  our  desire  to  leave  the  AFL- 
CIO,  but  it's  a  subject  we  feel  we 
need  to   consider,"   says   UNITE 
HERE  President  Bruce  S.  Raynor. 

What's  behind  the  momentum  to 
defect?  The  five  unions  have  com- 
plained for  several  years  that  the  re- 
birth Sweeney  sought  for  labor 
when  he  took  power  in  1995  has 
stalled.  Despite  early  bold  moves  on 
his  part,  union  membership  has 
continued  to  sink  and  now  repre- 
sents less  than  10%  of  the  private- 
sector  workforce.  His  critics  think 
fresh  leadership  is  needed  to  prod 
unions  into  redoubling  recruitment 
efforts.  While  Sweeney  agrees  with 
their  goals,  Wilhelm  &  Co.  want  the 
AFL-CIO  to  play  a  larger  role  in  member- 
ship drives.  "Sweeney  tried  to  change  la- 
bor but  ran  up  against  a  lack  of  political 
will  [among  union  leaders]  and  what  be- 
came his  own  lack  of  will  to  change  it," 
charges  Andrew  L.  Stern,  president  of  Ser- 
vice Employees  International,  labor's 
largest  and  fastest-growing  union.  "Now 
we  need  to  build  something  stronger." 

A  splintered  labor  movement  would  be 
a  boon  to  Corporate  America  and  the 
GOP.  While  unions  continue  to  shrink  as 
a  share  of  the  U.S.  workforce,  they  still 
sign  up  hundreds  of  thousands  of  new 
members  every  year.  Warring  camps 
could  undercut  those  efforts  if  unions  raid 
each  other  for  members,  as  officials  on 
both  sides  threaten  to  do.  A  breakup 
would  also  undermine  labor's  vaunted 
political  machine.  Its  ability  to  bring  mil- 
lions of  union  voters  to  the  polls  in  recent 
elections  has  been  one  of  Sweeney's  chief 
successes.  Already  the  unhappy  unions 
have  demanded  that  the  AFL-CIO  remove 
their  members  from  its  master  list  of 
names,  which  has  been  crucial  to  labor's 
mammoth  get-out-the-vote  election 
drives.  Since  labor  typically  swings  Dem- 
ocratic, a  division  of  the  house  would 
probably  weaken  opposition  to  President 
George  W  Bush  and  other  Republicans. 
The  protesters'  move  toward  a 
scorched-earth  strategy  stems  from  their 


t- 


failure  to  get  a  majority 
of  unions  behind 
them.  For  several 
months  they  have  tried 
to  win  over  American 
Federation  of  Teachers 
President  Edward  J. 
McElroy,  a  personal 
friend  of  UNITE 
HERE'S  Wilhelm.  They 
also  hoped  to  bring 
aboard  United  Auto 
Workers  President 
Ronald  A.  Gettelfinger, 
who  has  long  been  un- 
happy with  the  AFL-CIO.  But  when  both 
men  made  it  clear  in  early  May  that  they 
'weren't  ready  to  abandon  Sweeney,  Wil- 
helm and  his  colleagues  decided  that  just 
announcing  his  candidacy  wouldn't 
change  anyone's  mind. 

"A  NAKED  THREAT" 

THE  PROBLEM  IS  that  threats  to  pull  out 
may  only  prompt  Sweeney  supporters  to 
dig  in  more  fiercely.  While  no  one  thinks 
that  Sweeney  has  reversed  labor's  for- 
tunes, his  allies  back  a  plan  he  announced 
in  April  to  refocus  on  re- 
cruitment. Some  labor  lead- 
ers also  remain  loyal  to 
Sweeney  personally  and  be- 
lieve it  would  be  bad  for  la- 
bor as  an  institution  to  un- 
seat its  chief.  Talk  of 
forming  a  new  federation  "is 
a  naked  threat;  are  we  going 
to  throw  Sweeney  over  the 
side  to  prevent  this  black- 
mail?" demands  Gerald  W 
McEntee,  president  of  the 
American  Federation  of 
State,  County  &  Municipal 
Employees  and  a  key 
Sweeney  ally. 

The  unhappiness  with 
Sweeney  isn't  new.  Starting 
last  summer,  Stern  has 
threatened  to  go  his  own 
way  unless  the  federation 
undergoes  a  major  overhaul. 
More  recently  he  has  broad- 
ened his  demands  to  include 
Sweeney's  departure.  Now 
his  fellow  rebels  are  moving 
in  the  same  direction.  In 
March,  UNITE  here's  exec- 
utive board  authorized  a  re- 
view of  leaving  the  AFL-CIO, 
and  its  leadership  has  had 
follow-up  meetings  since 
then  to  consider  the  options, 
Raynor  says. 

The  Teamsters  are  also 


looking  into  how  the  union  would  oper- 
ate outside  the  AFL-CIO,  insiders  say. 
Many  of  its  officials  harbor  ill  will  to- 
ward AFL-CIO  Secretary-Treasurer 
Richard  L.  Trumka  for  opposing  James  P. 
Hoffa's  election  as  Teamsters  president. 
Hoffa  so  far  has  held  off  public  talk 
about  leaving  the  AFL-CIO,  largely  be- 
cause he  worries  his  executive  board 
wouldn't  want  to  wait  until  July  to  get 
out.  "If  Hoffa  raised  the  issue,  he'd  get 
run  over  going  out  the  door,"  says  one 
Teamsters  insider.  The  United  Food  & 


Five  Unions  Are  Threatening 
To  Quit  the  AFL-CIO 

The  dissident  unions  represent  about  40%  of  the  federation's 
13  million  members 
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President  Andy  Stern  has  said  he  will  leave 
the  AFL-CIO  if  it  isn't  restructured 


A  majority  of  the  executive  board  wants  out; 
President  James  Hoffa  so  far  has  restrained  them 


Could  go  with  the  Teamsters,  which  bargains 
with  many  of  the  same  employers 


Least  likely  to  leave,  but  could  bolt  if  AFL-CIO 
President  John  Sweeney  is  reelected  in  July 


Has  held  two  executive  committee  meetings 
recently  to  discuss  splitting  off 


Data:  BusinessWeek 


TO  LEAVE  OR  NOT  TO 
LEAVE?  Hoffa  hasn't 
said  he'll  pull  out,  but 
Stern  is  adamant 

Commercial  Workers, 
too,  could  leave  if 
Sweeney  wins  reelec- 
tion, officials  say.  Its 
bargaining  strength  in 
major  industries  is 
closely  linked  to  the 
Teamsters,  which  ne- 
gotiates with  many  of 
the  same  employers. 
So  if  Hoffa  pulls  out  of  the  AFL-CIO,  the 
UFCW  probably  would,  too. 

The  Laborers  union,  which  represents 
many  construction  workers,  is  the  fur- 
thest from  backing  out.  Still,  it  is  deep  in 
debate  over  whether  to  quit  the  AFL- 
CIO's  Building  &  Construction  Trades 
Dept.  because  of  Sweeney's  demand  that 
it  expel  the  International  Brotherhood  of 
Carpenters.  The  Carpenters  have  long 
shared  Stern  and  the  others'  negative 
views  of  Sweeney's  leadership  and  were 
the  first  to  quit  the  AFL-CIO  over  the  is- 
sue back  in  2001.  Typically, 
the  carpenters'  union  con- 
trols construction  labor 
contracts  that  the  Laborers 
need  to  get  work.  If  the  La- 
borers withdraw  from  the 
Building  Trades,  there 
would  be  less  keeping  them 
in  the  AFL-CIO,  officials  say. 
The  question  is  whether 
the  dissidents  will  make 
good  on  their  threat  to  start 
a  rival  labor  federation 
should  they  lose  at  the  AFL- 
CIO's  quadrennial  conven- 
tion in  July.  Some  Sweeney 
backers  think  a  lot  of  the 
talk  is  posturing.  But  the 
more  the  critics  threaten  to 
leave,  the  more  difficult  it 
will  be  for  them  to  change 
course.  Stern,  for  one,  says 
he  is  ready  to  follow 
through  and  walk  out  if 
need  be.  "The  worst  thing 
would  be  for  us  to  huff  and 
puff,  and  then  if  Sweeney  is 
reelected  with  little  change, 
to  say,  'Oh  well,  let's  go  back 
to  work,'"  he  says.  Unless 
some  middle  ground  can  be 
found,  the  AFL-CIO's  50th 
anniversary  may  also  be  its 
death  knell.  II 

-By  Aaron  Bernstein  in 
Washington 
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ONLINE  MUSIC: 
REWRITING  THE  SCORE 

It  won't  be  easy  to  move  listeners  who  buy 
single  tunes  to  subscription  services 


OR  YEARS,  MANY  MUSIC 
execs  have  argued  that  offer- 
ing online  subscriptions  is 
the  best  way  to  sell  digital 
music.  But,  so  far,  Apple 
Computer  Inc.  has  called 
the  tune.  The  maker  of  the 
iPod  music  player  has  trounced  all  com- 
ers by  selling  more  than  400  million 
songs  through  its  iTunes  Music  Store. 
Meanwhile,  Napster,  AOL,  and  RealNet- 
works, which  all  offer  subscriptions,  have 
been  left  behind. 

Now,  it  appears,  Apple  could  get  its  first 
serious  competition.  On  May  10,  Yahoo! 
Inc.  unveiled  its  Music  Unlimited  service, 
at  the  introductory  price  of  just  $60  a 
year— a  third  the  price  of  existing  servic- 
es. And  BusinessWeek  has  learned  that 
mighty  Microsoft  Corp.  is  waiting  for  the 
right  moment  to  strike  with  its  own  low- 
cost  introductory  offer.  "When  you  see  us 
move  into  the  space,"  says  Rob  Bennett, 
senior  director  of  MSN  Entertainment, 
"you'll  see  us  try  very  similar  things." 

So  can  these  online  behemoths  make 
subscriptions  mainstream?  It  won't  hap- 
pen overnight.  For  one  thing,  changing 
consumer  behavior— renting,  not  buying 
music— will  take  some  doing.  Also,  it's 
hard  to  make  money 
on  new  types  of  sub- 
scriptions that  allow 
folks  to  download 
tunes  to  portable  play- 
ers, at  least  at  Yahoo- 
like prices.  That  means 
subscription  rates  may 
remain  higher  than 
most  people  are  willing 
to  pay.  Then  there's  the 
iPod:  The  most  popu- 
lar player  doesn't  work 
with  existing  subscrip- 
tion services.  Compati- 
ble players  will  have  to 


CATCHING  UP? 


MILLIONS  OF  DOLLARS 


Data:  Jupiterfiesearch 


get  a  whole  lot  cooler  before  people  start 
buying  them.  Says  Jupiter  Research  ana- 
lyst David  Card:  "There's  only  one  device 
that  matters,  and  you 
can't  use  it  with  Ya- 
hoo's music  service." 

That  said,  the  sub- 
scription model  has 
plenty  of  appeal.  So 
long  as  fans  pay  their 
monthly  bills,  they 
would  get  unlimited 
access  to  a  million-plus 
songs— and  be  able  to 
play  them  on  their  PC, 
on  the  road,  or,  with 
some  home-network- 
ing gear,  on  their 
stereo.  And  the  music 


labels  would  have  a  powerful  means  t 
build  a  steady  stream  of  recurring  rev 
enues  from  anyone  who  has  a  Net  con 
nection.  Says  David  Goldberg,  vice-presi 
dent  and  general  manager  of  Yahoo 
Music:  "Subscription  services  will  replace! 
the  entire  music  purchasing  experience." 
To  get  there,  some  obstacles  will  havi 
to  be  cleared.  Consider  the  Apple  issue 
Since  the  company  makes  nearly  all  of  it' 
music  profits  from  the  iPod,  it  has  little  in 
centive  to  create  a  subscription  service— 
or  to  make  iPods  compatible  with  thost 
that  exist.  Simply  put,  there's  not  enough 
demand.  While  the  number  of  sub- 
scribers to  services  from  RealNetworks 
Rhapsody  division,  AOL,  Napster,  ancj 
others       rose       from 
750,000  in  2003  to  1.5 
million  in  2004,  iPod 
sales  zoomed  from  4.4 
million  in  fiscal  2004  to 
17.2  million  this  fiscal 
year  and  are  expected  to 
hit  22.2  million  in  '06 
That's  why  Apple  says  it 
has  no  plans  to  join  the 
subscription    fray    for 
now— though  insiders 
believe    Apple    could 
easily  roll  out  its  own 
service. 

The  big  question: 
Can  anyone  make  mon 
ey  selling  subscriptions 
at  Yahoo's  attractive 
price?  Yahoo  wouldn't 
discuss  the  economics 
of  its  Music  Unlimited 
business,  but  several 
industry  sources  say 
the  business  model 
probably  isn't  sustain- 
able. These  people  say 
the  online  providers 
typically  pay  the  music  labels  about  $6 
per  person  a  month  for  a  subscription 
that  allows  users  to  listen  to  music  only 
on  their  PCs.  The  service  in  turn  typically 
charges  users  $10  per  month.  After  ex- 
penses such  as  the  cost  of  server  infra- 
structure and  credit-card  fees,  that  leaves 
a  profit  margin  of  about  30%. 

That's  the  good  news.  However,  for 
subscriptions  that  allow  downloads  to 
portable  players— which  most  people  are 
likely  to  want— the  fee  to  the  label  in- 
creases to  about  $8.  That's  why  RealNet- 
works and  Napster  charged  $15  per 
month  before  Yahoo  came  in  with  its  $7 
offer.  Yahoo  does  have  special  advan- 
tages; since  it  can  easily  market  to  its  176 
million  registered  users,  acquisition  costs 
are  low.  Also,  Yahoo  already  has  in  place 
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I    Double  your  productivity  by  scanning 
two-sided  documents  in  a  single  pass. 
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much  of  the  costly  infrastructure  needed 
to   deliver  this   service   to   customers 

But  industry  insiders  say  if  s  unlikely 
those  pluses  are  enough  for  Yahoo  to 
make  money  on  its  current  music  sub- 
scriptions. That's  why  many  believe  it  will 
be  forced  to  raise  rates.  "[They]  need  vol- 
ume, [and]  when  [they]  get  it,  the  price 
will  come  up,"  says  Amanda  Marks,  exec- 
utive vice-president  of  Universal  Music 
Group's  eLabs  digital  distribution  unit. 
Yahoo  hasn't  ruled  out  future  price  hikes. 

Moreover,  the  labels  may  be  in  no  mood 
to  help.  Many  music  execs  believe  Yahoo  is 


charging  too  little  and  could  get  con- 
sumers hooked  on  unsustainably  low 
prices.  "The  labels  are  very  sensitive  to  the 
devaluation  of  music,"  says  RealNetworks 
chief  strategy  officer  Richard  Wolpert.  Says 
another  digital  music  exec:  "The  music  in- 
dustry wants  to  get  people  hooked  on  sub- 
scriptions and  then  increase  prices,  just 
like  the  cable-TV  guys  do." 

Clearly,  it's  early  days  for  the  online- 
music  industry,  which  still  represents  just 
2%  of  total  music  sales  and  likely  won't 
get  much  beyond  12%  by  2010,  says 
Jupiter.  Indeed,  despite  the  iPod's  success, 


most  people  fill  their  players  with  songj 
from  CD  collections.  The  average  iPod 
owner  has  purchased  just  25  songs  or  sc 
via  iTunes— a  couple  of  CDs'  worth.  II 
downloads  haven't  changed  the  way 
most  people  get  music,  perhaps  subscrip 
tions  will.  Yahoo  and  MSN  are  counting 
on  it.  But  they've  got  a  ways  to  go  before 
they  give  Apple  CEO  Steven  R  Jobs  a  rea- 
son to  turn  up  the  volume.  ■ 

-By  Peter  Burrows,  with  Ben  Elgin,  in 

San  Mateo,  Calif.,  and  with  Ronald  Graver 

in  Los  Angeles,  Jay  Greene  in  Seattle,  and 

Heather  Green  and  Tom  Lowry  in  New  York 


Who's  Getting  What  Online 


Just  how  much  will  consumers  pay  for  online  content?  That's  a  critical 
question  for  media  and  other  companies  that  must  draw  readers 
without  giving  away  too  much  for  free.  U.S.  consumers  spent  $1.8 
billion  last  year  for  online  content,  a  14%  rise  over  2003,  according  to 


the  Online  Publishers  Assn.  On  May  16,  The  New  York  Times  became 
the  latest  publisher  to  announce  plans  to  charge  an  annual  fee  for 
some  Web  content.  But  charging  for  online  material,  especially  what 
was  once  free,  is  tricky.  Below,  some  of  the  various  strategies: 


BusinessWeek  online 


BusinessWeek.com 

Fee:  $45.97/year  for  print/online  subscription; 
$29.95/year  for  MBA  Insider  service 
Subscribers:  NA 

■  No  online-only  subscription.  Mag  content  is 
offered  to  nonsubscribers  over  several  weeks. 


COMPLIANCE  WEEK 

complianceweek.com 

Fee:  $999/yearfor  single  users;  $2,499/year 
for  companies 

Subscribers:  1,228  people;  380  companies 
■  Provides  execs  with  info  on  best  accounting 
practices,  new  rules  and  standards. 
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espn.com 

Fee:  $6.95/month 

Subscribers:  250,000 

■  The  24-hour  sports  network's  online  Insider 

service  gives  the  rabid  fan  up-to-the-minute 

news,  scores,  and  analysis. 


MLB.com 


Sbc^UitiorkSTttnes 
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NYTimes.com 

Fee:  $49.95/year 

Subscribers:  To  be  determined 

■  The  new  TimesSelect  service  will  give  access 

to  op-ed  pieces,  columns,  and  archives.  Still, 

the  bulk  of  its  Web  content  will  remain  free. 


MLB.com 

Fee:  $99.95/season  for  All  Access 
Subscribers:  850,000* 
■  Major  League  Baseball  offers  a  range  of 
online  news,  video,  and  audio  feeds.  Its  top-tier 
All  Access  service  provides  it  all. 


ConsumepRepopfs.org 

ConsumerReports.org 

Fee:  $26/year 

Subscribers:  1  million-plus 

■  Featuring  updated,  searchable  ratings  and 

recommendations  on  all  kinds  of  products,  as 

well  as  consumer  opinions. 


•com 


MORNINGSTAR 

morningstar.com 

Fee:  $13.95/month 

Subscribers:  138,364 

■  Sports  independent  analysis,  stock  and 

mutual-fund  guidance,  and  portfolio  tips  for 

individual  investors. 


salon.com 


salon.com 

Fee:  $35/year 

Subscribers:  84,500 

■  Once  free,  now  readers  can  pay  an  annual 

fee  or  view  an  ad  to  see  individual  articles. 


THE  WALL  STREET  JOURNAL 


TheStreet.com 


thestreet.com 

Fee:  $49.95/hionth  for  Action  Alerts  Plus; 
$250/hionth  for  high-end  Street  Insight 
Subscribers:  NA 

■  The  range  of  subscriptions  includes  one  that 
tracks  Jim  Cramer's  investment  moves. 


ONLINE' 


variety.com 

Fee:  $24.95/fnonth 

Subscribers:  40,000 

■  The  entertainment  industry  trade  bible  offers 

online  subscribers  the  latest  insidery  tidbits 

about  Tinseltown  manceverings. 

•Includes  all  of  Major  League  Basebal:  s  online  subscription  services 


WSJ.com 

Fee:  $39.95/year  for  print  subscribers; 

$79.95/year  for  online  only 

Subscribers:  731,000 

■  Among  the  first  to  charge,  it's  now  one  of 

publishing's  most  successful  pay  Web  models. 


ZAGATSURVEY 


zagat.com 

Fee:  $4.95/month,  full  access;  $3.95/month, 

restaurants  only 

Subscribers:  NA 

■  Popular  guide  dishes  up  online  ratings  for 

restaurants,  nightlife,  hotels,  and  attractions. 

Data:  Compar-ies 
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New  York  Life  Insurance  Company 

1845  Main  Street 
Sioux  Falls,  SD  57104 
888-963-7946 
newyorklife.com 


Our  Values  Are  Passed  From  Generation  To  Generation. 


The  tradition  of  being  a  New  York  Life  agent  is  passed  from  generation  to  generation. 
These  promises  we  make  to  you,  to  protect  a  family,  to  pay  a  policy  when  needed,  are 
guaranteed  not  only  by  our  values  of  financial  strength,  integrity  and  humanity,  but  also  by 
generations  to  come.  Promises  that  last  are  why  New  York  Life  is  The  Company  You  Keep? 
To  contact  a  New  York  Life  agent,  call  888-963-7946  or  go  to  newyorklife.com/promise 

\H\V  YORK  LIFE  INSURANCE  COMPANY,  SI  MADISON  AVENUE,  NEW  YORK.  NY  10010 
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KERKORIAN'S 
AXMAN  COMETH 

Chrysler  and  IBM  vet  Jerry  York  will  push  for 
cost  cuts  at  GM— and  may  get  aboard  seat 


COUNT  JEROME  B.  YORK, 
former  chief  financial  of- 
ficer for  both  Chrysler 
Corp.  and  IBM,  among 
the  breed  of  hard-charg- 
ing executives  who  revel 
in  the  role  of  Mr.  Fix-It. 
Although  York  has  been  running  his 
own  private  investment  firm  since  2000, 
he  surfaced  in  early  May  as  billionaire 
Kirk  Kerkorian's  top  deputy  in  his  play 
to  grab  a  9%  stake  in  General  Motors 
Corp.  Wall  Street  figures  York  and 
Kerkorian— the  same  guys  who  made  a 
hostile  bid  for  Chrysler  in  1995— aim  to 
boost  GM's  value  by  cutting  costs  and 
selling  noncore  businesses. 

If  Kerkorian  has  his  way,  GM  execs  will 
likely  be  seeing  a  whole  lot  of  York. 
Sources  close  to  Tracinda  Corp.,  Kerkori- 
an's private  investment  firm,  expect  the 
boss  to  want  a  say  in  GM's  turnaround 
plan.  If  management  doesn't  listen, 
Kerkorian  may  try  to  get  York  a  board  seat. 
While  York  declined  to  comment,  friends 
and  associates  say  that  if  that  happens,  the 
66-year-old  dealmaker  and  cost-cutter  will 
lose  no  time  making  his  views  known.  Says 
former  Chrysler  President  Thomas  T.  Stal- 
lkamp,  who  was  a  purchasing  manager 
during  York's  CFO  stint:  "If  he  got  on  the 
board,  he'd  ask  questions  that,  as  manage- 
ment, you  don't  want  to  be  asked." 

Asking  difficult  questions  is  a  big  part 
of  York's  MO.  Thanks  to  a  reputation  as  a 
tough  cost-cutter  earned  at  Chrysler  in 
the  '70s  and  '80s,  he  was  among  the  first 
executives  Louis  V.  Gerstner  Jr.  turned  to 
in  1993  to  help  save  the  then-struggling 
IBM.  York  was  soon  wondering  aloud 
why  IBM  was  spending  millions  of  dollars 
a  year  developing  its  OS/2  operating  sys- 
tem to  compete  with  Microsoft  Corp.'s 
ubiquitous  Windows.  At  one  meeting,  he 
asked  if  anyone  could  recall  a  time  when 
a  company  with  a  4%  share  in  a  segment 


Jerome  B.  York 

AGE  66 

EDUCATION  B.S.  from  U.S.  Military 
Academy;  M.S.  from  Massachusetts 
Institute  of  Technology;  M.B.A.  from 
University  of  Michigan. 

CURRENT  JOB  CEO  of  Harwmton  Capital,  a 
private  investment  firm,  and  adviser  to 
billionaire  Kirk  Kerkorian's  Tracinda. 

BIGGEST  DEAL  York  helped  execute 
Kerkorian's  failed  takeover  bia  of  Chrysler, 
but  Tracinda  still  made  $3  billion  on  its 
investment  in  the  auto  maker. 

WORST  DEAL  Just  before  the  tech  boom 
fizzled,  he  and  others  paid  $500  million  for 
computer  retailer  Micro  Warehouse.  They 
sold  it  in  2003  for  $190  million. 

HIS  REP  Colleagues  describe  York  as  a 
workaholic  numbers  whiz  who  proved 
himself  a  master  cost-cutter  at  Chrysler, 
IBM,  and  Waste  Management. 


felled  a  rival  with  an  80%  share.  No  one| 
could.  In  1995,  IBM  dumped  OS/2. 

Few  areas  were  too  small  for  York  to  I 
probe.  He  set  up  a  task  force  to  find  out  I 
why  IBM  had  so  many  different  sizes  of  I 
envelopes  for  internal  mail.  He  centralized  [ 
finance,  forcing  division  managers  who 
had  virtual  carte  blanche  to  get  his  O.K.  [ 
before  making  any  investments.  One  for- 
mer IBM  exec  recalls  colleagues  shaking  I 
when  pitching  York,  a  West  Point  grad 
whose  bluntness  and  use  of  profanity  was 
legendary.  Such  moves  eventually  helped  | 
IBM  trim  $8  billion  in  costs. 

CAR  SENSE 

AS  AN  OUTSIDE  investor  or  director,  York  J 
won't  be  able  to  micromanage  at  GM  in  the ' 
same  way.  But  he's  likely  to  show  up  with  a 
long  list  of  questions  for  Chairman  and  CEO 
G.  Richard  Wagoner  Jr.  Why  does  GM  need 
eight  brands  to  serve  25%  of  the  U.S.  mar- 
ket when  Toyota  holds  nearly  14%  share 
with  just  three?  And  what  about  all  that  ca- 
pacity? Analysts  say  GM's  North  American 
plants  can  build  5  million  vehicles— about 
20%  more  than  it  needs.  Wagoner  is  eyeing . 
several  plants  for  closure,  but  York  could 
push  for  more.  And  though  GM  has  pared 
one-third  of  its  salaried  workforce  since 
2000,  he's  likely  to  probe  the  pace  and 
scope  of  the  plans. 

York,   described  by 
associates  as  a  finance 
guy    with    good    car 
sense,  knows   enough 
^^^™  about  the  business  not 

to  suggest  rash  cuts.  When  investment 
bankers  tried  to  get  then-CEO  Lee  A.  Ia- 
cocca  to  sell  Chrysler  Financial  in  1991, 
York  drew  the  line.  Says  one  ex-Chrysler 
exec:  "Jerry  knows  you  can't  support  a  car 
company  without  a  captive  finance  com- 
pany." While  he's  not  likely  to  argue  for  a 
similar  move  at  GM,  few  would  be  sur- 
prised if  he  pressed  for  a  sale  of  noncore 
assets  like  the  General  Motors  Acceptance 
Corp.  mortgage  and  insurance  units. 

For  all  his  successes,  however,  York 
hasn't  had  an  unblemished  career.  His 
last  effort  to  run  a  company— he  was  CEO 
of  computer  seller  Micro  Warehouse  Inc. 
from  2000  to  2003— ended  badly.  York 
and  other  investors  paid  $500  million  for 
the  company  just  before  the  computer 
market  slumped.  Two  years  later,  they 
sold  its  assets  for  $190  million.  But  no 
one  expects  Kerkorian  and  York  to  try  to 
take  over  GM  and  actually  run  it.  Instead, 
York  will  be  riding  herd  on  Wagoner  & 
Co.,  questions  ever  at  the  ready.  ■ 

-By  David  Welch  in  Detroit,  with 

Ronald  Grover  in  Los  Angeles  and  Ira 

Soger  in  New  York 


FRUGAL  York 
found  $8 
billion  in  cost 
cuts  at  IBM 
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Microsoft  offers  CRM  software 
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An  adaptable  CRM  software  solution  earns  its  keep  faster.  Now  get  a  free  business 
assessment  that  helps  show  you  how  powerful  sales,  customer  support,  marketing 
automation,  and  mobility  tools  can  yield  more  profitable  customer  relationships 
without  breaking  the  bank. 

To  qualify  for  your  free  business  assessment  from  a  Microsoft  Certified  Partner, 
visit  www.business-assessment.com/crm  or  call  1-800-498-1494. 
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BRITAIN 


CAN  GLAZER  PUT 
THIS  BALL  IN  THE  NET? 

Facing  fan  rage,  he'll  need  fancy  financial 
footwork  to  keep  ManU  profitable 


ALCOLM  GLAZER 
could  really  use  a 
David  Beckham  right 
now.  Having  finally 
won  control  of 
Manchester  United, 
Britain's  most  storied 
soccer  team,  after  a  two-year  fight,  Glazer 
is  fending  off  the  hostile  rants  of  irate  fans 
who  can't  stand  the  idea  of  the  controver- 
sial American  tycoon  owning  their  favorite 
team.  And  to  make  his  pricey  deal  pay  off, 
he  desperately  needs  to  draw  worldwide 
attention  to  ManLPs  brand,  pump  up  its 
fan  base,  and  expand  its  global  presence. 
Too  bad  Beckham,  a  celebrated  heartthrob, 
was  sold  to  Spain's  Real  Madrid  in  2003. 
But  Glazer,  a  financier  who  bought  the 
Tampa  Bay  Buccaneers  in  1995,  has  to 
start  somewhere.  He  has  told  the  London 
Stock  Exchange  he  will  borrow  $490  mil- 
lion to  fund  the  $1.47  billion  takeover,  and 
raise  a  further  $509  million  by  issuing  pre- 
ferred securities  to  large  investors.  This 
means  Glazer-must  ramp  up  revenues  and 
cut  costs  in  a  big  way.  "For  the  deal  to 
work,  Glazer  will  have  to  improve  financial 
performance  very  significandy,"  says  San- 
jib  Datta,  director  at  Inner  Circle  Sports,  a 
London  corporate-finance  boutique.  Yet 
what  had  been  a  growth  story  for  ManU 
has  gone  a  bit  flat,  as  the  team  has  faltered 


on  the  pitch.  Rival  Chelsea  Football  club, 
now  owned  by  a  Russian  billionaire,  has 
bought  the  players  needed  to  grab  first 
place  in  the  English  Premier  League. 

Experts  in  the  City 
of  London  say  the 
team's  financials  aren't 
strong  enough  to  sup- 
port the  new  debt 
Glazer  is  expected  to 
take  on.  ManU,  which 
prided  itself  on  its 
debt-free  balance  sheet, 
generates  operating 
profits  of  just  over  $90 
million  on  revenues  of 
more  than  $300  mil- 
lion. While  Glazer  has 
yet  to  reveal  the  details 
of  his  financing  ar- 
rangement, analysts 
estimate  he  will  have  to 
shell  out  at  least  $55 
million  a  year  on  inter- 
est payments.  That 
doesn't  leave  much  to 
run  the  rest  of  the  busi- 
ness. "The  logic  isn't 
something  that  stares 
you  in  the  face,"  says 
Roy  Kaitcer,  a  director 
at  stockbroker  Brewin 


Where 
The  Money 

Comes  From 


PREFERRED  SECURITIES 

$509  MILLION 


Data:  London  Stock  Exchange 


ANGRY  RANTS       Dolphin  Securities  Ltd. 
Mancunians         in  Manchester, 
protest  their  Glazer  is  expected  to 

newowner  ^  t0  renegotiate  key 

TV  contracts  and  spon- 
sorship deals,  as  well  as  co-market  and  co- 
brand  Tampa  Bay  and  ManU  in  the  U.S. 
That  could  pave  the  way  for  establishing  a 
global  pay-per-view  TV  network.  While 
fans  question  his  commitment  to  the  club, 
Glazer  is  known  in  the  financial  world  for 
taking  a  measured  approach  to  his  invest- 
ments and  ManU  remains  one  of  the  rich- 
est sports  franchises  going.  In  a  statement, 
son  Joel  Glazer,  who  will  be  running  the 
club,  says:  "We  are  long-term  sports  in- 
vestors and  avid  Manchester  United  fans." 
Boosting  revenues  won't  be  easy. 
There  are  so  many  games  on  TV  in  Britain 
that  "audiences  are  getting  footballed 
out,"  says  Andy  Jones,  a  TV  buyer  at 
ZenithOptimedia,  a  London-based  media 
buying  firm.  The  Glazers  may  also  have 
bought  ManU  at  the  start  of  its  decline. 
This  could  hurt  Glazer's  strategy  to  ex- 
pand abroad,  where  allegiances  to  clubs 
are  more  fickle  than  in  England. 

SLOW  BUILD 

GLAZER'S  BIGGEST  worry  may  be  the 
clout  of  Roman  Abramovich,  the  Russian 
billionaire  who  owns  the  Chelsea  team. 
Abramovich's  deep  pockets,  which 
helped  the  team  win  its  first  title  in  50 
years,  are  tough  to  compete  with.  Glazer 
could  boost  ticket  prices,  as  ManU  has  al- 
ready done.  Yet  since 
there's  a  limit  on  how 
many  price  hikes  fans 
will  tolerate,  Glazer  is 
expected  to  focus  on 
cost-cutting. 

Asia  will  be  key  to 
expanding  the  fran- 
chise. ManU  has 
made  inroads  in  Chi- 
na, thanics  in  part  to 
its  Mandarin-language 
Web  site,  and  the 
team  has  a  new  soccer 
school  in  Hong  Kong. 
The  U.S.  is  not  so 
promising:  The  num- 
ber of  people  who 
play  soccer  here  has 
held  steady,  at  18  mil- 
lion, for  a  decade. 
Glazer  is  a  smart 
manager.  But  it  may 
be  a  while  before  he 
scores  with  ManU.  ■ 
-By  Laura  Cohn  in 
London  with  Stanley 
Holmes  in  Seattle 
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Four  funds  on  MONEY9 
magazine's  "50  Best"  list. 


7m 


MONEY  magazine  chose  fourT.  Rowe  Price  funds  to  be  included  on  the  MONEY  5(F  list,  "an  elite 
group  of  proven  funds  you  can  use  to  build  a  rock-solid  portfolio."  MONEY  chose  its  50  "best"  funds 
based  on  low  cost,  management  integrity,  and  a  consistent  investment  approach.* 

AtT  Rowe  Price,  we  apply  the  same  disciplined,  long-term  approach  to  all  of  our  funds  while  keeping 
costs  low.  In  fact,  almost  all  of  our  funds  for  individual  investors  have  expense  ratios  below  their 
Lipper  category  averages.**  And  we  offer  funds  with  no  loads,  commissions,  or  sales  charges.  So 
no  matter  which!  Rowe  Price  no-load  fund  you  choose,  you  can  be  confident  that  your  investment 
will  go  further. 


As  of  3/31/05  1Year  5Year  lOYear 

Blue  Chip  Growth  Fund  (TRBCX)  1.73%  -4.38%  10.24% 

Moderate-risk  approach  to 
long-term  growth  potential 

Equity  Income  Fund  (PRFDX)  12.19%  8.17%  12.05% 

Lower-risk  approach  to 
long-term  growth  potential 

International  Discovery  Fund'  (PRIDX)         16.58%  -2.14%  13.05% 

High-risk  approach  to 
long-term  growth  potential 

New  Era  Fund  (PRNEX)  33.36%  14.42%  12.93% 

Moderate-risk  approach  to 
long-term  growth  potential 

Current  performance  may  be  lower  or  higher  than  the  quoted  past  performance,  which  cannot  guarantee 
future  results.  Share  price,  principal  value,  and  return  will  vary,  and  you  may  have  a  gain  or  loss  when 
you  sell  your  shares.  To  obtain  the  most  recent  month-end  performance,  call  us  or  visit  our  Web  site. 
Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses, 
and  other  information  that  you  should  read  and  consider  carefully  before  investing.  To  protect  the 
interests  of  long-term  shareholders,  the  fund  charges  a  2%  redemption  fee  on  shares  held  for  three 
months  or  less.  The  performance  information  shown  does  not  reflect  the  deduction  of  the  redemption  fee. 
If  it  did,  the  performance  would  be  lower. 
All  mutual  funds  are  subject  to  market  risk,  including  possible  loss  of  principal. 


Expense 
Ratio 

0.88%2 


0.74%2 


1.32%3 


0.69%2 


To  find  out  which  of  over  90 T.  Rowe  Price  mutual  funds  is  right  for  your  goals  and  tolerance  for 
risk,  call  our  Investment  Guidance  Specialists  or  visit  our  Web  site  today.  And  discover  why  more 
and  more  investors  are  choosing  low-cost T.  Rowe  Price  funds. 


TROWEPRICE.COM/MUTUALFUNDS 


1-800-541-4785 


T.Roweftice 


INVEST    WITH    CONFIDENCE 

*Source:  MONEY  magazine.  The  funds  on  the  MONEY  50*  were  carefully  selected  using  the  collective  experience  and  knowledge  of  the  staff  of  MONEY  magazine.  Some  of  the 
criteria  included  consistent  investment  approach,  solid  performance,  low  expenses,  and  a  history  ol  integrity  on  the  part  of  management.  The  ending  date  for  performance 
was  12/16/04.  The  publication  dale  of  the  MONEY  article  was  2/05.  MONEY  and  MONEY  50  are  registered  trademarks  of  Time,  Inc.  Used  with  permission.  **l  14  of  1 16  funds 
(excluding  institutional  and  bank  institutional  funds  as  defined  by  Lipper)  more  than  six  months  old  had  expense  ratios  below  their  Lipper  averages  based  on  fiscal  year-end 
data  available  as  of  3/31/05.  (Source  for  data:  Lipper  Inc.)  Average  annual  total  return  figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain 
distributions.  'As  of  12/31/04.  'As  of  10/31/04.  T.  Rowe  Price  Investment  Services,  Inc..  Distributor.  MPMON4071630 
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HEADLINER 

RONALD 
PERELMAN 


SAVORING 
THE  VERDICT 

And  the  winner  is.. .Ronald 
Perelman!  On  May  18,  jurors 
in  a  state  court  in  West  Palm 
Beach,  Fla.,  awarded  the 
billionaire  $850  million  in 
punitive  damages,  on  top  of 
$604.3  million  in  actual 
damages,  in  a  lawsuit  against 
Morgan  Stanley.  Perelman 
claimed  the  investment  bank 
defrauded  him  seven  years 
ago  when  it  provided  him  with 
information  that  convinced 
him  to  sell  his  company, 
Coleman,  to  Sunbeam. 

Perelman  is  getting  a  huge 
sum— even  by  Wall  Street 
standards.  Morgan  Stanley 
must  pay  him  $1.45  billion- 
over  30%  of  the  $4.5  billion  it 
earned  last  year.  By  contrast, 
New  York  Attorney  General 
Eliot  Spitzer  pried  $1.4  billion 
out  of  the  Street  in  2002  to 
settle  allegations  that  it  issued 
misleading  research. 

But  this  boxing  match  is 
hardly  over.  Morgan  Stanley 
chief  Philip  Purcell  vowed  to 
"fight."  Perelman  said:  "This 
award  should  send  a  clear 
message  to  Morgan  Stanley 
about  what  constitutes 
professional  and  ethical 
behavior."  For  now,  Perelman 
is  reveling  in  his  knockout. 

-Emily  Thornton 


HP:  FOG  ON 
THE  HORIZON 

New  Hewlett-Packard  Chief 
Executive  Mark  Hurd 
uncorked  upbeat  second- 
quarter  results  on  May  17,  but 
he  is  still  "several  months" 
away  from  unveiling  his 
game  plan  for  improving  the 
computing  giant's  fortunes. 
HP  posted  9%  growth  in  net 
profits,  to  $966  million,  with 
revenues  rising  7%,  to  $21.6 
billion.  The  news  boosted 
HP's  stock  price  by  4.6%,  to 
$22.55  the  next  day.  Hurd 
did  suggest  that  his  plan  will 
include  a  fair  amount  of  cost- 
cutting.  "We're  reviewing 
every  element  of  cost 
structure  and  operations," 
said  Hurd  during  a 
conference  call.  That  could 
mean  an  anxious  summer  for 
HP  employees. 


LET  THE  WINES 
CROSS  LINES 
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Oenophiles,  raise  your 
glasses.  On  May  16,  the  U.S. 
Supreme  Court  struck  down 
laws  in  New  York  and 
Michigan  that  prohibit 
customers  from  buying  wine 
directly  from  out-of-state 
wineries.  The  ruling  could 
lead  to  the  repeal  of  laws  in 
22  other  states  that  prohibit 
spirits  from  being  snipped 
over  state  lines,  opening  up 
markets  for  direct  sales  by 
small  vineyards.  The  5-4 
majority,  led  by  Justice 
Anthony  Kennedy,  wrote  that 


the  24  states  that  limit  out-of- 
state  wine  deliveries  while 
authorizing  shipment  by  in- 
state producers  discriminate 
against  interstate  commerce. 
States  unhappy  with  the 
ruling,  however,  might  have 
the  last  laugh:  They  might 
choose  to  ban  direct 
shipment  of  all  alcohol. 


THE SEC  HAS A 
NEW  QUARRY 

Pension  consultants  are  the 
latest  target  of  the  Securities 
&  Exchange  Commission's 

crackdown  on  financial  firms' 
failure  to  manage  conflicts  of 
interest.  The  agency  is 
investigating  around  a  dozen 
unidentified  consultants  who 
advise  public  and  private 
pension  funds.  The  probes 
are  the  result  of  an  18-month 
review  of  24  consultants  that 
found  that  more  than  half 
had  business  relationships 
with  money  managers  that 
could  influence  the  advice 
they  give  pension  fund 
trustees.  The  SEC  said  few 
consultants  disclosed  their 
ties  to  money  managers.  The 
agency  also  is  concerned  that 
money  managers  are  being 
pressured  to  buy  software 
from  consultants  or  pay  to 
attend  conferences  they  host 
so  that  business  will  be 
steered  to  them. 


THECAMRY 
GOES  HYBRID 

Fuel-efficient  hybrid  engines 
are  about  to  join  moon  roofs 
and  side  air  bags  on  the  list  of 
options  for  buyers  of  Camry 
sedans.  Toyota  Motor 
announced  on  May  17  that  it 
will  spend  $10  million 
outfitting  its  plant  in 
Georgetown,  Ky,  to  make 
gas- electric  versions  of  the 
Camry,  America's  best-selling 
car  for  the  past  three  years. 
Japan's  top  carmaker  plans  to 
start  churning  out  the  first  of 


48,000  hybrid  Camry  models  | 
a  year  by  late  2006.  It  will  be 
the  first  hybrid  made  in  the 
U.S.  by  a  Japanese  auto 
manufacturer.  Sales  of  the 
Prius,  Toyota's  most  popular 
hybrid,  which  is  made  in 
Japan,  totaled  53,991  last  year| 
in  the  U.S.  The  company 
began  selling  two  other 
hybrid  models  this  spring, 
including  a  luxury  Lexus 
sport-utility  vehicle. 


ETCETERA... 

»  UPS  is  buying  trucker 
Overnite  for  $1.25  billion. 
»  Edward  Gramlich  will 
leave  the  Federal  Reserve  to 
return  to  academia. 
»  Boise  Cascade  cut  its 
initial-public-offering  price  toj 
a  range  of  $17  to  $19  a  share. 


CLOSING  BELL 


Steel  prices  have 
been  sliding  all  year. 
But  after  data  from 
China  showed  an 
unexpected  pop  in 
industrial  output, 
investors  are 
hopeful  that  the 
declines  are  ending. 
As  a  result  they 
poured  money  back 
into  the  industry  on 
May  18,  lifting  U.S. 
Steel's  stock  4.4%, 
to  $41.02. 
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Data:  aoombenj  Financial  Uailab 


T-Mobile  HotSpot.  Hyatt's  ne 


Now  that  Hyatt  is  partnered  with  T-Mobile  HotSpot,  you  can  access  the  Internet,  e-mail  and  download  wirelessly  with  a 
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Introduced  wireless  Internet  access  to  air  travel. 
Brought  real-time  surfing  to  every  seat. 
Made  an  airplane  feel  like  a  cyber  cafe. 
All  for  this  one  moment. 


Access  e-mail,  work  online  or  check 
the  latest  news  with  FlyNet."  Just  bring 
your  laptop.  Visit  lufthansa-usa.com 
FlyNet  availability. 


There's  no  better  way  to  fly. 
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The  GOP:  Rainy  Days 
For  Blue-Sky  Thinking 


INSPIRED  BY  THE  EARLY  domestic  policy  success  of  George  W.  Bush, 
Republicans  have  made  "big  reform"  their  rallying  cry.  But  now 
both  the  President  and  erstwhile  imitators— from  brother  Jeb  in 
Florida  to  political  phenom  Arnold  Schwarzenegger  in  Califor- 
nia—are learning  a  hard  lesson:  Big  ideas  carry  big  risks. 

In  Washington,  a  once-dominant  Bush     ahead  with  uphill  efforts  to  remake  Social 


has  watched  his  Social  Security  privatiza- 
tion push  fizzle  and  his  poll  standings  hit 
near-record  lows.  In  California,  Governor 
Terminator's  plans  for  sweeping  changes 
in  state  pensions  have  been  shredded 
by  powerful  public  employee  unions. 
Schwarzenegger's  popularity  has  dropped 
20  percentage  points  as  voters  have 
stopped  having  visions  of  a  new  Ronald 
Reagan  and  started  having  nightmares 
about  another  out-of-his-depth  Jesse  Ven- 
tura. In  Florida,  a  Republican  legislature 
has  rejected  the  ambitious  education  re- 
forms of  GOP  Governor  Jeb  Bush,  including 
private  school  vouchers  and  a  proposal  to 
dilute  voter-approved  limits 
on  class  size. 

What's  going  on  here  is 
not  just  the  waning  of  an- 
other fad— GOP  big-think 
chic.  It  could  be  a  belated 
recognition  that,  in  50-50 
Nation,  Republican  dreams 
of  transforming  America 
into  a  free-enterprise  bee- 
hive might  be  beyond  their 
powers  of  political  persua- 
sion. "The  problem  for  Re- 
publicans is  that  they  hold 
power,  but  people  are  not 
buying  into  their  proposi- 
tion of  radically  transform- 
ing the  welfare  state,"  says 
Marshall  Wittmann,  a  former  aide  to  Sen- 
ator John  McCain  (R-Ariz.)  and  now  a  sen- 
ior fellow  at  the  centrist  Democratic  Lead- 
ership Council. 

That's  not  stopping  prominent  Republi- 
can governors  and  a  reelected  President 
from  trying  to  move  some  sizable  boulders, 
though.  "My  job  is  to  confront  problems, 
not  to  pass  them  on  to  future  Presidents 
and  future  generations,"  President  Bush 
said  in  a  May  14  speech.  So  he  is  pushing 


LOST  ACTION  HERO 

Schwarzenegger's 
popularity  has 
been  plummeting 


Security  and  the  judiciary,  extend  educa- 
tion reform  to  high  schools,  expand  energy 
exploration,  and  overhaul  the  tax  system. 

Knowing  Your  Limitations 

UNFORTUNATELY  FOR  THE  GOP,  the  con- 
servative push  for  reform  has  unified  nor- 
mally fractious  Dems  and  spooked  most  in- 
dependents. The  new  reformers  lack  a 
sense  of  their  limitations  and  are  thus 
"tackling  some  things  that  have  been  sa- 
cred cows  since  pastures  were  created," 
says  Susan  MacManus,  a  University  of 
South  Florida  political  scientist.  What's 
more,  the  Republicans'  timing  may  be  off. 
"Historically,  big  things 
happen  as  a  result  of  an  eco- 
nomic crash,  corruption,  or 
some  catastrophic  event," 
MacManus  adds. 

Republicans  also  may  be 
claiming  mandates  that  vot- 
ers never  intended  to  give 
them.  Schwarzenegger  pro- 
posed revamping  state  re- 
tirement payments,  stiffen- 
ing teacher  tenure  rules,  and 
limiting  lawmakers'  redis- 
tricting   powers,   but   "he   over- 
reached," says  Elizabeth  Garrett,  a 
University  of  Southern  California 
political  scientist. 

Even  for  the  strongest  of  pols, 
fundamental  change  is  a  tough  sell  in  polar- 
ized America.  "Special  interests  are  so  effec- 
tive that  you  can  kill  almost  anything  today," 
says  Republican  pollster  Frank  I.  Luntz. 
"The  same  techniques  that  elect  people  are 
used  to  defeat  their  initiatives."  That's  cold 
comfort  to  Democrats,  who  would  rather 
control  the  White  House  than  snipe  at  Bush. 
But  it  doesn't  offer  much  hope  for  the  Re- 
publican reformers,  either.  ■ 

-By  Richard  S.  Dunham 


CAPITAL 
WRAPUP 


A  GAPING  HOLE  IN  THE 
PENSION  BACKSTOP 

HOW  DEEP  IN  THE  HOLE  is  the 
Pension  Benefit  Guaranty  Corp.? 
According  to  new  congressional 
estimates,  the  PBGC  could  be 
facing  a  bill  of  more  than  $120 
billion  over  the  next  decade  to 
cover  pension-fund  losses, 
BusinessWeek  has  learned.  That's 
far  in  excess  of  the  $23  billion 
the  government-run  insurer  of 
traditional  pensions  estimates  it 
needs  to  cover  workers  and 
retirees  if  s  already  obliged  to 
pay.  The  PBGC  liabilities  include 
the  $6.6  billion  in  unfunded 
United  Airlines  pension  claims 
the  agency  absorbed  on  May  10. 
The  difference  in  the  numbers: 
Hill  experts  figured  the  market 
value  of  PBGC's  future  liabilities 
by  pricing  the  risk  of  default  by 
all  companies  that  offer  pen- 
sions. That  takes  into  account 
the  chance  that  today's  blue  chip 
could  be  tomorrow's  liability. 
The  new  estimates  will  turn  up 
the  heat  for  new  premiums  and 
stricter  funding  rules  to  shore  up 
pensions  and  the  PBGC. 

A  TALE  OF  TWO 

SUPERMAJORITIES 

CONSISTENCY  is  not  a 
congressional  specialty.  In 
justifying  their  plan  to  ban 
filibusters  on  judicial 
nominations,  Republican 
senators  argue  that  the 
Founding  Fathers  did  not  want 
Congress  to  require  more  than  a 
simple  majority  unless  they 
specifically  mentioned 
otherwise— such  as  passing  a 
treaty  or  impeaching  a 
President.  That  hasn't  always 
been  the  thinking  of  the  GOP. 
Seven  years  ago,  49  Republican 
senators  backed  a  plan  to 
require  a  supermajority  to  pass 
tax  increases.  Then  again, 
Democrats  are  hardly  models  of 
consistency.  Every  Dem  favors  a 
supermajority  for  judges— but 
only  one  wanted  it  for  tax  hikes. 
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With  Beijing's  help,  mainland  companies  and  tourists 
are  rushmg  in,  and  property  values  are  soaring  again 


DANNY  C.Y.  LEUNG  IS  A 
man  in  a  hurry.  The  42- 
year-old  oversees  apart- 
ment sales  in  Western 
Mid-Levels— an  affluent 
Hong  Kong  neighbor- 
hood of  twisting  streets 
and  towering  apartment  blocks  on  the 
slopes  of  Victoria  Peak— for  Centaline 
Property  Agency.  Leung  manages  128 
salespeople  in  10  offices,  and  he  can't 
keep  up  with  the  300  deals  his  staff  books 
every  month— quadruple  the  volume  of 


two  years  ago.  "I  don't  hav^  time  to  spend 
on  my  own  family,"  says  Leung.  "It's  just 
crazy,"  he  marvels. 

It's  the  kind  of  crazy  Hong  Kong  loves. 
The  city  these  days  is  full  of  stories  of  peo- 
ple who  have  made  a  killing  in  property, 
sometimes  buying  and  selling  apartments 
within  days.  After  being  flattened  by  the 
Asian  financial  crisis  of  1997-1998,  the  dot- 
com collapse  of  2000,  and  the  SARS  epi- 
demic of  2003,  the  residential  property 
market  is  roaring  back  to  life.  In  October,  a 
4,620-square-foot  apartment  in  Brank- 


some  Crest,  a  luxury  high  rise  with  views  of 
Victoria  Harbor,  sold  for  $16.7  million. 
That's  $3,615  per  square  foot,  surpassing 
1997  highs  of  nearly  $3,000  a  square  foot 
Then  in  April  a  penthouse  in  Kowloon  sold 
for  $21.3  million,  or  $3,979  per  square 
foot.  It's  not  just  ritzy  new  buildings,  ei- 
ther: The  Centaline  Index,  which  tracks 
prices  in  the  secondary  market,  has  nearly 
doubled  since  mid-2003,  and  in  April  near- 
ly 16,500  properties  changed  hands— the 
highest  monthly  turnover  since  1997 
The  booming  property  market  isn't  the 
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IS  THE  GUTTER  REAL? 

Currency  revaluations 
could  send  property 
values  south  again 
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only  barometer  of  Hong  Kong's  econom- 
ic health.  Hong  Kongers  are  once  again 
exhibiting  their  fabled  displays  of  con- 
spicuous consumption,  splurging  on 
meals  of  Kobe  beef  at  $110  per  serving 
and  $600  botdes  of  Bordeaux.  In  Cen- 
tral's tony  Landmark  shopping  mall, 
Louis  Vuitton,  Fendi,  and  Prada  are  all  ex- 
panding their  boutiques,  and  London  de- 
partment store  Harvey  Nichols  is  build- 
ing a  60,000-sq.-ft.  emporium. 

CHINA  SYNDROME 

WHY  THE  exuberance?  A  slew  of  factors 
have  kicked  in  to  boost  the  economy,  in- 
cluding timely  help  from  Beijing  and 
Hong  Kong's  agility  in  capitalizing  on  Chi- 
na's super-hot  growth.  Hong  Kong  com- 
panies have  invested  more  than  $240  bil- 
lion in  the  mainland,  and  businesses 
based  in  Hong  Kong— with  a  population 
of  just  6.9  million— employ  more  than  12 
million  people  in  China,  mostly  in  the 
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GDP  and 
job  creation 
are  way  up 
—and  so  are 
salaries  for 
newgrads 


thousands  of  light  manufac- 
turing plants  that  have 
sprung  up  in  the  Pearl  River 
Delta  north  of  the  city.  China 
remains  Hong  Kong's 
biggest  trading  partner, 
with  two-way  trade  of  $232 
billion  last  year,  and  more 
than  2,000  Chinese  compa- 
nies operate  in  the  city.  Not 
only  is  Hong  Kong  the  de 
facto  capital  of  the  Pearl  Riv- 
er Delta,  it  has  also  beaten 
back  mainland  cities  chal- 
lenging it  as  China's  financial  capital.  As 
China  booms,  Hong  Kong  booms. 

As  a  result,  Hong  Kong's  real  gross  do- 
mestic product  shot  up  8.4%  in  2004.  In 
part  that  reflects  a  sharp  recovery  from 
SARS,  which  dragged  down  growth  in 
2003.  But  GDP  is  also  expected  to  climb  a 
more-than-respectable  6.7%  this  year, 
according  to  brokerage  CLSA.  The  bench- 


mark Hang  Seng  stock  index 
is  up  22%  in  the  past  12 
months.  Unemployment  has 
been  steadily  falling,  from  a 
peak  of  8.8%  two  years  ago 
to  5.9%  now,  as  expansion 
has  led  to  thousands  of  new 
jobs  for  accountants,  law- 
yers, and  consultants. 

The  good  times  could  still 
get  out  of  control.  Hong 
Kongers  really  know  how  to 
engineer  real  estate  bubbles, 
and  there's  always  the  possi- 
bility that  this  could  turn  into  one.  But  for 
now,  "everything  is  in  the  clouds  again," 
says  Michael  Ying,  chairman  of  Esprit 
Holdings  Ltd.,  the  Hong  Kong-based  re- 
tailer with  stores  in  Asia,  Europe,  and  the 
U.S.  Hong  Kong's  consumer  confidence 
index  hasn't  been  this  good  in  six  years, 
ACNielsen  reports. 

True,  some  parts  of  the  economy  are 
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Vuitton.  Fendi.  ana 
Prada  are  expanding 


still  playing  catch-up.  Average  prices  for 
mass  housing  stand  at  $435  per  square 
foot,  up  51%  since  January,  2004,  yet 
they're  still  "miles  off  the  all-time  high" 
of  $1,000  a  square  foot  in  1997,  says 
Franklin  Lam,  a  property  analyst  at  UBS 
and  owner  of  several  luxury  flats  that  he 
rents  out.  But  he's  betting  that  prices  will 
continue  to  climb,  hitting  $640  per 
square  foot  by  the  end  of  2006. 

It's  all  a  big  change  from  the  funk 
Hong  Kong  sank  into  just  a  few  years  ago. 
The  collapse  of  the  property  bubble  and 
the  Asian  financial  crisis  in  1997  sent  the 
city  into  a  downward  spiral  of  job  losses 
and  deflation.  In  part  the  peg  holding  the 
Hong  Kong  dollar's  value  steady  against 
the  U.S.  greenback  was  to  blame.  Other 
Asian  countries  devalued  their  currencies, 
but  in  Hong  Kong  the  adjustment  came 
through  lower  prices  rather  than  a  cheap- 
er dollar.  As  a  result,  by  2003,  real  estate 
prices  had  tumbled  an  average  of  70%, 
leaving  more  than  100,000  homeowners 
with  "negative  equity"— owing  more  on 
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Hong  Kong's  economy 
is  growing  again... 

PERCENT 

REAL  GROWTH  IN 
GROSS  DOMESTIC 
PRODUCT 


their  mortgages  than  they  could  possibly 
hope  to  gain  by  selling  their  apartments. 
While  Hong  Kong  seemed  to  lose  its 
way,  its  revived  rival  to  the  north,  Shang- 
hai, became  China's  "it"  city,  luring  the 
investment  and  glitz  that  had  been  Hong 
Kong's  specialty.  Chipmaker  Advanced 
Micro  Devices  and  photo  giant  Eastman 
Kodak,  among  others,  shifted  regional 
headquarters  to  Shanghai  from  Hong 
Kong.  Go-go  Shanghai  had  aggressive 
politicians  plotting  its  rise,  while  Hong 
Kong  was  stuck  with  the  uninspiring 
Chief  Executive  Tung  Chee-hwa,  a  former 
shipping  tycoon  who  lacked  the  common 
touch.  Hong  Kong  hit  bottom  in  the  win- 
ter and  spring  of  2003,  when  SARS  made 
its  residents  global  pariahs. 

MAINLAND  TOURISTS 

MEMORIES  OF  THOSE  days  are  fading 
fast.  Deflation  has  run  its  course,  and  the 
consumer  price  index  started  rising  again 
last  July.  Only  14,000  homeowners  re- 
main   saddled    with    negative    equity. 


"There  is  a  positive  wealth  ef- 
fect," says  Vincent  H.C.  Cheng 
who  was  just  appointed  chairman 
of  HSBC  Holdings  PLC's  Hong 
Kong-based  Asia  Pacific  opera 
tion.  And  in  March  the  unpopular 
Tung  stepped  down,  saying  tin 
job  was  hurting  his  health 
Tung's  replacement  is  Donald 
Tsang,  a  former  Financial  Secre- 
tary respected  by  both  business 
leaders  and  common  folk,  whc 
will  be  formally  elected  on  July  10. 
The  summer  date  that  really 
matters,  though,  is  Sept.  12. 
That's  when  Hong  Kong  Disney- 
land is  set  to  open— at  a  cost  o^ 
$3-5  billion  for  the  park  and  inj 
frastructure  improvements,  with 
90%  of  the  price  tag  covered  by 
the  government.  Hong  Kong  offi- 
cials figure  the  park  will  attract  1.5 
million  new  tourists.  Within 
decade,  as  mainland  incomes  rise,  the\ 
expect  twice  that  many. 

Hong  Kong  has  Beijing  to  thank  for  all 
those  mainland  tourists.  In  the  past  two  g 
years,  Chinese  policymakers  have  offered  fc 
a  host  of  initiatives  to  ease  Hong  Kong's 
economic  malaise.  One  of  the  biggest: 
fewer  restrictions  on  individual  travelers 
from  the  mainland,  whose  numbers 
soared  44%,  to  12.24  million,  last  year. 
Chinese  tourists  accounted  for  12%  of  all 
retail  sales  last  year,  up  from  5%  in  2000. 
according  to  a  Goldman,  Sachs  &  Co.  re- 
port. They  helped  push  retail  sales  up 
9.1%  last  year,  which  created  jobs  and  en- 
couraged locals  to  start  spending  more. 
And  a  17-month-old  pact  called  the  Clos- 
er Economic  Partnership  Agreement 
gives  Hong  Kong  companies  the  same 
status  in  China  as  their  mainland  rivals  in 
many  sectors.  That  means  Hong  Kong  ex- 
ecs don't  have  to  waste  time  and  money 
finding  joint-venture  partners  as  they 
push  into  the  mainland.  "You  can't  imag- 
ine the  opportunities  this  opens  up,"  says 
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.and  foreign  investment 
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Victor  Fung,  chairman  of  Li  &  Fung  Ltd., 
a  leading  Hong  Kong  trading  company. 

Hong  Kong  hasn't  lost  its  edge  as  the 
-mainland's  center  for  financial  services, 
either.  Investment  banks,  law  firms,  and 
accounting  firms  are  bulking  up  to  han- 

■  die  demand  from  Chinese  companies. 
Hong  Kong  continues  to  be  the  destina- 
tion of  choice  for  mainland  companies 
looking  to  raise  capital,  eschewing  their 
own  stock  exchanges,  which  are  lan- 
guishing near  six-year  lows  and  have  yet 
to  shake  their  casino-like  reputations. 
Last  year  44  mainland  enterprises  listed 
their  shares  in  Hong  Kong,  raising  $9.76 
billion,  and  bringing  the  num- 
ber   of    Chinese    companies 

'traded  in  the  city  to  304. 
What's  more,  China  is  decades 
behind  Hong  Kong  in  terms  of 
the  sophisticated  financial  in- 

•  struments  that  make  the  glob- 

, al  capitalist  economy  tick. 

Financial  firms  and  other 
businesses  have  sound  reasons 
to  stay  in  Hong  Kong.  English 

fis  the  language  of  business. 
Taxes  are  just  175%  for  corpo- 
rate profits  and  16%  for  person- 
al income,  with  no  levies  on  in- 
terest or  capital  gains,  vs.  tax 
rates  of  33%  or  more  on  the 
mainland.  Hong  Kong  has  a 
strong  rule  of  law,  its  currency 
is  fully  convertible,  and  there 
are  no  restrictions  on  capital. 
Banks  are  privately  owned  and, 
unlike  most  on  the  mainland, 
aren't  plagued  by  corruption 
and  bad  loans.  "The  intellectual 
capital  here  is  qualitatively  dif- 
ferent from  what  exists  in  cities 
in  the  mainland,"  says  Neil 
Torpey,  a  partner  at  Paul,  Hast- 
ings, Janofsky  &  Walker,  a  Los 
Angeles  law  firm  with  a  45-member  office 
in  Hong  Kong. 

To  tap  that  intellectual  capital,  main- 
land companies  are  flocking  to  Hong 
Kong.  InvestHK,  the  city's  development 
agency,  says  20%  of  its  inquiries  now 
come  from  China,  up  from  zero  five  years 
ago.  "We  spent  a  century  and  a  half  being 
a  springboard  into  China,"  says  InvestHK 
Director  General  Michael  Rowse.  "Now 
[the  Chinese]  want  to  use  Hong  Kong  as 
a  springboard  out."  The  agency  has 
helped  companies  ranging  from  Mongo- 
lian restaurant  chain  Little  Sheep  to 
drugmaker  Tong  Ren  Tang  open  Hong 
Kong  operations. 

The  influx  of  mainland  companies  is 
helping  to  boost  commercial  property 
rentals,  too.  After  years  of  oversupply  in 


the  Prime  Grade  A  office  market,  rents 
have  soared  in  the  past  12  months,  from 
lows  of  $22  to  as  much  as  $60  per  square 
foot  per  month,  the  same  levels  they  hit  in 
1997,  according  to  HongkongLand  Hold- 
ings Ltd.,  the  largest  landlord  in  the  Cen- 
tral District.  Hotels  are  out  of  their  slump 
as  well.  On  reclaimed  land  overlooking 
Victoria  Harbor,  a  399-room  Four  Sea- 
sons Hotel  is  set  to  open  in  September, 
with  rates  starting  at  $490  per  night  and 
climbing  to  $5,125  for  the  Presidential 
Suite.  "There  is  unprecedented  demand," 
says  General  Manager  William  MacKay. 
"Hong  Kong  is  right  back  to  1997  levels." 


ry  Tang.  Conversely,  if  Beijing  were  to 
revalue  the  yuan  and  Hong  Kong  didn't 
follow  suit,  the  flow  of  funds  could  quick- 
ly reverse  and  send  property  prices  south. 
On  May  18,  the  HKMA  tweaked  the  peg  to 
counteract  upward  pressure  on  the  Hong 
Kong  dollar. 

It's  not  just  potential  financial  and 
business  woes  that  could  dampen  Hong 
Kong's  spirits.  As  factories  in  the  Pearl 
River  Delta  belch  out  tons  of  toxins  daily, 
air  pollution  has  gone  from  bad  to 
worse— which  could  make  Hong  Kong  a 
far  less  attractive  place  to  live,  work,  and 
visit.  And  despite  Tsang's  popularity, 


Hot,  Hot,  Hot 

At  the  highest  end,  residential  property  deals  in  Hong  Kong  are  breaking 
records  of  just  under  $3,000  per  square  foot  set  in  the  1997  bubble 


FEB.  18 

11  Pollock's  Path, 
The  Peak 

2,167-sq.-ft.  house  with 
views  of  both  sides  of 
Hong  Kong  island 

$6.3  Million 

$2,907  per  sq.  ft. 


MAR.  20 

62-70  Blacks  Link  Rd., 
The  Peak 

3,580-sq.-ft.  house  on  a 
rare  single  lot  with  a  2,500- 
sq.  ft.  secluded  garden 

$10  Million 

$2,793  per  sq.  ft. 


APR.  14 


The  Arch,  Kowloon 

5,353-sq.-ft.  penthouse  in 
yet-to-be-completed  tower 
with  stunning  skyline  views 

$21.3  Million 

$3,979  per  sq.  ft. 


MAY  4 

33  Island  Rd.,  Repulse  Bay 

6,389-sq.-ft.  house  with 
pool  and  garden  on  south 
side  of  Hong  Kong  Island 

$19.9  Million 

$3,115  per  sq.  ft. 


Even  as  Hong  Kongers  enjoy  the  up- 
swing, however,  the  revival's  staying 
power  faces  challenges.  A  key  factor  in 
the  booming  property  market  has  been 
low  interest  rates,  which  have  failed  to 
rise  even  as  the  U.S.  Federal  Reserve  has 
tightened  its  monetary  policy.  Normally, 
Hong  Kong  rates  follow  those  in  the  U.S. 
because  the  city's  currency  is  pegged  to 
the  greenback.  But  lately,  rates  have 
stayed  low  due  in  part  to  a  surge  in  spec- 
ulative money.  Investors  are  betting  that  if 
China  revalues  its  currency  against  the 
greenback,  the  Hong  Kong  Monetary  Au- 
thority will  do  the  same  with  the  Hong 
Kong  dollar.  "It's  a  concern  that  so  much 
foreign  capital  has  flowed  into  Hong 
Kong,  with  the  side  effect  of  driving  asset 
prices  up,"  says  Financial  Secretary  Hen- 


Data:  Hong  Kong  Property  Services 

widespread  resentment  against  Beijing's 
refusal  to  allow  democratic  reforms  could 
lead  to  unrest.  And,  of  course,  the  reap- 
pearance of  SARS  or  an  outbreak  of  avian 
flu  could  again  devastate  Hong  Kong. 

But  Hong  Kongers  are  a  tough  lot, 
and  they  figure  they  can  survive  whatev- 
er trials  await  them.  Now  if  s  time  to  cel- 
ebrate: Property  is  hot,  business  is 
booming,  and  Mickey  Mouse  is  on  his 
way.  Today,  at  least,  Hong  Kong  seems  to 
have  recaptured  its  old  magic.  ■ 

-By  Frederik  Balfour 

and  Bruce  Einhorn,  with 

Simon  Cartledge,  in  Hong  Kong 


BusinessWeek  onlmt 


For  a  Q&A  with  Hong 
Kong  Financial  Secretary  Henry  Tang,  go  to 
www.businessweek.com/extras 
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EGYPT 


CATCHING  UP  WITH 
THE  21st  CENTURY 

Economic  changes  have  Egypt  growing, 
but  real  democracy  will  have  to  wait 


OR  MOST  OF  HIS  NEARLY 
quarter-of-a-century  in  pow- 
er, Egyptian  President  Hosni 
Mubarak  resisted  calls  for  a 
radical  restructuring  of  his 
country's  moribund  econo- 
my. Last  summer,  prodded 
by  his  son  Gamal,  a  former  banker,  and 
other  advisers,  Mubarak  finally  decided 
that  doing  nothing  was  even  riskier  than 
administering  strong  medicine.  He  ap- 
pointed a  dynamic  new  Prime  Minister, 
Ahmed  Nazif,  who  rounded  up  an  all-star 
team  of  economists  and  businesspeople 
for  his  Cabinet. 

While  Nazif  is  still  a  long  way  from  cre- 
ating a  tiger  on  the  Nile,  the  payoff  has 
been  better  than  just  about  anyone  ex- 
pected. Nazif  &  Co.  have  embarked  on  a 
whirlwind  campaign  of  slashing  taxes,  re- 
viving privatization,  and  stumping  the 
world  for  investment.  The  markets  like 
what  they  see.  Inflation  has  fallen  from 
14%  to  under  7%;  the  Cairo  &  Alexandria 
Stock  Exchange  is  up  51%  this  year;  and 
the  Egyptian  pound,  long  one  of  the 
world's  sadder  currencies,  has  been  rising 
against  the  dollar  and  the  euro.  "They  are 


moving  much  more  aggressively  than  we 
are  used  to,"  says  Hani  Genena,  an  econ- 
omist at  EFG-Hermes,  a  Cairo  investment 
bank  that  is  forecasting  4.8%  growth  in 
gross  domestic  product,  up  from  about 
3%  the  year  before  Nazif  took  office. 

A  great  start.  But  to  keep  up  his  win- 
ning streak,  Nazif  will  have  to  manage  an 
even  trickier  problem  than  economic  re- 
form. They  don't  put  it  so  baldly,  but 
Nazif  and  other  members  of  the  Egyptian 
elite  are  engaged  in  winding  down  the 
Mubarak  regime  and,  they  hope,  shifting 
to  a  political  system  more  in  tune  with  the 
contemporary  world.  Many  Egyptians 
hope  Mubarak  will  be  the  last  of  the  line 
of  military  rulers  that  began  when  Gamal 
Abdel  Nasser  led  a  coup  against  the 
British-backed  monarchy  in  1952. 

ANOTHER  GENERAL? 

THE  TROUBLE  IS  that  Mubarak  is  not 
necessarily  cooperating.  At  77,  and  after 
almost  24  years  in  power,  the  former  air 
force  general  should  be  ready  for  retire- 
ment. Instead  he  shows  every  sign  of 
planning  to  seek  a  fifth  six-year  term  in 
elections  scheduled  for  September.  As 


la 


long   as  the   aging    BILLBOARD  GDP 

President  hangs  on,    may  grow  by 
questions  about  who    4.8%  this  year 
will  succeed  him  are    ^^^^m 
likely  to  dog  Nazif  s  efforts  to  modernize  i 
Sit  down  with  business  executives  in  Cain  tm 
and  they  will  tell  you  that  they  worry  an 
other  officer  will  come  to  power  with  a  lo 
to  learn  about  economic  management 
The  fear:  that  the  military  might  still  insis 
on  its  own  man. 

Mubarak,  who  is  under  pressure  fron 
the  Bush  Administration  to  liberalize,  hat 
made  one  big  concession  this  year.  In  Feb 
ruary  he  called  for  constitutional  chang 
that  would  allow,  for  the  first  time,  mo: 
than  one  candidate  to  run  for  Presiden 


INTERVIEW 


Jobs  Are  the  First  Priority' 


Prime  Minister  Ahmed  Nazif  met  with  Ed- 
itor-in-Chief Stephen  J.  Adler  and  other  ed- 
itors on  "May  17  at  BusinessWeek's  head- 
quarters in  New  York.  Here  are  edited 
excerpts  of  their  conversation. 

What  is  the  aim  of  your  reform  program? 

When  we  started  back  in  July,  [we  had] 
one  important  objective— to  reform  the 


business  environment  in  Egypt,  to  re- 
store confidence  in  the  economy,  and 
start  to  get  it  to  grow  at  a  higher  pace. 
We  were  growing  at  anywhere  between 
3%  and  4%.  We  need  to  double  that  in 
the  next  few  years,  to  about  6%.  We 
need  to  generate  about  650,000  new 
jobs  a  year... We  came  up  with  a  strong 
message  to   investors   that   Egypt   is 


transforming  its  economic  space. 

What  have  been  the  results  so  far? 

Inflation  is  coming  down  faster  thar 
thought.  Our  currency  has  stabilized, 
foreign  reserves  have  increased.  Even 
job  offerings  are  starting  to  be  th 
[But]  unemployment  will  not  be  solve 
a  day  or  two. 

What  areas  are  open  for  investment? 

The   opportunities   for   investment 
tourism,  for  example,  are  endless, 
goal  is  to  double  our  [tourism]  incom 
the  next  five  years.  Another  area  is  oil 
gas.  Egypt  has  found  a  lot  of  natural 


«> 


*^f^"'"-,:^ 


Egypt's  m 

Economic 
Reform 

Agenda 

TAX  REFORM  New  law  will 
slash  corporate  taxes  from 
42%  to  20%,  cut  top  personal 
income  tax  rate  from  32%  to 
20%,  and  eliminate  tax 
breaks. 

PRIVATIZATION  Government 
has  revved  up  program  with  22 
deals  totaling  over  $500  million 
in  nine  months  and  is  opening 
all  areas  to  asset  sales. 

TRADE  Inked  a  deal  with  the 
U.S.  for  duty-free  manufacture 
of  products  with  Israeli 
content  in  Egypt.  Negotiating 
a  free-trade  agreement  with 
U.S.  Cut  average  tariff  from 
14.6%  to  9.1%. 

Data:  Egyptian  government.  BusinessWeek 


this  September.  Previously,  the  Egyptian 
Parliament— in  which  Mubarak's  Nation- 
al Democratic  Party  controls  90%  of  the 
seats— tapped  him  as  President,  and  a  na- 
tional referendum  ratified  the  choice.  But 
critics  of  Mubarak's  reform  say  it  doesn't 
go  far  enough.  For  instance,  it  puts  up 
huge  barriers  to  independent  candidates 
such  as  members  of  the  Muslim  Brother- 
hood, the  Islamic  group  considered  the 
most  powerful  opposition  force. 

Nevertheless,  the  political  season  could 
be  hot  this  year.  Already  a  group  called  Ke- 
faya,  or  "Enough,"  is  holding  demonstra- 
tions against  continued  rule  by  Mubarak. 
Judges,  who  supervise  elections,  are 
threatening  a  boycott  unless  they  have  un- 


fettered power  over  the  vote.  At  the  mo- 
ment, Mubarak's  most  serious  challenger 
looks  to  be  Ayman  Nour,  leader  of  the  To- 
morrow Party,  who  was  jailed  and  then  re- 
leased earlier  this  year  on  charges  that  he 
submitted  forged  signatures  when  regis- 
tering his  party.  But  most  analysts  expect 
Mubarak  to  win  in  a  multiple-candidate 
poll  because  he's  so  much  better  known 
than  his  opponents  and  has  the  weight  of 
the  state  apparatus  and  media  behind  him. 
Nazif  is  trying  to  tamp  down  expecta- 
tions about  the  coming  political  round, 
which  also  includes  parliamentary  elec- 
tions in  November.  The  dozen  or  so  oppo- 
sition parties,  he  suggests,  aren't  mature 
enough  to  put  up  a  credible  challenge  to 


Mubarak.  A  system  of  one- 
man  rule  also  makes  it  easier 
to  ram  through  radical  eco- 
nomic reforms.  Nazif  believes 
real  political  change  will  have 
to  wait  until  the  next  presi- 
dential election  in  2011.  "The 
challenge  is  to  get  parties  and 
candidates  who  really  repre- 
sent what  the  country  wants," 
the  Prime  Minister  said  in  an 
interview  with  BusinessWeek 
editors  in  New  York  "That's 
what  takes  time." 

The  Presidenf  s  own  party 
needs  time  to  develop  as  well. 
A  few  years  ago  the  NDP  was 
a  shambles,  but  Gamal 
Mubarak  has  rebuilt  it  into  a 
serious  force  that  now  draws 
business  leaders  and  academ- 
ics as  members.  Those  partic- 
ipating in  the  NDP's  confer- 
ences and  committees  are 
hopeful  that  when  Mubarak 
finally  steps  down,  the  party 
will  have  enough  momentum 
^^mmh  to  persuade  the  military  to  al- 
low the  country's  future  course  to  be  de- 
termined by  elections. 

The  most  talked  about  potential  candi- 
date for  2011  is  Gamal  Mubarak  himself, 
who  says  he  won't  run  this  year.  Some 
Egyptians  scorn  the  idea  of  a  son  suc- 
ceeding his  father,  but  others  say  Gamal 
is  the  best  bet  to  ensure  that  sound  eco- 
nomic policies  continue.  Nazif  bristles 
when  the  controversial  issue  comes  up. 
"You  want  him  to  say  he's  not  going  to 
run  ever?  Is  that  what  we  should  do  to 
Gamal?  I  don't  think  so,"  he  told 
BusinessWeek.  If  the  economy  continues  to 
improve,  then  Gamal's  chances  are 
bound  to  rise  as  well.  ■ 

-By  Stanley  Reed  in  London 


serves,  and  this  is  creating 
jportunities.  In  industry,  our 
rivatization  program,  which 
id  stalled,  is  back  on  track. 

there  resistance  to  reforms? 

here  is  resistance  to  change 

ways.  It  has  been  an  easy 

ay  out  of  unemployment  to 

ire  people  for  the  govern- 

lent.  We  have  a  lot  of  people 

ho     are     underworked. 

rhey]  will  resist  any  change 

i  regulations.  For  the  ordinary  person, 

ibs  are  the  first  priority,  prices  and  af- 

trdability  are  the  second,  government 


services  are  the  third.  There's 
a  strong  indication  at  the  re- 
tail level  that  things  are  im- 
proving. Small  merchants  are 
selling  more.  Prices  have 
come  down.  So  [people]  are 
starting  to  feel  the  change. 

Is  it  true  you  don't  expect  real 
political  change  until  2011? 

This  is  my  personal  opinion. 
The  opposition  parties  will 
have  a  chance  to  field  candi- 
dates [this  year].  The  problem  is,  can  they 
field  credible  candidates?  So  to  be  prag- 
matic about  it,  if  President  Hosni  Mubarak 


decides  to  run,  I  think  it  will  be  difficult  to 
challenge  him. 

How  does  the  Israeli-Palestinian  conflict 
affect  Egypt  these  days? 

If  s  not  affecting  us  per  se,  but  the  oppor- 
tunity loss  is  high.  Think  [what  it  would  be 
like]  if  there's  peace,  if  the  Palestinians  and 
the  Israelis  are  just  two  other  states  in  the 
area  that  are  good  neighbors  with  Egypt. 
The  possibilities  are  endless.  We  all  look 
forward  for  something  like  that  to  happen. 


HiismossWc'ckioiiliiic 


An  extended  version  of 
the  interview  with  Prime  Minister  Nazif  can 
be  found  at  www.businessweek.com/extras 
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GERMANY 


BMW  KEEPS  THE 
HOME  HUES  BURNING 

If  s  new,  cutting-edge  plant  is  in  Germany, 
not  in  low-wage  Eastern  Europe 


ATHED  IN  AN  ETHEREAL 
blue  light,  unpainted  car 
bodies  glide  silendy  along 
a  steel  track  high  over- 
head at  Bavarian  Motor 
Works'  new,  $1.6  billion 
factory  in  Leipzig.  With  its 
futuristic  design,  vaulting  spaces,  and 
hardwood  floors— even  on  the  production 
line— BMW's  latest  plant  is  an  ode  to  the 
art  and  science  of  building  luxury  cars.  In 
the  body  shop  nearby,  robots  equipped 
with  lasers  check  the  dimensions  of  parts 
as  they  weld  them,  flagging  minute  de- 
fects automatically.  But  the  most  startling 
thing  about  the  new  factory  is  that  it  is  lo- 
cated in  Germany,  where  labor  costs  for 
auto  workers,  at  $42  per  hour, 
are  the  highest  in  the  world. 

BMW  is 'bucking  a  trend. 
Across  much  of  Western  Eu- 
rope, carmakers  and  their  sup- 
pliers are  slashing  thousands  of 
jobs  and  transferring  produc- 
tion to  low-cost  Eastern  Euro- 
pean countries.  That's  why,  in  a 
,  show   of  gratitude,   German 


Chancellor  Gerhard  Schroder  traveled  to 
Leipzig  on  May  13  to  inaugurate  the  new 
BMW  factory.  The  plant,  which  secured 
$454  million  in  European  Union  subsi- 
dies, will  employ  5,500  workers  in  a  re- 
gion of  eastern  Germany  where  unem- 
ployment tops  21%. 

BMW  Chief  Executive  Helmut  Panke 
pointed  out  that  the  company's  decision 
to  invest  was  based  on  winning  unprece- 
dented labor  flexibility  from  German 
unions.  For  example,  line  workers  will  toil 
Saturdays  without  extra  pay.  The  labor 
agreement  will  allow  BMW  to  boost  the 
use  of  its  plant  and  equipment  by  40% 
without  incurring  overtime  charges, 
compared  with  plants  without  such  lee- 
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way.  "That  makes  a  significant  contribu 
tion  to  a  competitive  productivity  level, 
said  Panke  at  the  plant's  inauguration. 

Auto  industry  experts  say  the  Leipzig 
factory  agreement  marks  a  major  lea 
forward.  Depending  on  demand,  BMW  L 
can  run  the  facility  as  many  as  140  hour  [2 
a  week  without  having  to  pay  overtime  [) 
By  contrast,  the  company's  Bavarian  fac 
tories  pony  up  50%  extra  to  workers  or 
Saturday  shifts  and  must  negotiate  new 
compensation  agreements  each  tinu 
BMW  wants  to  boost  or  cut  productior 
significantly.  Another  plus  for  Leipzig:  Iti 
normal  workweek  is  38  hours,  comparec 
with  35  in  western  Germany.  According 
to  Panke,  when  Leipzig  is  humming  a« 
full  capacity,  the  savings  achieved  by  noi 
having  to  pay  overtime  could  reach  209f 
of  the  plant's  total  payroll  costs.  "The  new 
factory  is  a  benchmark  plant  in  Europe, 
says  Ferdinand  Dudenhoffer,  director  ol 
the  Center  for  Automotive  Research  at  tht 
University  of  Gelsenkirchen. 

NIMBLE  ASSEMBLY  LINE 
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IT'S  ALSO  A  PARADIGM  of  efficient  de 
sign.  The  star-shaped  layout,  with  logis 
tics  engineers,  quality  experts,  and  ad 
ministration  located  at  the  center,  isi 
meant  to  speed  communications  by  keep- 
ing managers  and  technicians  a  few 
steps  from  the  production  line  instead  ol 
in  a  separate  building. 

The  assembly  line  can  handle  any  ol 
BMW's  10  model  series,  allowing  the  com- 
pany to  rejigger  production  quickly  when 
demand  for  a  given  model  surges  or  flags. 
While  Leipzig  will  initially  churn  out  the 
new  3-Series  cars,  analysts  expect  that  pro- 
duction of  the  compact  1-Series  and  the 
next-generation  X3  baby  sport-utility  vehi- 
cle will  likely  migrate  there.  "BMW  tries  to 
make  its  plants  flexible  enough  to  extend 
running  hours  without  new  investment,' 
says  Jiirgen  Reers,  partner  at  Munich  con 
sultancy  Roland  Berger.  That  strategy 
helps  the  carmaker  achieve  operating 
margins  of  around  8%,  among  the  highest 
in  the  industry.  The  Leipzig  plant  will  be 
scrutinized  by  auto  makers  everywhere  for 
the  secret  to  building  cars  profitably  in  the 
heart  of  high-cost  Europe.  ■ 

-By  Gail  Edmondson  in  Leipzig 


Made  in 
Germany 

BMW's  factory  in  Leipzig 
incorporates  several  cost- 
saving  features 
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COMMENTARY 


BY  STAN  CROCK 


Back  to  the  Cold  War  Standoff? 

Facing  up  to  the  awful  reality  of  rogue  states  with  nukes-such  as  North  Korea 


RAN  MAY  SOON  acquire  the  ability 
to  enrich  uranium,  paving  the  way 
for  a  nuclear  arsenal.  North  Korea 
claims  it  already  has  the  bomb— 
and  is  reprocessing  spent  fuel  to 
make  more.  Could  sanctions  work?  Prob- 
ably not.  China  and  South  Korea  don't 
want  to  drive  North  Korea  over  the  brink. 
As  for  Iran,  the  U.S.  and  Europe  can't  see 

eye  to  eye  on  when  or  whether  to  apply  sanctions  at  all. 

What  should  Washington  do?  Well,  here's  a  radical  ap- 
proach: Accept  the  reality  of  the  situation,  and  let  North  Korea 
and  Iran  join  the  nuclear  club. 

That  would  be  anathema  to  U.S.  policymakers.  The  Bush  Ad- 
ministration, after  all,  has  depicted  North  Korea  and  Iran  as  the 
most  roguish  of  rogue  states.  Acknowledging  their  new  role  as 
nuclear  powers  would  seem  to  mark  a  capitulation  and  set  a 
dangerous  precedent.  But  years  of  threats  by  the  U.S.  have  done 
nothing  to  curb  these  states'  nuclear  ambitions.  There  has  to  be 
a  better  way  to  deal  with  North  Korea  and  Iran. 

Perhaps  it  can  be  found  in  the  U.S.  experience  of  the  Cold 
War.  Although  that  40-year  standoff  was  a  scary  time,  nuclear 
war  never  broke  out.  One  reason  was  the  U.S.  pledge  to  retali- 
ate massively  against  any  nuclear  attack  by  Russia  or  China. 
Yet  another  U.S.  strategy  during  the  Cold  War  did  not  involve 
missiles.  It  tacitly  acknowledged  that  the  other  side  had  a  right 
to  exist.  The  U.S.  lambasted  Russia  and  China  for  decades,  but 
no  Administration  made  a  serious  effort  to  bring  either  regime 
down.  It  was  also  understood  that  if  certain  rules  were  ob- 
served, a  nuclear  launch  would  never  occur.  Later,  during  the 
Nixon  years,  even  dialogue  and  engagement  were  possible. 

Contrast  this  history  with  the  behavior  of  the  Bush  Admin- 
istration, and  you  see  what  it  can  learn  from  the  Cold  War.  The 
Administration  already  knows  how  to  retaliate.  The  invasion  of 
Afghanistan  makes  it  clear  that  Washington  will  strike  back 
hard  against  attackers.  Yet  the  White  House  has  also  violated 
Cold  War  tenets  by  explicitly  adopting  the  option  of  striking 
first,  with  conventional  or  other  forces,  against  rogue  states. 
And  the  Bush  team's  regular  calls  for  regime  change  put  both 
North  Korea  and  Iran  in  a  corner,  giving  them  the  incentive  to 
go  nuclear.  "You  have  to  admit  they  have  a  point,"  says  Joseph 
Cirincione,  an  arms-control  expert  at  the  Carnegie  Endowment 
for  International  Peace. 

A  quiet  retreat  from  the  idea  of  regime  change  could  help 
achieve  a  new  equilibrium.  Leaving  nukes  in  the  hands  of  er- 


ratic leaders  in  Tehran  and  Pyongyang  certainly  doesn't  look 
like  a  great  idea.  But  the  conventional  wisdom  about  these 
regimes  may  be  wrong,  says  Shai  Feldman,  a  Mideast  expert  at 
Brandeis  University:  "Iran  is  not  Iraq.  The  Iranian  regime  is  not 
prone  to  adventures  or  miscalculation."  While  Pyongyang  uses 
brinksmanship  in  negotiations,  regime  preservation,  not  of- 
fensive war,  is  its  central  motive.  Kenneth  N.  Waltz,  a  Columbia 
University  nuclear-arms  expert,  says  leaders  such  as  Kim  "have 
proved  very  good  at  figuring  out  where  the  line  is  that,  if 
crossed,  will  cause  great  damage  to  their  country." 

Besides,  there's  evidence  that  when  the  U.S.  eases  up,  a  sub- 
stantial payoff  can  result.  Libya  turned  over  its  weapons  pro- 
gram last  year  after  "a  tacit  assurance  of  regime  survival,"  notes 
Robert  Litwak,  a  nonproliferation  expert  at  the  Woodrow  Wil- 
son International  Center  for  Scholars. 

Taking  the  pressure  off  North  Ko- 
rea and  Iran  would  certainly  conflict 
with  the  Bush  global  push  to  sup- 
port democracies.  But  in  Iran,  the 
nuclear  program  is  popular,  even 
among  those  well-disposed  toward 
America.  A  hard-line  U.S.  policy 
strengthens  the  hand  of  the  most  re- 
actionary members.  North  Korea  is 
trickier.  To  date,  though,  the  Bush 
policy  has  not  delivered  any  im- 
provement in  human  rights  there.  A 
thaw  in  relations  might  at  least  start 
a  dialogue. 
TUP  ^ie  bi£ger  danger  of  a  policy  shift 

I  nt  is  that  it  could  encourage  threatened 

states  such  as  Japan  to  make  their 
own  bombs.  But  even  here,  Cold  War 
experience  offers  some  guidance. 
High-profile  strategic  alliances 
brought  friendly  countries  under  the 
U.S.  nuclear  umbrella,  making  it  un- 
necessary for  frontline  states  such  as 
West  Germany  to  develop  nuclear 
weapons.  Similar  guarantees  could 
have  the  same  effect  today,  and  keep 
another  arms  race  from  starting. 

Taking  a  different  tack  toward 
North  Korea  and  Iran  won't  remove 
the  threat  overnight.  Then  again,  the 
Cold  War  wasn't  won  immediately  ei- 
ther. The  right  mix  of  containment 
and  diplomacy  may  yet  win  this  new 
contest  for  the  U.S.  ■ 
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Russia         17,000 


U.S. 


10,000 


China 


410 


France 


350 


Britain 


200 


Israel 


100 


India 


70 


Pakistan 


44 


Data:  Carnegie  Endowment  for 
International  Peace  estimates 
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MAKING  THE  BUSINESS 
OF  SECURITY  HAPPEN 


Security  Requires  Intelligent 

Information  Sharing 

Tom  Richey,  Director,  Homeland  Security,  Microsoft  Corp. 

The  role  of  industry  in  working  to  support  the  technology 
requirements  of  the  Dept.  of  Homeland  Security  (DHS)  must 
focus  on  building  and  deploying  "solutions"  where  intelligent 
information-sharing  is  at  the  heart  of  every  system. 

Critical  to  the  DHS  aim  of  creating  a  National  Response 
System  is  the  concept  of  interoperable  computer  systems 
—  a  primary  goal  for  industry  that  must  span  every  product 
and  initiative.  Considerable  effort  must  be  made  to  help 


Siemens:  Providing  and  Protecting 
America's  Infrastructure 

After  the  9/ 1 1  attacks,  business  and  government 
looked  to  companies  like  Siemens  to  help  protect 
people,  assets,  and  information  across  all  areas 
touching  our  daily  lives.  A  company  that  provides 
vital  infrastructure  solutions  throughout  the  U.S. 
—in  transportation,  healthcare,  communications, 
automation,  water,  and  power— New  York-based 
Siemens  Corp.,  the  U.S.  unit  of  Siemens  AG, 
has  become  a  major  source  of  America's  security 
technologies. 

From  installing  and  servicing  baggage-screening 
devices  at  the  nation's  commercial  airports,  to 
designing  ventilation  and  filtration  systems  for  the 
USPS,  to  providing  intelligent  IT  systems  that  protect 
the  nation's  power  grid,  Siemens  is  helping  to  protect 
vital  infrastructure  services.  Siemens  also  aids  U.S. 
industry  by  providing  ID  management  solutions, 
healthcare  IT  systems,  building-control  technologies, 
and  remote  monitoring  and  video  surveillance. 

"We  tailor  solutions  to  reflect  the  specific  needs 
and  qualities  of  an  enterprise  and  integrate  them 
seamlessly,"  says  Alan  Calegari.  head  of  Siemens' 
security  business.  "Siemens  has  helped  thousands 
of  customers  in  the  public  and  private  sectors 
achieve  their  security  goals." 

For  more  information,  visit  www.siemens.com 
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agencies  meet  their 
requirements  based 
on  existing  technology 
investments.  Using 
industry-standard 
protocols,  the  result  will 
allow  government  orga- 
nizations to  seamlessly  share  data  across  different  systems, 
from  disparate  mobile  devices  all  the  way  to  the  data  center. 

Success  for  DHS,  and  a  chief  Microsoft  goal,  is  to  enable 
agencies  to  harness  the  power  of  their  existing  systems 
—government  doesn't  need  to  start  from  scratch  to  gain  the 
immediate  benefits  of  interoperability.  Microsoft  is  focused 
on  eliminating  friction  within  mixed  computing  environments 
without  compromising  their  distinctive  underlying  capabilities. 
Along  with  thousands  of  our  business  partners,  we  are  com- 
mitted to  creating  software  that  is  interoperable  by  design, 
and  we  expect  it  to  play  a  key  role  in  solving  government's 
data-sharing  challenges. 

There  will  always  be  other  long-term  barriers  to  informa- 
tion sharing— some  cultural,  others  political  and  legal  — but 
if  we  can  agree  on  an  interoperability  roadmap,  and  drive 
through  the  governance  issues  by  ensuring  the  protection  of 
intellectual  property,  technology  will  continue  to  be  the  key 
driver  in  eliminating  silos  and  enabling  improved  information 
exchange  for  the  safety  of  the  nation. 

Our  Nation's  Security 
Needs  Private  Industry 
Lt.  Gen.  Robert  Flowers,  USA  (ret),  CEO, 
HNTB  Federal  Services  Corp. 

America's  homeland  security  infrastructure  needs  are 
staggering.  Our  global  economy  depends  on  the  efficient 
and  secure  cross-border  transport  cf  people,  goods,  and 
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Vho  is  helping  doctors  see  the  heart 
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services.  The  Dept.  of  Homeland  Security  must  protect 
thousands  of  miles  of  sea  frontiers  and  land  borders— plus 
more  than  300  international  ports  of  entry. 

We  must  harness  intelligent  transportation  systems 
and  our  experience  with  tolling  technologies  to  separate 
"low  risk"  movements  at  our  ports  of  entry  from  the  general 
flow  of  traffic.  Instead  of  looking  for  the  proverbial  needle 
in  the  haystack,  we  need  to  "move  the  hay"  and  look  for 
the  needle  in  the  stack's  remnants.  Our  airports,  seaports, 
and  land  ports  of  entry,  along  with  the  transportation  corri- 
dors that  connect  them  to  domestic  markets,  must  expand 
to  keep  pace  with  international  trade,  which  has  doubled 
since  1985  and  will  double  again  by  2025.  But  these  sites 
weren't  designed  to  counter  today's  threats.  Combining  the 
resources  of  private  enterprise  with  the  latest  federal  tools 
and  technologies  to  retrofit  their  infrastructure  is  key. 

The  current  domestic  military  infrastructure  is  also 
inadequate.  As  we  reduce  our  overseas  bases,  we  must 
assure  our  military  families  a  decent  quality  of  life  to  be 
able  to  reenlist  the  all-volunteer  Armed  Forces.  This,  too, 
requires  the  engineering  design,  project  management, 
and  integrated  technologies  that  exist  in  private  industry. 

The  federal  government  must  initiate  the  process  of 
integrating  government  and  industry  resources  by  specifying 
security  standards  that  local  governments  can  apply.  These 
government  bodies  can  then  engage  private-sector  resources 
to  help  deliver  the  enormous  job  of  securing  this  homeland. 

Law  Enforcement  and 

Homeland  Security 

Rati  Ron,  President,  New  Age  Security  Solutions  Inc. 

This  nation's  law  enforcement  community  is  probably  our 
most  important  asset  in  the  struggle  to  protect  the  home- 
land against  the  threat  of  terrorism  —exceeded  perhaps 
only  by  effective  intelligence.  The  community,  700,000 
men  and  women,  is  present  in  every  corner  of  the  land. 
While  it  has  law  enforcement  authority,  it  is  the  least  mobi- 
lized, financed,  and  professionally  supported  element  in 
the  overall  homeland  security  effort. 

Traditionally,  police  forces  were  perceived  as  crime 
fighters  and  first  responders.  This  view  was  adequate 
when  terrorism  was  not  a  threat  to  the  homeland.  It  is 
no  longer  adequate. 

When  fighting  crime,  law  enforcement  officers  are 
measured  by  their  ability  to  make  arrests  and  collect  the 
evidence  that  will  lead  to  a  conviction.  By  definition,  this 
can  be  done  only  after  a  crime  has  been  committed. 
This  reactive  mode  of  operation  is  totally  insufficient  in  a 
terrorist  attack,  because  once  the  attack  takes  place,  the 
battle  (not  the  war)  is  over  and  the  terrorist  has  won.  The 
damage  to  human  life  and  property  has  been  done,  and 
the  terrorist's  desired  effect  has  been  achieved. 


SAP  for  Defense  and  Security  — 
Transforming  Ideas  into  Reality 

SAP,  the  leader  in  enterprise  applications  and  inte- 
gration technologies,  has  been  a  pioneer  in  helping 
defense  and  government  organizations  transform 
operations.  SAP's  defense  and  security  portfolio  has 
expanded  to  include  solutions  for  global  trade  and 
customs  compliance,  incident  management  and 
emergency  response,  national  assets  management, 
and  border  protection. 

"SAP  understands  the  importance  of  integrating 
information,  operations,  and  resource  visibility 
to  prepare  for,  prevent,  respond  to,  and  recover  from 
an  attack  or  national  disaster,"  says  Steve  Peck,  presi- 
dent of  SAP  Public  Services  Inc. ,  in  Washington,  D.C. 

SAP  works  with  1,500  public  sector  organiza- 
tions, including  14  NATO  countries,  seven  national 
police  forces,  U.S.  Customs  and  Border  Protection, 
U.S.  Navy,  U.S.  Army,  Defense  Logistics  Agency,  and 
numerous  state  and  local  organizations. 

"SAP  helps  simplify  processes  and  integrate 
disparate  systems,  so  organizations  can  share 
information,  collaborate  across  organizational  or 
inter-jurisdictional  boundaries,  and  more  effectively 
coordinate  homeland  security  resources,"  says  John 
Barry,  Maj.  Gen.,  USAF(Ret.),  SAP  vice  president, 
defense  and  security. 

For  more  information,  visit 
www.sap.com/defense-security. 

Homeland  security  requires  a  proactive  approach 
that  is  aimed  at  prevention  and  deterrence,  not  just  inves- 
tigation and  conviction.  Information  and  skills  are  critical 
resources  to  making  our  law  enforcement  community  an 
effective  player  in  the  war  on  terrorism.  Officers  must  be 
educated  in  the  nature  of  terrorism,  its  sources,  its  tactics, 
its  weapons,  and  the  behavior  indicators  that  help  identify 
terrorists  in  advance  of  acts  of  terror. 

Let's  provide  the  funding  and  resources  needed  for 
our  nation's  front  lines  at  home. 
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For  more  information  about  The  McGraw-Hill  Companies 
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Your  business  is  unique.  Your  goals  arc  defined.  But  the  issues  you  deal  with  ever)  da)  are  complex.  Which  is  why  SAP 
makes  modular  software  solutions  for  the  business  you're  in.  Whether  you're  a  large  company  or  a  not-so-large  company. 
Whether  you're  into  fossil  fuel  or  feathers.  We  ha\e  an  SAP"  solution  for  you  -  and  it's  grounded  in  our  years  of  working 
with  the  best-run  businesses  in  your  industry.  Because  we  know  business  fundamentals.  And  we  know  what  makes  your 
business  fundamentally  different.  And  so  does  our  software.  Visit  sap.com/unique  or  call  800  880  1727  to  see  how 
we  can  help  your  business. 
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Economics  The  Social  Security  Debat 


What  a  Deal 
Could  Look  Like 

Republicans,  Democrats,  and  President 
Bush  are  inching  toward  compromise 


OR  MONTHS,  THE  SOCIAL 
Security  debate  has  been 
stuck  in  an  endless  round  of 
recriminations  between 
President  George  W.  Bush 
and  Capitol  Hill  Democrats. 
But  with  House  and  Senate 
committees  ready  to  start  drafting  a  So- 
cial Security  overhaul  in  June,  partisan 
whining  is  likely  to  wind  down.  And 
while  it  is  too  early  to  know  whether 
Bush  and  Congress  will  reach  a  deal,  the 
framework  for  an  agreement  is— surpris- 
ingly—beginning  to  take  shape. 

Any  compromise  would  fall  far  short  of 
Bush's  goal  of  fundamentally  overhauling 
Social  Security.  It  would  make  big 
changes  to  the  program  yet  retain  a  basic 
government-provided  benefit  for  all 
Americans.  It  would  secure  the  system's 
financial  solvency  for  many  years  by  cut- 
ting promised  benefits  and  raising  payroll 
taxes  on  high-income  workers.  But  it 
would  not  ensure  permanent  financial 
stability,  as  the  President  has  demanded. 
An  agreement  would  also  include  some 
form  of  personal  accounts,  just  not  the 
White  House  version.  And  new  savings 
incentives— sometimes  called  add-on  ac- 
counts—would be  created  outside  the 
current  Social  Security  system.  "I  can  see 
an  agreement  along  those  lines,"  says 
Heritage  Foundation  research  fellow 
David  C.  John,  "assuming  both  sides 
come  off  their  absolute  positions." 

Such  a  deal  would  leave  both  factions 
with  something  to  brag  about.  Bush 
could  say  -he  engineered  an  historic 
agreement  to  fix  the  program— and  Re- 
publicans could  get  the  issue  of  Social  Se- 
curity off  their  backs.  Democrats  could 
say  they  saved  the  system  from  GOP  at- 
tack. And  everyone  could  take  credit  for 
new  savings  vehicles,  which  would  be  in- 
cluded in  a  Social  Security  package  being 


cobbled  together  by  House  Ways  & 
Means  Committee  Chairman  William 
Thomas  (R-Calif.). 

That's  why  insiders  see  a  quiet  consen- 
sus developing  around  Reform  Lite.  Re- 


Social  Security: 
Reform  Lite 

Any  agreement  between 
President  Bush  and  Congress 
is  likely  to  be  a  patch-not  a 
full-blown  overhaul 

BENEFITS  Expect  promisid  benefits  to  be  cut, 
with  most  reductions  aimed  at  higher-income 
seniors.  While  the  minimum  retirement  age 
won't  be  raised,  monthly  benefits  will  reflect 
longer  lifespans. 

TAXES  The  cap  on  wages  that  are  taxed, 
now  at  $90,000,  is  likely  be  raised.  That  will 
dismay  Republicans,  but  it's  the  price  of 
Democratic  support. 

PERSONAL  ACCOUNTS  Bush-style  accounts 
are  dead.  But  lawmakers  may  boost  private 
savings  outside  of  Social  Security. 


publicans  seem  increasingly  willing  b 
abandon  Bush-style  accounts  and  thei 
opposition  to  any  tax  increases.  And  De 
mocrats  have  privately  expressed  a  will 
ingness  to  accept  benefit  cuts  and  han 
Bush  half  a  victory  rather  than  be  seen  a 
blocking  needed  changes.  "We  are  gettin 
within  striking  distance  of  really  con 
structive  proposals,"  says  a  leading  De 
mocratic  Social  Security  strategist. 

That's  not  to  say  a  deal  is  at  hand 
Hard-line  Republicans  will  resist  tai 
hikes,  especially  if  they  don't  get  big  per 
sonal  accounts.  And  unions  remain  du 
in  behind  a  Maginot  Line  of  opposition  tf 
any  changes.  Senior  Ways  &  Means  De 
mocrat  Charles  B.  Rangel  (D-N.Y.),  say: 
Dems  won't  budge  until  the  GOP  signal 
compromise  by  abandoning  Bush-styl 
accounts.  Consensus  "is  still  a  long  shot,' 
says  former  Congressional  Budget  Offic 
Director  Robert  D.  Reischauer. 

In  the  end  it  will  be  up  to  Bush.  Will  h 
reject  compromise  and  make  Democrati 
"obstructionism"  an  issue  in  th 
2006  elections?  Or  will  he  sign 
bill  with  less  radical  change  th 
he  wants?  The  betting  is  tha 
Bush  will  go  along  with  almos 
any  deal  and  drag  reluctant  Re 
publicans  along,  as  he  did  with  the 
costly  Medicare  drug  law  in  2003 
A    compromise    would    include 
three  major  elements:  trimming 
benefits,  boosting  taxes,  and  som 
version  of  private  accounts. 


AIMING  UPMARKET 

KEY  LAWMAKERS  concede  that 
Congress  may  not  have  the  politi- 
cal will  to  cut  benefits  and  raise 
taxes  enough  to  make  Social  Secu- 
rity permanently  self-financing.  It 
is  more  likely  that  they  will  agree 
on  a  package  of  cuts  in  promised 
benefits  that  would  strengthen  the 
system  for  several  decades. 

Most  changes  will  be  aimed  at 
higher-income  retirees,  but  total 
benefit  cuts  will  be  much  less 
steep  than  Bush  has  suggested. 
For  example,  Social  Security  now 
replaces  about  35%  of  the  average 
wage  of  workers  earning  $60,000. 
Trimming  that  to,  say,  32%,  would 
fix  about  10%  of  the  problem. 

Another  likely  change:  Today's 
retirees  get  an  annual  cost-of- 
living  adjustment  based  on  the 
consumer  price  index.  Look  for 
those  increases  to  shrink.  For  in- 
stance, shifting  to  a  new  index  that  \ 
better  reflects  the  actual  price  in- 1 
creases  faced  by  seniors  would  re-  jjj 
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A  MULTI-LAYERED  APPROACH  TO  PAYMENT  CARD  SECURITY. 

Visa  has  many  ways  of  protecting  your  card.  For  instance,  if  your  card  is  fraudulently 
used  to  make  purchases,  you  will  not  be  held  responsible.  Visa  also  constantly 
monitors  your  account  to  detect  suspicious  or  unusual  activity.  In  addition,  we 
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duce  the  system's  shortfall  by  about  14%. 

Lawmakers  could  also  adjust  benefits 
to  reflect  rising  life  expectancy  or  speed 
up  the  shift  to  a  retirement  age  of  67, 
which  will  now  be  reached  by  2027  That 
would  fix  about  25%  of  the  shortfall. 

Taken  together,  these  changes  could 
cover  about  half  of  the  long-term  gap.  To 
close  the  rest,  Congress  will  raise  taxes. 
Bush  has  carefully  left  the  door  open  to 


imposing  the  Social  Security  tax  on 
salaries  above  the  current  $90,000  cap. 
Key  players  such  as  Senator  Lnidsey  Gra- 
ham (R-S.C.)  have  embraced  such  a  plan. 
Most  House  Republicans  hate  it,  but  a  tax 
increase  on  top  wage  earners  has  broad 
public  support.  The  most  likely  change: 
taxing  wages  up  to  $140,000.  Hitting 
those  workers  with  the  full  12.4%  tax" 
would  close  about  40%  of  the  shortfall. 


Bush's  original  plan,  which  woulc  avet 
have  allowed  workers  to  shift  as  much  a 
one-third  of  their  payroll  tax  into  per 
sonal  accounts,  is  dead.  But  Thomas  il 
exploring  ways  to  enhance  savings  out 
side  of  Social  Security,  an  idea  that  could 
win  support  from  groups  such  as  AARP 
the  powerful  seniors'  lobby.  "It's  a  bettei 


way  to  look  at  the  problem,"  says  AAR]  ,. 
policy  director  John  Rother.  "But  wel 
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COMMENTARY 


BY  AARON  BERNSTEIN 


Why  the  Greenspan  Fix  Didn't  Work 

Slower-than-expected  wage  growth  and  soaring  inequality  have  wreaked  havoc 


ONE  OF  THE  MORE  puzzling 
questions  about  the  debate 
over  Social  Security  is  why 
we're  even  having  it  again.  Af- 
ter all,  everyone  thought  the 
problem  had  been  fixed  in  1983  by  the 
commission  headed  by  Alan  Greenspan, 
who  went  on  to  become  chairman  of  the 
Federal  Reserve  Board. 

At  the  time,  the  youngest  baby  boomers  were  19.  So  all  of  the 
experts  were  fully  aware  of  the  demographic  statistics  now  cit- 
ed by  President  George  W.  Bush  as  the  root  cause  of  Social  Se- 
curity's shortfall:  that  the  ratio  of  workers  to  retirees  would 
plunge  from  16  to  1  to  2  to  1  when  the  last  boomers  retire 
decades  hence.  To  eliminate  the  deficit  this  would  create,  the 
commission  suggested  hiking  the 
Social  Security  payroll  tax  and  lifting 
the  retirement  age  to  67  by  2026. 
Congress  promptly  passed  legisla- 
tion doing  just  that,  and  President 
Ronald  Reagan  signed  it. 

A -new  study  sheds  light  on  what 
happened  since  1983  to  bring  back 
the  shortfall,  which  is  projected  to 
be  $4  trillion  over  the  next  75  years. 
Two  major  economic  shifts  oc- 
curred that  Greenspan's  commis- 
sion didn't  anticipate:  The  growth 
of  average  U.S.  wages  slowed,  and 
income  inequality  soared.  Together 
these  trends  explain  75%  of  the 


UNFORESEEN  TRENDS 

Fixes  suggested  by  the  1983  Greenspan 
Commission  put  Social  Security  in  balance, 
but  a  gap  quickly  reemerged.  Here's  why, 
with  each  factor's  share  of  the  shortfall: 


er-than 


reemergence  of  Social  Security's  long-term  deficit,  according 
to  a  paper  by  L.  Josh  Bivens  of  the  Economic  Policy  Institute 
in  Washington. 

The  upshot:  Democrats  and  Republicans  alike  maybe  trying 
to  solve  the  wrong  problem.  Rather  than  focusing  on  how  many 
workers  will  be  around  to  support  retired  boomers,  some  ex- 
perts think  the  logical  response  is  to  recapture  the  revenue  lost 
as  rising  inequality  lifted  a  greater  share  of  aggregate  U.S. 
wages  out  of  the  reach  of  the  12.4%  Social  Security  payroll  tax. 
This  year  the  taxable  income  level  has  been  set  at  $90,000  a 
year.  But  the  unanticipated  spurt  in  inequality  pushed  more 
Americans  over  that  amount.  Because  Social  Security  has  for- 
gone this  extra  revenue,  it  now  taxes  only  85%  of  collective  pay- 
roll earnings,  not  the  90%  that  Greenspan  and  the  commission 
had  intended  it  to.  If  Congress  put  the  aggregate  taxable  in- 
come level  back  to  90%,  it  would  eliminate  fully  40%  of  the 
deficit  (or  75%  under  the  smaller  shortfall  projected  by  the 
Congressional  Budget  Office).  The  progressive  benefit  cuts 
Bush  endorsed  recently  would  also  remedy  the  problem, 

though  they  may  be  overly  broad, 
sweeping  in  even  those  making  as  lit- 
tle as  $25,000  a  year. 

True,  taxing  higher  incomes  would 
be  painful  to  big  earners.  A  90%  level 
would  put  individual  taxable  income 
as  high  as  $140,000  a  year  today.  So 
anyone  making  that  much  or  more 
would  be  on  the  hook  for  an  extra 
$3,100  in  annual  Social  Security  taxes, 
as  would  their  employers.  The  hit  to 
their  wallets  could  hurt  small-busi- 
ness owners,  possibly  dampening  job 
creation,  warns  David  C.  John,  a  re- 
search fellow  at  the  conservative  Her- 
itage   Foundation    who    supports 
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other  factors 
Data:  Economic  Policy  Institute 
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jhave  to  see  what  the  pieces  look  like." 
There  are  three  possible  pieces  to  such 
a  package.  Republicans  would  like  to  see 
income  limits  removed  for  IRAs,  401(k)s, 
and  especially  Roth  IRAs,  whose  with- 
drawals are  tax-free.  Democrats  want  new 
savings  incentives  for  low-income  work- 
ers, and  lawmakers  of  both  parties  see  the 
need  to  fix  defined-benefit  pensions. 
The  deal  could  also  boost  payroll  tax- 


es to  encourage  new  savings.  Former 
Bush  economic  aide  Lawrence  B.  Lind- 
sey  has  floated  the  idea  of  hiking  the  tax 
rate  by,  say,  one  percentage  point,  and 
allowing  workers  to  direct  that  money 
into  private  accounts.  A  compromise 
might  also  allow  workers  to  shift  per- 
haps $1,000  of  their  current  payroll  tax 
into  accounts. 

Any  agreement,  however,  could  easily 


collapse  in  partisan  acrimony.  But  with  a 
compromise  beginning  to  rise  from  the 
legislative  muck,  House  Social  Security 
subcommittee  Chairman  Jim  McCrery  (R- 
La.)  says:  "I'm  optimistic  we're  going  to 
develop  a  plan."  The  chances  of  a  deal 
this  year  remain  less  than  50/50— but 
those  are  better  odds  than  you  could  get 
in  Washington  just  a  few  weeks  ago.  ■ 
-By  Howard  Gleckman  in  Washington 


Bush's  private  accounts.  Still,  high  earners  would  also  get  high- 
er Social  Security  benefits  when  they  retire.  Liberal  economists 
also  point  out  that  if  Greenspan's  design  had  worked,  affluent 
Americans  would  have  been  paying  at  the  higher  level  for  two 
decades  anyway.  "It  would  be  nice  to  reverse  inequality,  but 
meanwhile  it  makes  a  lot  of  sense  to  restore  the  tax  cap,"  says 
Dean  Baker,  co-director  of  the  Center  for  Economic  &  Policy  Re- 
search in  Washington. 

No  one  can  blame  Greenspan  for  not  anticipating  the  return 
of  inequality  to  levels  not  seen  since  the  Great  Depression.  Still, 
his  commission's  fix  barely  lasted  a  year.  By  1984,  Social  Secu- 
rity had  slipped  back  into  deficit,  where  it  has  remained  ever 
since.  What  happened?  The  program's  cash  intake  has  been 
caught  in  a  crunch  caused  by  the  interaction  of  slower  average 
wage  growth  and  heightened  income  inequality,  says  Bivens. 


Every  year  the  Social  Security  Administra- 
tion (SSA)  adjusts  the  taxable  wage  level  in 
tandem  with  the  growth  in  the  average  U.S. 
wage  base.  So  if  average  payroll  growth 
slows,  the  annual  adjustment  in  the  wage  cap 
does,  too— which  is  what  has  happened  in 
the  past  20  years.  The  Greenspan  commis- 
sion assumed  that  wages  would  grow  at  an 
average  long-run  pace  of  1.5%  a  year.  Today 
the  SSA's  Office  of  the  Actuary  has  chopped 
its  assumption  to  1.1%,  which  compounds  to 
a  dramatic  slowdown  over  75  years. 

Escaping  the  System 

AT  THE  SAME  TIME,  rising  inequality  has 
lifted  a  greater  share  of  wages  above  the  tax- 
able amount.  So  while  sluggish  wage  gains 
have  slowed  the  increase  in  the  cap,  faster 
pay  growth  at  the  top  has  allowed  a  greater 
share  of  overall  income  to  escape  the  system. 
"No  one  anticipated  this  in  1983,"  says  SSA 
Chief  Actuary  Stephen  C.  Goss,  who  worked 
with  the  Greenspan  commission  as  a  young 
staffer  in  the  actuary's  office. 

Goss  says  that  while  his  office  sees  the  rise 
in  inequality  slowing  a  decade  from  now,  the 
long-run  trend  isn't  likely  to  ever  reverse.  So 
if  nothing  is  done,  the  85%  of  all  wages  taxed 
today  will  slip  to  84%,  says  Goss— and  hover 
there  for  decades  to  come. 

Seen  in  this  light,  Social  Security's  long- 
run  problems  seem  more  fixable.  In  fact,  they 
may  partly  fix  themselves:  The  boom  of  the 
late  1990s  lifted  average  payroll  growth  back 
up  to  1.4%  a  year  since  1995.  If  Congress  decided  to  restore  the 
taxable  wage  level  to  90%,  it  wouldn't  make  sense  to  try  to  re- 
capture all  the  billions  Social  Security  lost  as  the  cap  sank  over 
the  past  20  years;  that  would  entail  impractical  moves  such  as 
retroactive  taxes.  But  it  could  alter  the  formula  for  future  years 
by  linking  it  to  a  fixed  share  of  payrolls.  Even  if  high  earners  are 
given  extra  benefit  payouts,  the  additional  tax  raised  still  would 
plug  40%  of  the  long-run  deficit  because  every  extra  dollar  of  So- 
cial Security  tax  results  in  less  than  a  dollar  of  additional  retire- 
ment benefits. 

A  look  back  at  the  Greenspan  commission  shows  that  Social 
Security's  problems  are  economic,  not  demographic.  From  this 
standpoint,  private  accounts  that  cut  benefits  for  middle-class 
Americans  don't  address  the  real  issue.  In  debating  how  to  fix 
the  system,  we  first  need  to  understand  what's  broken.  II 
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Personal  Insurance: -Finding 
Affordable  Health  Care  Coverage 


Of  all  the  types  of  persona!  insurance 

—  life,  auto,  home,  dental,  disability, 
liability,  long-term  care,  and  health  care 

—  adequate  health  insurance  coverage  is 
one  of  the  best  ways  to  protect  personal 
assets.  But  purchasing  health  care  cover- 
age has  become  a  challenge  for  employers 
and  individuals  as  health  care  costs 
continue  to  rise.  In  response,  insurers 
have  developed  new  products  to  help 
bridge  the  gap  between  what  Americans 
need  and  what  they  can  afford. 

"Our  member  companies  work  to  make 
sure  small  employers,  large  employers,  and 
individuals  have  as  many  options  as  pos- 
sible to  access  the  health  care  coverage 
they  seek,"  confirms  Mohit  Ghose,  vice 
president  of  public  affairs  for  Washington, 
DC-b'ased  America's  Health  Insurance  Plans 
(AHIP),  a  national  trade  association  repre- 
senting nearly  1,300  member  companies. 

Today,  insurance  companies  vary  the 
components  of  health  care  expenses 

—  co-payments,  premiums,  deduct- 


ibles, and  out-of-pocket  maximums 
—  to  provide  products  tailored  for  each 
individual's  lifestyle.  Before  making  a 
selection,  "families  need  to  determine 
what  they  want  and  how  they  want  to 
interact  with  the  health  care  system," 
says  Ghose. 

CONSUMER  CHOICE 

Families  and  individuals  who  don't 
mind  selecting  a  particular  primary  care 
physician  can  minimize  their  health  care 
expenses  by  receiving  care  through  a 
health  maintenance  organization  (HMO). 
Such  plans  can  offer  a  wide  range  of 
co-payment  options  for  primary  care 
physician  visits,  from  $10  to  $20  in 
Pennsylvania,  for  example,  and  reason- 
able monthly  premiums,  reports  Patrick 
Young,  general  manager  for  small  group 
and  individual  products  with  Aetna's 
Mid-Atlantic  Region.  In  Pennsylvania,  the 
premium  for  a  male  up  to  age  18  can 
be  as  little  as  $80  a  month,  subject  to 
review,  with  a  $20  co-payment  for  each 
primary  care  physician  visit. 


Individuals  who  prefer  to  see  a  variety  of 
physicians  have  the  option  to  join  a  pre- 
ferred provider  organization  (PPO).  Such 
plans  for  families  and  individuals  can  also 
offer  a  wide  range  of  co-payment  options 
for  primary  care  physician  visits.  Using  the 
Pennsylvania  example,  co-payments  can 
range  from  $20  to  $40,  and  monthly 
premiums  for  males  up  to  age  1 8  can  be 
as  little  as  $41 ,  subject  to  review.  Although 
membership  in  a  PPO  with  a  low  deduct- 
ible and  co-payment  is  generally  more 
expensive  than  an  HMO,  it  isn't  always. 

Aetna's  new  high-deductible  PPO  offers 
families  and  individuals  yet  another 
option.  In  Pennsylvania,  an  individual 
deductible  as  low  as  $2,750  can  provide 
a  monthly  premium  well  under  $100, 
subject  to  review.  And  when  combined 
with  a  health  savings  account  (HSA),  indi- 
viduals and  families  can  set  aside  money 
in  a  fund  that  grows,  to  be  used  for  cur- 
rent or  future  medical  expenses,  further 
managing  their  health  care  expenses. 

These  consumer-directed  health  plans 
are  the  latest  trend  in  the  marketplace, 
fueled  in  part  by  employers'  inability  to 
continue  to  fund  employee  health  care 
at  previous  levels.  The  onus  is  now  on 
consumers  to  research  and  choose  the 
health  care  option  that  best  suits  them, 
based  on  their  current  and  expected 
future  health  care  expenses  and  needs. 

The  upside  of  the  situation  is  that 
consumers  are  now  more  informed  than 
ever,  says  Young,  and  that's  a  good 
thing.  Maintaining  proper  levels  of  per- 
sonal insurance  helps  build  and  protect 
important  assets. 

Writer:  Marcia  Layton  Turner 
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Aetna's  Leadership 


Our  innovations  in 
consumer-directed 
plans  keep  us 
ahead  of  the  pack. 

The  Aetna  HealthFund® family  of  plans 
was  the  first  consumer-directed  solution 
offered  by  a  national,  full-service  health 
insurer.  And  we've  been  innovating 
and  improving  it  ever  since.  Today,  we 
offer  a  suite  of  products,  including 
Medical,  Dental,  Pharmacy,  and  Long- 
Term  Care  coverage  for  companies  of 
all  sizes.  We're  also  one  of  the  first  to 
release  studies  showing  high  levels  of 
member  satisfaction,  and  our  plans' 
ability  to  help  control  costs.  And  now 
our  products  include  the  option  of 
Health  Savings  Accounts.  To  find  out 
how  our  experience  can  help  you  find 
plans  that  are  right  for  your  business, 
call  your  broker,  Aetna  representative, 
or  visit  us  today  at  aetna.com. 

We  want  you  to  know5" 
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©  2004  Aetna  Inc.  Aetna  HealthFund  plans  are  offered  through  Aetna  Life  Insurance 
Company.  Plans  contain  exclusions  and  limitations.  Information  is  based  on  an  Aetna 
Integrated  Informatics  Study  of  Aetna  HealthFund  enrollment  (January-September  2003). 
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Of  Zimmer's 


in  a  hot  business.  But  it  faces  a 
Justice  probe  and  price  pressures 


*:-'J 


IN  WARSAW,  IND.,  WHERE  ZIM- 
mer  Holdings  Inc.  is  headquar- 
tered, there's  an  old  farm  expres- 
sion: Make  hay  while  the  sun 
shines.  "We're  baling  hay  as  quick- 
ly as  we  can,"  quips  J.  Raymond  El- 
liott, chairman  and  chief  executive 
of  the  orthopedic-products  company. 
Since  it  was  spun  off  from  Bristol-Myers 
Squibb  Co.  in  '1,  Zimmer  has  boosted 
sales  by  37%  a  year  on  average.  Net  in- 
come has  surge,1  a:  a  54%  annual  clip 
over  the  same  span,  while  Zimmer's 
gross  margin  swelled  to  a  record  77.3%  in 
this  year's  first  quarter. 

That  bounty  stems  in  part  from  simply 
being  in  the  right  place  at  the  right  time 
with  the  right  product.  Zimmer  is  the 


world's  No.  1  manufacturer  of  artificial 
knees  and  hips,  with  a  30%  market 
share.  Nearly  900,000  Americans  under- 
went joint-replacement  surgery  in  2004. 
That's  2/2  times  the  number  in  1999.  De- 
mand for  prostheses  is  only  likely  to  grow 
as  the  elderly  population  expands  in 
wealthy  economies  such  as  the  U.S.,  and 
as  these  metal-and-ceramic  devices  be- 
come longer-lasting,  making  implants  an 
option  even  for  people  in 
their  40s. 

Zimmer  has  secured  an  en- 
viable position  in  that  boom- 
ing market  with  a  two- 
pronged  strategy.  First,  it  has 
built  pioneering  devices  for 
minimally  invasive  surgery—     The  Best 


IMPLANT  SURGERY  Zimmer 

leads  in  knee  replacements 

the  latest  thing  in  the  oper  I 
ating  room.  And  ZimmeJ 
has  run  thousands  of  sur  I 
geons    through    its    o\ 
training  program,  turning 
them  into  loyal  customers! 
A  veteran  salesman  turnec 
corporate  restructurer,  tht 
55-year-old  Elliott  also  hasl 
been  unapologetically  ag{ 
gressive  in  hiking  prices 
and  cutting  costs,  relocat-l 
ing  factories,  for  instance  \ 
to  shrink  the  company's  1 
rate  to  as  low  as  3%.  Nc 
wonder,  then,  that  Zimmer 
has  graduated  from  Busi- 
nessWeek's 2003  class  oil 
Hot  Growth  companies  to| 
No.  38  on  this  year's  Busi- 
nessWeek 50  ranking  of  the  J 
best  performers  in  Corpo-| 
rate  America. 

GRUMBLING 

AFTER  NOTHING  but  blue  I 
skies,     however,     a     few  I 
clouds  are  moving  in.  The] 
U.S.  Justice  Dept.  is  investi- 
gating the  five  major  ortho- 
pedics   companies'    pay- 
ments   to    surgeons    fori 
consulting  work.  While  the 
price    of    most    medical] 
equipment    drops     every  I 
year,  Zimmer  and  its  com- 
petitors    routinely     have 
jacked  up  prostheses  prices 
4%  to  5%  a  year.  The  suspi- 
cion is  that  surgeons  don't 
question  the  hikes,  which 
are  charged  to  hospitals 
and  clinics,  as  a  payback  for 
their  consultants'  fees. 

Hospitals  are  grumbling  about  the 
runup  in  implant  costs,  too.  HCA  Inc.,  the 
largest  hospital  operator  in  the  U.S.,  is 
asking  the  government  to  waive  a  rule  to 
allow  the  hospital  chain  to  team  up  with 
surgeons  to  reduce  outlays  on  orthopedic 
devices  and  then  split  the  savings  with 
them.  Cost-sharing  schemes  generally  are 
banned  today  to  prevent  kickbacks  to 
physicians. 
1         Figuring  that  Zimmer  is 

•  losing  pricing  power,  a  few 

equity  analysts  recently  low- 
ered their  stock  recommenda- 
.  tions  to  neutral,  from  outper- 
form. One  of  them,  Jason 
Wittes,  with  New  York-based 
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Do  you  see  opportunities 

when  others  don't? 
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Go  on.  Be  a  Tiger. 
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The  competitor  who  is  first  to  spot  an  opportunity  is 
usually  in  the  best  position  to  capture  it.  By  working 
to  sharpen  your  vision,  Accenture  can  help  your 
business  become  a  high-performance  business.  See 
how  at  accenture.com 

Consulting  •  Technology  •  Outsourcing 
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High  performance.  Delivered. 
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Leerink  Swann  &  Co.,  adds  that  Stryker 
Corp.,  which  vies  with  Johnson  &  Johnson 
for  second  place  in  artificial  knees  and 
hips,  is  a  better  buy  because  it  is  only  half 
as  dependent  on  the  joint-replacement 
market  as  Zimmer  is. 

Zimmer's  once-soaring  stock  price  is 
feeling  the  pinch  from  anxious  investors. 
Back  in  July,  Zimmer  shares  had  more 
than  tripled  in  price  since  they  began 
trading  in  August,  2001,  hitting  a  high  of 
$89.44  and  making  the  initial  public  of- 
fering one  of  the  smartest  plays  of  the 
past  few  years.  After  the  Justice  Dept.  sub- 
poenas were  disclosed  on  Mar.  31,  how- 
ever, Zimmer's  share  price  skidded  9.2% 
in  two  days,  slashing  $1.96  billion  from 
its  market  capitalization.  The  stock  has 
yet  to  recover  and  traded  in  mid-May  near 
$78.  Lawrence  E.  Eakin  Jr.,  senior  direc- 
tor of  growth  equities  for  National  City 
Corp.'s  Armada  Funds,  bought  60,000 
Zimmer  shares  last  year.  Earlier  this  year 
he  began  selling  as  he  saw  growth  rates 
slowing.  Says  Eakin:  "I  do  worry." 

Not  Elliott.  He  insists  he's  unfazed  by 
the  Justice  Dept.  inquiry  or  HCA's  effort  to 
turn  surgeons  against  Zimmer.  The  com- 
pany has  hundreds  of  doctors  on  its  pay- 
roll, with  some  pulling  in  $100,000  a  year 
in  fees.  Dr.  Richard  A  Berger,  for  one,  an 
orthopedic  surgeon  at  Rush  University 
Medical  Center  in  Chicago,  says  he  billed 
Zimmer  for  more  than  1,000  hours  of 
work  in  2004,  helping  the  company  de- 
sign, test,  and  modify  its  implants  and 
surgical  tools.  Berger  does  more  than  750 
minimally  invasive  knee  or  hip  replace- 
ments a  year— and  always  uses  Zimmer 
implants.  But  he  says  there's  no  quid  pro 
quo;  he  simply  knows  Zimmer's  products 
best  since  he  had  a  hand  in  creating  them. 
Elliott,  too,  says  the  company's  relation- 
ships are  all  above  board  and  that  Zim- 
mer is  fully  cooperating  with  the  govern- 
ment. Nor  does  Elliott  see  any  reason  to 
alter  Zimmer's  relationships  with  its 
physician-consultants. 


Elliott  has 
shifted 
production 
to  countries 
where  taxes 
are  low 


As  for  HCA,  Elliott  says  Zimmer  hopes 
to  wrap  up  a  contract  by  June  1  in  which  it 
would  give  the  Nashville-based  company 
price  breaks  on  basic  products  in  ex- 
change for  greater  sales  volume  at  HCA's 
hospitals  and  surgical  centers,  particular- 
ly high-margin  artificial  knees  used  in 
minimally  invasive  surgery.  "I  believe  this 
is  a  win-win,"  he  says. 

RUNNING  24/7 

ELLIOTT  DOES  ACKNOWLEDGE  that 
Zimmer  no  longer  can  bank  on  raising 
prices  across  the  board  every  year.  Still, 
the  CEO  forecasts  that  earnings  will  in- 
crease by  24%  in  2005,  to  $670  million, 
with  sales  growing  12%,  to  $3.33  billion. 
And  net  income  will  go  up  at  least  25%  in 
2006,  he  says.  Meanwhile,  the  company, 
which  borrowed  $1  billion  in  2003  to  buy 
Swiss  orthopedic-products  maker  Center- 
pulse  in  a  hostile  $3.1  billion  deal,  will  be 
debt-free  by  2006,  Elliott  says.  That 
means  he'll  be  able  to  start  building  a  new 
stash  to  go  shopping  again,  to  decrease 
Zimmer's  reliance  on  knees  and  hips  and 
supersize  its  numbers.  "It's  nice  to  have 
great  pricing  power,"  he  says,  "but  we  be- 
lieve we've  got  a  successful  strategy  that 
goes  on  for  several  years." 

In  the  meantime,  though,  how  can  El- 
liot meet  his  profit  pledge?  Synergy,  he  an- 
swers. Following  the  Centerpulse  takeover, 
the  CEO  has  been  restructuring  Zimmer's 
global   manufacturing   operation.   Like 


most    orthopedics    outfit- 
Centerpulse  had  bought  a  lo 
of  components  from  outsidt 
suppliers.  Elliott  is  insourc 
ing  this  work,  which  meam 
Zimmer's  highly  automatec 
facilities  now  can  run  24/7 
Zimmer  is  also  closing 
Centerpulse  plant  in  Austin 
Tex.,  and  shifting  productior 
to  the  company's  hometowr 
and  to  Switzerland.  Because 
the  company  brought  mor 
factory  work  to  Switzerland,  its  tax  rate 
there  was  halved,  to  12%.  At  the  same  time 
the  company  is  doubling  its  output  in 
Puerto  Rico,  where  its  tax  rate  has  jus^ 
been  cut  to  3%.  All  told,  Elliott  says,  maj 
neuvers  like  these  will  add  $100  million  to 
the  bottom  line  in  2006. 

Zimmer  also  is  introducing  new  de 
vices,  which  typically  sell  for  higher 
prices.  Elliott  counts  177  products  in  de- 
velopment today.  The  company  is  moving 
into  new  markets,  too.  Through  Center- 
pulse, Zimmer  now  makes  implants  for 
spinal  and  dental  repair.  And  it  continues- 
to  woo  surgeons.  In  2004  some  1,400  of 
them  went  through  courses  at  Zimmer's 
21  training  sites  around  the  U.S.  and  Eu- 
rope to  learn,  hands  on,  how  to  perform 
joint  replacements  through  incisions 
only  a  few  inches  long.  This  year,  Elliott 
says,  enrollment  could  top  2,000.  Al- 
though prostheses  may  seem  similar, 
surgeons  typically  stay  with  the  brand 
they  know. 

Thus,  the  all-expenses-paid  training 
should  help  keep  Zimmer  devices  in  de- 
mand, no  matter  what  happens  to  prices. 
For  now,  Zimmer's  outlook  isn't  all  sun- 
shine. The  Justice  Dept.  isn't  expected  to 
say  what  its  subpoenas  and  investigators 
have  found  for  at  least  a  year.  But  if  Zim- 
mer is  cleared,  as  Elliott  believes  it  will  be, 
he  could  be  making  a  lot  more  hay  for 
many  more  years.  II 

-By  Michael  Arndt  in  Chicago 


DOLLARS 


Where  the  Troubles  Are 

Zimmer  has  pioneered  long-lasting  artificial  knees  and  hips  for  minimally  invasive  surgery 
and  trained  a  loyal  cadre  of  doctors  to  implant  them.  But  some  strategic  challenges  loom: 

INVESTIGATION  The  Justice  Dept.  is  looking  into  Zimmer  and  four  other 
orthopedics  companies  for  payments  made  to  physicians  for  consulting  work 
or  speaking  engagements 

COMPLAINTS  HCA  and  other  hospital  chains  have  argued  that  the  price  of  Zimmer 
implants  is  propped  up  because  of  the  company's  cozy  relationships  with  surgeons 

DIVERSIFICATION  Zimmer  is  much  more  reliant  on  artificial  knees  and  hips  than  its 
competitors,  which  could  hurt  if  prices  for  those  joints  stop  rising,  as  expected 


Data: ■"■        -5V'.'ee*< 


AUG.  9,  '01 

Data:  Bloomberg  Financial  Markets 


MAY  17.  '05 


66    BusinessWeek 


^soruHoviS 

that  run  on  Windows' XP, 


Window's 


Q. 

5  £ 
o  •= 

_:  c 

£S 

li 

H 

C    *» 

nj  ^ 

.  a* 

8>s 

O  i" 

§1 


o  t> 
.?  a. 

5o 

IS 

at  o 

Si 

o>2 


o   <0 

°"2 

CL  2 

u 

o  aj 


% 


Your  potential.  Our  passion. 

Microsoft 


People  Merchants 


Flip-Flops,  Torn 
Jeans-ana  Control 

Abercrombie's  Mike  Jeffries  is  quirky  and 
informal,  but  he  sure  hates  to  delegate 


ICHAEL  S.  JEFFRIES 
is  a  man  with  many 
obsessions:  youth, 
fashion,  himself,  his 
lucky  shoes.  Those 
preoccupations  and 
quirks  have  come  to 
define  the  way  he  runs  Abercrombie  & 
Fitch  Co.,  the  clothing  company  best 
known  for  its  rebellious  attitude.  Head- 
quarters is  set  within  300  wooded  acres 
in  New  Albany,  Ohio.  A  bonfire  burns  dai- 
ly amid  the  tin-roofed  buildings,  where 


dance  music  blares  nonstop.  Jeffries 
doesn't  have  an  office  or  desk;  he  works 
from  a  conference  room  with  big  win- 
dows looking  out  on  the  grounds.  No 
matter  the  weather,  he  trots  around  the 
place  in  flip-flops,  torn  jeans,  or  shorts. 
Most  mornings  he  lifts  weights  barefoot 
in  the  company  gym.  At  home,  a  photo  of 
a  toned  naked  male  torso  shot  by  Herb 
Ritts  hangs  over  the  fireplace  in  his  bed- 
room. And  at  60,  he  dyes  his  hair  blond 
"because  it  is  fun,"  he  says.  A  former  col- 
league, Neil  Dinerman,  puts  it  a  little  dif- 


ferently: "He  would  like  to  be  a  guy  with 
a  young  body  in  California." 

Few  in  the  apparel  business  have 
achieved  as  much  success  by  flouting  con- 
vention. Since  Jeffries  became  CEO  in 
1992,  he  has  transformed  a  floundering 
men's  haberdashery  once  owned  by  Lim- 
ited Brands  Inc.  into  a  brand  so  popular 
that  the  company  has  posted  profit  gains 
for  the  past  48  quarters  (excluding  a  one- 
time charge  last  year).  That's  a  record  un- 
matched by  its  peers.  Jeffries  revived  A&F 
by  selling  preppy  but  edgy  casual  clothing 
at  high  prices  unheard  of  in  that  market. 
He  used  advertising  so  racy  that  it  drew 
complaints  from  parents,  which  of  course 
made  the  clothes  even  more  appealing  to 
kids.  Jeffries  also  faced  more  serious  com- 
plaints of  racial  discrimination  in  the 
workplace;  last  year  A&F  paid  about  $50 
million  to  settle  three  lawsuits. 

At  the  end  of  the  decade,  A&F  lost  some 
of  its  cachet;  for  four  years  sales  declined 
at  stores  open  at  least  12  months.  But  Jef- 
fries took  a  different  approach  from  most 
retailers.  He  refused  to  offer  discounts 
and,  to  howls  from  Wall  Street  analysts, 
actually  raised  prices  to  preserve  the  al- 
lure of  the  brand  and  profits.  His  strategy 
worked:  Since  last  fall,  A&F's  sales  have 
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rebounded,  and  its  stock  price  has 
climbed  111%,  to  about  $58.  The  $2.6  bil- 
lion company  said  that  during  its  first 
quarter,  which  ended  Apr.  30,  its  net  in- 
come rose  38%,  to  $40.4  million,  from 
the  same  period  last  year.  Sales  at  stores 
open  at  least  a  year  rose  19%. 

SOLE  SEARCHING 

l  RECENTLY,  THOUGH,  Jeffries  has  had  to 
;  face  the  new  reality  confronting  all  CEOs. 
On  Apr.  12  the  company  quickly  settled  a 
shareholder  suit  by  reducing  Jeffries' 
stratospheric  pay  package;  among  other 
things,  it  agreed  to  cut  in  half  a  $12  mil- 
lion bonus  he  would  receive  for  staying 
on  as  CEO  through  2008.  The  suit  also 
drew  attention  to  A&F's  cozy  board.  Busi- 
nessWeek has  since  learned  of  an  undis- 
closed, though  not  illegal,  transaction  in- 
volving the  director  of  the  compensation 
f  committee  and  A&F.  It's  not  just  ques- 
tions of  corporate  governance  that  have 
some  concerned,  though.  "Abercrombie's 
biggest  weakness  is  that  it  is  all  about 
Mike,"  says  AG.  Edwards  &  Sons  analyst 
Robert  Buchanan. 

Employees  are  reminded 
of  that  at  the  start  of  each 
day.  Jeffries  leaves  his  black 
Porsche— doors    unlocked, 
with  the  keys  between  the 
seats— at  the  same  odd  an- 
gle at  the  edge  of  the  park- 
ing  lot.   Everyone  knows 
why:  Jeffries  is  superstitious 
about    success.    That's 
why    he    always    goes 
through  revolving  doors 
twice.    Associates    have 
learned  not  to  pass  him  in 
stairwells;  he  returns  the 
courtesy.  Then  there  are 
Jeffries'   lucky   shoes,   a 
worn  pair  of  Italian  loafers 
that  a  secretary  keeps  in 
her  desk.  "I  put  them  on 
every     single      morning 
when  I  look  at  the  num- 
bers,"   he    says.    Several 
years  ago,  a  piece  of  one 
sole   fell   off,   sparking   a 
headquarters-wide  search. 

Jeffries  was  born  into  re- 
tail. His  father,  the  owner  of 
a  small  chain  of  party-sup- 
ply stores  in  Los  Angeles,  let 
him  select  all  the  merchan- 
dise for  the  toy  depart- 
ments when  Jeffries  was 
just  12.  He  studied  econom- 
ics at  Claremont  McKenna 
College  and  got  an  MBA  at 
Columbia    University.    In 


1968  he  joined  the  management  training 
program  at  the  now-defunct  New  York 
department  store  Abraham  &  Straus, 
which  was  a  division  of  Federated  De- 
partment Stores  Inc.  and  the  training 
ground  for  some  of  the  nation's  best  mer- 
chants. Those  who  worked  at  A&S  during 
that  time  included  Allen  Questrom,  who 
went  on  to  run  Federated  and  J.C.  Penney 
Co.,  and  Millard  S.  Drexler,  who  was  CEO 
of  Gap  Inc.  and  now  is  at  J.  Crew.  Even 
among  that  group,  Jeffries  was  known  for 
his  ambition.  "He  worked  twice  as  much 
as  any  of  us,"  Drexler  says.  Former  A&S 
Chairman  Alan  Gilman  remembers 
something  else:  Jeffries  was  so  in  control 
that  he  failed  to  develop  his  staff.  "A  gift- 
ed guy  who  does  it  himself  is  different 
from  a  gifted  guy  who  helps  people  help 
him  do  it,"  Gilman  says. 

When  Jeffries  ventured  out  on  his 
own,  he  had  some  trouble.  In  1980  he  iL  , 
founded  Alcott  &  Andrews,  which  was  j 
aimed  at  career  women.  The  brand  did 
well  initially,  but  Jeffries  overexpand- 
ed.  By  1983,  Alcott  was  bankrupt.  | 
Next,  Jeffries  took  a  top  mer- 
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Michael  Jeffries 

He  has  made  A&F  chic  through 
sexy  images  and  high  prices 


TOO  DARN  HOT? 

A&F's  magazine 
and  catalogue 


BORN  July  13, 1944  in  Elk 
City,  Okla. 

EDUCATION  BA  in 

economics,  Claremont 
McKenna  College,  1966  and 
MBA  from  Columbia 
University  Business  School,  1968. 

POSITION  Chief  Executive  of  Abercrombie  &  Fitch  Co. 

BACK  STORY  Started  out  at  now-defunct  New  York 
department  store  Abraham  &  Straus,  famed  for 
developing  great  merchants,  in  1968.  Had  senior 
positions  at  Bullocks  and  two  retailers  that  failed-Alcott 
&  Andrews  and  Paul  Harris.  In  1992  became  CEO  of 
Abercrombie  &  Fitch,  a  floundering  haberdashery  then 
owned  by  Limited  Brands. 

AFTER  HOURS  Jeffries  is  consumed  with  retailing  and 
spends  most  weekends  traveling-on  the  company 
plane— to  visit  stores  in  the  U.S.  and  overseas.  Last  year 
his  air  time  cost  about  $300,000. 

SUPERSTITIONS  Jeffries  puts  on  his  lucky  shoes,  a 
worn  pair  of  Italian  loafers,  every  morning  before 
looking  at  the  numbers. 

FAMILY  He  and  his  wife,  Susan,  don't  live  together. 
She  lives  in  Los  Angeles,  while  Jeffries  maintains 
homes  in  Columbus,  Ohio,  and  the  Hamptons.  They 
have  one  son,  Andrew,  24. 


chandising  job  at  Paul  Harris,  a  struggling 
Midwest  women's  chain  that  slipped  into 
bankruptcy  protection  not  long  after  he  ar- 
rived. Thomas  Yeo,  another  merchant  at 
Harris,  said  Jeffries  was  creative  but  never 
made  much  effort  to  fit  in.  "He  kind  of 
looked  down  on  all  the  people  around," 
Yeo  says.  "He  looked  like  he  was  listening 
to  you,  but  I  don't  think  he  ever  was." 

None  of  that  prevented  Limited  CEO 
Leslie  Wexner  from  hiring  Jeffries  to  rein- 
vent the  ailing  Abercrombie.  Jeffries'  big 
idea  was  to  make  the  new  A&F  sizzle  with 
sex:  Bruce  Weber  photos  of  scantily  clad 
models  dominate  the  walls  of  A&F  stores 
and  its  catalogues.  Weber  says  Jeffries  in- 
terviews everyone  used  in  his  shots.  Jef- 
fries' control  of  the  brand  goes  way  beyond 
imagery,  though.  To  this  day,  there's  no 
detail  that  he  doesn't  ap- 
prove, from  all 
merchandise  at 
j  A&F  and  the  three 
other  labels  he  has 
developed  to  how 
clothes  are  folded 
on  store  tables. 

Jeffries   hasn't 
paid  the  same  atten- 
tion to  corporate  gov- 
ernance, even  as  its 
importance     to     in- 
vestors has  grown.  The 
suit  challenging  his  pay 
noted  that  lax  attitude.  As 
part  of  the  agreement,  in 
which  A&F  didn't  admit 
any  wrongdoing,  Jeffries 
cut  his  bonus,  gave  up  op- 
tion  grants   in   2005   and 
2006,  and  delayed  the  vest- 
ing of  a  $28  million  restrict- 
ed share  award  until  one 
year  after  he  retires.  A&F  also 
agreed  to  add  more  inde- 
pendent directors;  of  its  six 
outside  directors,  two  get 
substantial  fees  from  doing 
business  with  the  retailer, 
A&F  discloses. 

Jeffries  says  the  company 
settled  so  that  he  wouldn't 
be  distracted  by  the  suit.  But 
William  S.  Lerach,  a  San 
Diego  lawyer  who  special- 
izes in  shareholder  suits, 
says  the  settlement  is  unusu- 
al because  the  case  was  of  a 
type  that  is  hard  to  win.  He 
wonders  whether  Aber- 
crombie settled  to  prevent  a 
closer  look  at  its  books— a 
notion  A&F  denies. 

Still,  until  recently,  Jef- 
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fries  has  been  rather  casual  about  the  in- 
dependence of  his  board.  The  head  of  the 
compensation  committee,  John  W. 
Kessler,  has  been  involved  in  a  deal  with 
A&F,  and  his  son-in-law,  Thomas  D. 
Lennox,  holds  a  powerful  position  at  the 
company  as  head  of  investor  relations. 
Kessler  is  also  chairman  of  New  Albany 
Co.,  a  real  estate  development  firm 
owned  by  Wexner.  Kessler  told  Business- 
Week that  New  Albany  sold  Abercrombie 
the  piece  of  land  for  its  headquarters  in 
1999,  the  year  after  A&F  was  spun  off 
from  Limited;  real  estate  filings  show  the 
price  was  $12  million.  Kessler  also  re- 
ceived a  fee  from  Abercrombie  for  being 
part  of  a  three-person  team  charged  with 
finding  the  site.  Lennox  says  both  trans- 
actions were  approved  by  the  board, 
though  not  disclosed  to  shareholders, 
and  calls  the  fee  "immaterial,"  though  he 
couldn't  say  how  much  it  amounted  to. 

While  some  legal  experts  point  to 
technical  reasons  for  not  mentioning 
the  conflicts,  they  also  say  it  violates  the 
spirit  of  disclosure  rules.  "What  makes 
it  so  bad  is  that  the  chairman  of  the 
compensation  committee  is  someone 
the  CEO  has  an  interest  in  having  on  his 
side,"  says  Randall  S.  Thomas,  a  securi- 
ties professor  at  Vanderbilt  University 
School  of  Law. 

What  does  Jeffries  say  about  this 
deal?  "The  bottom  line  is  nobody 
thought  about  it,"  he  says.  "Were  there 
some  oversights?  Yeah.  Have  they  been 
corrected?  Yeah." 

What  Jeffries  is  really  focused  on  is 
continuing  to  expand  Abercrombie.  He 
recently  launched  Ruehl  No.  925,  an 
even  higher-end  label  for  those  who  have 
outgrown  A&F.  That's  in  addition  to 
ASF's  kids'  line  and  Hollister  Co.,  for 
mid-teens.  He  says  he's  developing  a  fifth 
concept,  but  won't  give  any  details.  This 
year  the  company,  with  783  stores,  will 
enter  Canada,  and  next  it  will  head  over- 
seas. Jeffries  imagines  a  global  portfolio 
of  luxury  brands— something  he  under- 
scored a  year  ago,  when  he  hired  former 
Gucci  Group  executive  Robert  Singer  as 
president.  Now  Jeffries  says  he  is  looking 
for  a  successor  and  has  named  presi- 
dents for  each  retail  division. 

But  during  a  meeting  to  review  the 
company's  knitwear  lineup  for  fall,  if  s 
clear  that  day  is  far  off.  Jeffries  solicits 
opinions  from  the  45  merchants  and  de- 
signers, then  critiques  their  responses, 
and  makes  the  final  decision  on  every 
item.  "This  shouts  sex,"  Jeffries  hoots 
about  a  silk  and  cashmere  top  for  Ruehl. 
This  is  definitely  still  all  about  Mike.  ■ 

-By  Robert  Berner  in  New  Albany,  Ohio 
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Can  the  PC  King 
Excel  in  Services? 

Dell  is  on  a  tear  now,  but  mainlining 
that  clip  could  be  tough 


IN  RECENT  YEARS,  DELL  INC.  HAS 
made  plenty  of  headlines  for  its  ef- 
forts to  move  "beyond  the  PC"  with 
assaults  on  markets  including 
printers,  storage  gear,  MP3  players, 
and  most  recently  flat-panel  televi- 
sions. But  one  of  the  company's 
least  glamorous  initiatives  is  also  gaining 
traction.  In  its  earnings  announcement 
on  May  12,  Dell  reported  that  its  $1.1  bil- 
lion computer  services  operation  grew 
30%  from  the  year  before— almost  dou- 
ble Dell's  16%  overall  growth  and  almost 
five  times  faster  than  the  overall  services 
industry.  "Dell  has  done  a  surprisingly 


good  job,"  says  analyst  Laura  Conigliaro 
of  Goldman,  Sachs  &  Co. 

That's  bad  news  for  any  tech  compa- 
ny that  relies  on  service  and  support  to 
pay  the  bills.  For  the  past  two  decades, 
Dell's  hyperefficient  ways  have  forced 
its  hardware  rivals  to  sacrifice  profits  or 
surrender  market  share— and  often 
both— to  compete  with  the  Round  Rock 
(Tex.)  company.  Now,  Dell  is  looking  to 
commoditize  parts  of  the  services  busi- 
ness in  the  same  way  it  did  hardware. 
It's  aggressively  expanding  in  basic 
phone  support  and  repair  services,  and 
it's  promoting  a  range  of  newer  offer- 


Strategies 


ings,  from  helping  businesses  load  soft- 
ware on  employees'  machines  to  helping 
them  recycle  and  replace  old  models. 
It's  mundane  stuff  compared  to 
the  big-think  consulting 
provided  by  IBM, 
Electronic  Data  Sys- 
tems Corp.,  and  oth- 
ers. But  if  Dell  has  its 
typical  impact,  it  could  put 
a  sizeable  crack  in  one  of 
the  most  reliable  profit 
centers  of  its  rivals.  "You 
have  to  take  Dell  seriously," 
sa\P5fen  Schatt,  senior  research  director 
at  research  firm  Current  Analysis. 

Still,  that's  a  big  if.  For  now,  Dell  is 
wisely  exploiting  the  easiest  opportuni- 
ties. It  is  selling  primarily  to  existing  cor- 
porate customers,  particularly  those  that 
don't  ask  it  to  support  products  from  its 
rivals.  And  in  a  striking  exception  for  a 
company  built  on  having  a  direct,  no- 
middleman  connection  to  customers, 
Dell  relies  heavily  on  subcontractors  that 
are  willing  to  take  on  near-profitless  as- 
signments—say, driving  to  a  remote  ru- 
ral account  in  North  Dakota.  But  to  keep 
taking  share,  say  skeptics,  Dell  must  en- 
sure its  hired  help  keeps  providing  top- 
notch  service,  while  it  further  expands 
its  range  of  offerings  to  win  over  big  cus- 
tomers that  want  a  one-stop  service 
shop.  "Dell  is  going  to  get  sucked  into 
that  vortex  whether  it  likes  it  or  not. 
Otherwise,  it'll  be  an  also-ran,"  predicts 
Tom  Rodenhauser,  president  of  Consult- 
ing Information  Services  in  Keene,  N.H. 

A  DIFFERENT  MINDSET 

THAT  COULD  REQUIRE  daunting 
changes  from  the  time-tested  approach 
that  has  made  Dell  the  king  of  plain-Jane 
computers.  When  hawking  hardware,  its 
focus  on  efficiency  has  given  customers 
what  they  want:  low  prices  and  no-fuss 
delivery.  But  computer  services  is  a  dif- 
ferent game,  one  that  requires  an  up- 
front investment  in  people  and  parts.  Far 
from  the  discipline  of  Dell's  just-in-time 
production  lines,  computer  services  is 
about  managing  disorder— 
whether  it's  coffee  spilled  on 
a  keyboard  or  a  massive 
hacker  attack. 

Dell  hasn't  always  shone 
in  this  regard.  In  2003  com- 
plaints against  the  company 
piled  up,  in  part  because  it 
was  routing  support  calls  to 
India.  That  November  it 
discontinued  the  practice 
for  most  corporate  cus- 
tomers. And  in  the  fourth 


quarter  of  2004,  Dell  fell  behind  Hewlett- 
Packard  in  a  customer  satisfaction  survey 
done  by  research  firm  Technology  Busi- 
ness Research  Inc.  As  Dell  tries  to  sell 
even  more  sophisticated  offerings,  its 
lean-and-mean  approach  could  be  sorely 
tested,  says  TBR  analyst  Humberto  An- 
drade.  "Services  requires  a  different  cul- 
ture and  approach,"  he  says  "If  s  different 
from,  'Let's  sell  30,000  PCs.' " 

Whether  Dell  can  make  the  jump 


Rollins  thinks  Dell  also  has  an  edge  in 
how  it's  approaching  this  market.  For 
starters,  the  company  isn't  trying  to  do 
everything— it's  focusing  mostly  on  jobs 
that  will  help  it  boost  hardware  sales.  The 
message,  says  vice-president  of  services 
Gary  Cotshott,  is  that  "to  take  advantage 
of  the  full  value  of  Dell,  you  ought  to  com- 
bine our  technology  with  services."  Plus, 
Dell  is  keeping  tight  control  of  costs.  It's 
using  its  market  clout  to  get  great  deals 


Dell:  At  Your  Service 

To  hit  its  goal  of  $80  billion  in  sales  by  the  end  of  2008,  Dell  plans 
to  more  than  double  its  sales  of  tech  services  to  about  $8.2  billion 
per  year.  It  might  not  be  so  easy.  Here's  why: 

DELL  INDIRECT  Dell  is  famous  for  selling  its  hardware  direct  to  customers,  with  no 
middlemen  involved  to  siphon  off  profits  or  slow  delivery.  But  in  services,  Dell  relies 
heavily  on  subcontractors,  such  as  Unisys  and  Getronics.  That  leaves  Dell  customers' 
experience  in  the  hands  of  others-and  could  slice  profits. 

PLAYING  NICE  WITH  OTHERS  Almost  all  companies  have  computers  and  related  gear 
from  many  suppliers,  but  Dell  prefers  to  support  only  its  own.  That  could  limit  Dell's 
opportunities  from  the  outset. 

WHERE  TO  GO  FROM  HERE  Dell's  subcontracting  approach  works  well  for  basic 
installation  and  repair  services,  where  Dell  is  already  strong.  But  without  its  own  staff 
and  expertise,  some  analysts  wonder  how  it  can  sell  enough  higher-end  services— say, 
designing  new  server  farms-to  hit  its  revenue  goals.  Especially  since  partners  like 
Unisys  are  already  selling  those  services. 


To  keep 
gaining 
share,  Dell 
must  learn  a 
whole  new 
bag  of  tricks 


could  have  huge  implications  for  the 
company.  That's  because  services  is  a  key 
element  of  Chief  Executive  Kevin  B. 
Rollins'  plan  to  propel  the  company  from 
$49  billion  in  revenues  in  the  latest  fiscal 
year  to  $80  billion  by  the  end  of  2008. 
Rollins  hopes  to  get  about  $5  billion  of 
that  $31  billion  increase  from  services. 

That's  not  to  discount  Dell's  fast 
progress  of  late.  Just  as  it  did  in  PCs  and 
other  markets,  the  company  is  attacking  a 
market  segment  ripe  for  commoditization. 
Back  in  the  1990s,  tech  buyers  typically 
inked  a  slew  of  deals  with  various  services 
companies— one  to  repair  laptops,  say, 
and  another  to  man  a  help  desk.  Now, 
some  70%  of  buyers  want  cheaper  bun- 
dles of  basic  services,  says  TBR.  While  Dell 
isn't  alone  in  going  after  this  market,  its 
fast-rising  share  of  the  PC 
business  gives  it  an 
unrivaled  opportunity.  Hav- 
ing purchased  all  of  its  PCs 
from  Dell,  Atlanta  docu- 
ment-management compa- 
ny Recall  Corp.  will  likely 
choose  the  company  to 
manage  the  machines. 
"Dell,  as  the  incumbent,  ab- 
solutely has  an  edge,"  says 
Brian  Beard,  Recall's  chief 
information  officer. 


from  subcontractors  such  as  Getronics 
and  Unisys  Corp.  to  handle  the  workaday 
tasks.  Its  own  staff  is  much  leaner  than  its 
peers:  Dell  has  10,000  people  providing 
hardware  support,  vs.  roughly  40,000  for 
Hewlett-Packard  Co.  The  result:  Dell 
generates  $254,000  in  revenues  for  each 
services  employee,  compared  with  an  in- 
dustry average  of  $151,000,  according  to 
TBR.  "They  are  going  to  be  a  dominant 
player,"  predicts  Paul  D.  Jameson, 
Getronics'  vice-president  of  marketing. 
"They  used  to  not  be  invited  to  bid  for 
projects.  Now  they  are  invited  to  the  show 
every  time." 

WHAT  DELL  DOESN'T  DO 

BUT  ONLY  CERTAIN  kinds  of  shows— at 
least  so  far.  Dell  doesn't  address  some  of 
the  biggest  segments,  such  as  taking 
over  the  operation  of  customers'  tech- 
nology shops  or  providing  consulting  to 
help  them  find  new  ways  to  use  tech  gear 
to  improve  their  businesses.  Indeed,  the 
markets  where  Dell  now  plays  total  just 
$86  billion  of  the  $635  billion  services 
industry,  according  to  Gartner  Inc.  And 
in  other  markets,  such  as  helping  com- 
panies manage  their  software  programs 
and  configure  their  servers,  Dell  remains 
a  bit  player.  "Dell  is  doing  a  good  job  of 
getting  a  lot  of  press,"  says  Dan  Socci, 
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vice-president  of  marketing  for  HP's 
technology  services  unit.  "But  their 
portfolio  is  nothing  like  the  broad  port- 
folio we  have." 

But  Dell  may  someday  be  forced  to 
move  out  of  its  comfort  zone  to  maintain 
its  services  growth.  For  starters,  there  are 
only  a  limited  number  of  customers  that 
have  only  Dell  gear.  Even  Austin  Peay 
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State  University  in  Clarksville,  Term.,  is 
debating  whether  to  give  Dell  a  $100,000 
contract  to  set  up  a  storage  network— one 
reason  it's  hesitating  is  that  Dell  is  reluc- 
tant to  support  the  Sun  Microsystems  Inc 
gear  it  already  owns.  And  many  large 
multinationals  prefer  to  hire  a  soup-to- 
nuts  provider  that  can  help  them  apply  b-' 


technology  to  their  business  problems— 


...Meanwhile,  a  Big  Step 
Back  for  Big  Blue 
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It  was  a  notable  upset.  On  Mar.  11, 
Hewlett-Packard  Co.  landed  a  $150 
million  outsourcing  deal  with  Renault, 
snatching  the  plum  contract  away  from 
archrival  IBM.  HP  will  manage  PCs  for 
87,000  of  the  carmaker's  employees  in  26 
countries.  HP's  $14  billion  tech  services  unit 
doesn't  get  much  respect,  but  with  last 
quarter's  growth  rate  topping  14%,  it's 
looking  a  lot  spiffier  than  the  industry  leader. 
"We're  absolutely  winning  against  IBM,"  says 
Mike  Rigodanzo,  senior  vice-president  for 
technology  services  at  HP. 

IBM's  sprawling  $46  billion  services 
division  has  certainly  run  into  a  rough 
patch.  Services  have  been  the  company's 
growth  engine  for  a  decade,  but  they  grew 
just  6%  in  the  first  quarter.  That  news 
prompted  IBM's  May  4  announcement  that 
it  will  take  a  restructuring  charge  of  up  to 
$1.7  billion  and  eliminate  as  many  as 
13,000  positions,  mainly  in  Europe,  where 
demand  was  slowest. 

Here's  what's  happening:  While  the 
company  has  been  focused  on  its  future, 
the  present  is  coming  up  and  kicking  it  in 
the  pants.  IBM  has  been  investing  rapidly  in 
business  consulting  services  to  help 
companies  transform  the  way  they  do 
business,  yet  its  less  glamorous,  traditional 
tech  services  still  pay  a  lot  of  the  bills. 
Signings  of  short-term  contracts  for 
installing  computers  and  software  and  for 
systems  integration  were  down  9%  in  the 
first  quarter.  So  services  chief  John  R. 
Joyce  needs  to  shore  up  that  end  of  the 
business.  "I  still  think  they  have  the  winning 
strategy  at  the  high  end  of  the  enterprise, 
but  they  have  to  make  some  repairs  short 
term,"  says  analyst  William  Shope  of 
JPMorgan  Securities. 

It's  a  surprising  shift.  The  latest  quarter 
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is  the  first  time  in  years  that  this  piece  of 
IBM's  business  has  fallen  short  of  its 
targets.  The  company  blames  poor 
execution  and  slow  demand  in  Europe. 
Mediocre  hardware  sales  may  also  have 
played  a  role.  Sales  of  PC  servers  rose  a 
disappointing  8%,  while  mainframe  sales 
actually  declined  by  16%— troubling  since 
many  short-term  services  contracts  are  an 
outgrowth  of  hardware  sales. 

IBM  vows  to  get  back  in  the  game.  To 
boost  sales  to  small  and  midsize  businesses, 
it's  adding  a  tele-sales  unit.  It's  eliminating 
the  layer  of  management  that  oversaw 
Europe,  and  assigning  pricing  and  marketing 
decisions  to  the  people  in  individual 
countries-with  the  goal  of  closing  deals 
more  aggressively.  IBM  has  set  up  small 
teams  to  go  into  companies,  size  up  their 
computing  needs  in  a  couple  of  weeks,  and 
recommend  changes.  And  it  hopes  to  close 
more  of  the  smaller  contracts  by  conducting 
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iot  just  help  manage  the  gear  itself. 
Dell's  reliance  on  subcontractors 
ould  present  another  problem.  Current- 
y,  companies  such  as  Unisys  and 
jetronics  agree  to  provide  their  man- 
jower  for  little  profit,  since  it  gets  them 
n  the  door  to  sell  higher-margin  services, 
ay  analysts.  Should  Dell  go  after  those 
>pportunities  as  well,  these  subcontrac- 


tors may  refuse  to  play  ball— or  at  least 
insist  on  a  little  more  profit. 

To  be  sure,  no  technology  company  has 
a  better  track  record  of  living  up  to  its 
promises  than  Dell.  But  it  may  have  a 
tougher  time  than  usual  delivering  when 
it  comes  to  computer  services.  ■ 

-By  Louise  Lee  in  San  Mateo,  Calif., 
with  Spencer  Ante  in  New  York 


requent  deal  status  reviews.  "We  want  to 
nake  sure  we  have  the  right  management 
.ystems  and  the  right  way  of  reaching  the 
Customer,"  says  Don  DeMarco,  vice- 
resident  in  Information  Technology  Services 
or  the  U.S.  market. 

While  the  moves  seem  smart,  they're  not 
ikely  to  deliver  a  major  growth  spurt 
mmediately.  If  there  isn't  improvement  by 
:he  end  of  the  year,  though,  IBM  will  have  to 
nake  more  fundamental  changes. 

For  IBM's  services  strategy  to  succeed,  it 
needs  to  maintain  a  balance  of  multiyear 
outsourcing  deals  and  short-term  contracts, 
ndustrywide,  the  length  of  outsourcing 
agreements  is  declining,  largely  because 
customers  don't  want  to  be  locked  in  with  a 
single  supplier  for  as  many  as  10  years. 
Though  IBM  remains  the  worldwide  services 
ieader,  with  its  share  holding  steady  at  7.8% 
in  2004,  the  trend  toward  shorter  contracts 
caused  its  order  backlog  to 
drop  7.5%  last  year  and  an 
additional  1%  in  the  first 
quarter.  IBM  had  been  relying 
on  a  healthy  flow  of  short- 
term  contracts,  of  less  than 
one  year,  which  deliver 
revenues  and  profits 
immediately  rather  than  over 
several  years.  Now  it  must  get 
its  portfolio  back  in  balance. 

The  company's  European 
management  reorganization 
likely  won't  help  that  much. 
Starting  three  years  ago,  IBM 
began  shifting  its  sales  force 
to  place  high-powered  sales 
executives  in  direct  contact  with  large 
customers.  A  new  category  of  employees, 
called  managing  directors,  deals  directly 
with  a  large  client  or  two,  has  authority  over 
pricing,  and  coordinates  all  of  the 
salespeople  from  the  company's  divisions 
who  deal  with  those  clients.  The  strategy 
hasn't  delivered  the  stellar  results  IBM  was 
looking  for,  especially  in  Europe.  So  it's 
doubtful  the  new  staff  shifts  will  make  a  huge 
difference  in  sales. 

The  smaller-business  push  doesn't  seem 
like  a  quick  game-changer,  either.  The  market 
for  small  and  midsize  business  has  long 
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been  seen  as  ripe  for  the  large  tech  outfits 
but  has  proved  difficult  to  harvest.  Two  years 
ago,  IBM  began  creating  services  tailored  for 
these  smaller  clients,  and  in  the  past  couple 
of  months  it  launched  11  new  offerings- 
including  an  e-mail  security  scanning  service 
that  costs  as  little  as  $1  per  user  per  month. 
In  January  it  acquired  Corio  Inc.  to  beef  up 
its  ability  to  deliver  online  applications  to 
smaller  businesses.  And  in  March  it 
announced  a  $300  million  investment  in 
recruiting  and  training  regional  services 
companies  to  deliver  its  offerings. 

The  trouble  is,  smaller  businesses  are 
typically  more  cautious  than  big  ones  about 
adopting  new  technologies.  Plus,  IBM  has  to 
convince  those  local  services  outfits,  some  of 
whom  it  competes  with,  that  it  really  wants  to 
be  their  friend.  That  may  be  tough.  "They 
have  to  get  out  of  their  comfort  zones  to  boost 
growth,  but  it  requires  a  substantial  change  in 
how  they  do  business,"  says 
analyst  Bob  Djurdjevic  of 
Annex  Research. 

There's  another  initiative 
that's  intriguing-but  still  in 
the  planning  stages. 
DeMarco  has  asked  IBM 
Research  scientists  to  take 
the  knowledge  and 
technology  developed  for 
large  consulting  clients  and 
design  sophisticated, 
prepackaged  services  for 
smaller  customers.  These 
bite-size  services  could  be 
delivered  by  IBM  or  by  its 
regional  partners.  "It 
changes  the  economics,"  says  DeMarco. 
"You're  less  dependent  on  consultants  and 
more  focused  on  automating  things  through 
technology,  and  that  lowers  the  costs." 

When  Joyce,  formerly  IBM's  chief  financial 
officer,  took  over  as  head  of  global  services  a 
year  ago,  it  seemed  as  if  he  had  inherited  a 
smooth-running  machine.  Now  it  looks  like  he 
has  something  of  a  turnaround  project  on  his 
hands.  Joyce  must  stoke  up  those  traditional 
services  offerings  without  forsaking  the  future. 
Rivals  Accenture,  HR  and  Dell  will  surely  make 
IBM  pay  a  high  price  if  he  stumbles. 

-By  Steve  Hamm  in  New  York 
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IN  AN  UNMARKED  BUILDING  IN  DOWN- 
town  Washington,  Brian  K.  Nagel  and 
15  other  Secret  Service  agents  manned  a 
high-tech  command  center,  poised  for 
the  largest-ever  roundup  of  a  cyber- 
crime gang.  A  huge  map  of  the  U.S., 
spread  across  12  digital  screens,  gave 
them  a  view  of  their  prey,  from  Arizona  to 
New  Jersey.  It  was  Tuesday,  Oct.  26,  2004, 
and  Operation  Firewall  was  about  to  be  un- 
leashed. The  target:  the  ShadowCrew,  a  gang  whose  members 
were  schooled  in  identity  theft,  bank  account  pillage,  and  the 
fencing  of  ill-gotten  wares  on  the  Web,  police  say.  For  months, 
agents  had  been  watching  their  every  move  through  a  clan- 
destine gateway  into  their  Web  site,  shadowcrew.com.  To  en- 
sure the  suspects  were  at  home,  a  gang  member-turned-in- 
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formant  had  pressed  his  pals  to  go  online  for  a  group  meeting. 

At  9  p.m.,  Nagel,  the  Secret  Service's  assistant  director  for  in- 
vestigations, issued  the  "go"  order.  Agents  armed  with  Sig-Sauer 
229  pistols  and  MP5  semi-automatic  machine  guns  swooped  in, 
aided  by  local  cops  and  international  police.  The  adrenaline  was 
pumping,  in  part,  because  several  ShadowCrew  members  were 
known  to  own  weapons.  Twenty-eight  members  were  arrested, 
most  still  at  their  computers.  The  alleged  ringleaders  went  qui- 
etly, but  one  suspect  jumped  out  a  second-story  window.  Agents 
nabbed  him  on  the  ground.  Later,  they  found  a  loaded  assault 
rifle  in  his  apartment.  The  operation  was  swift  and  bloodless. 
"  [Cybergangs]  always  thought  they  operated  with  anonymity,'' 
says  Nagel,  a  tall,  chiseled  G-man.  "We  rattled  them." 

There's  a  new  breed  of  crime-fighter  prowling  cyberspace:  the 
hacker  hunters.  Spurred  by  big  profits,  professional  cyber-crim- 
inals  have  replaced  amateur  thrill-seeking  hackers  as  the  biggest 
threat  on  the  Web.  Software  defenses  are  improving  rapidly,  but 
law  enforcement  and  security  companies  understand  they  can 
no  longer  rely  on  technology  alone  to  deal  with  the  plague  of 
virus  attacks,  computer  break-ins,  and  online  scams.  Instead, 


ho 


Last  October,  law  enforcers  made  their  most  important  cybercrime  takedown: 
The  ShadowCrew,  which  cops  say  ran  the  equivalent  of  an  eBay  for  online  crime. 
Here's  how  the  feds  say  the  gang  operated— and  how  cops  busted  it  up. 


THE  SUSPECTS 

mrHAPor  Andrew  Mantovani,  23,  a  part-time  community 
college  student  in  Arizona,  and  David  Appleyard,  45,  a  former  New 
Jersey  mortgage  broker. 

WHATTHEYTyAmKypOFHrMMft  From  August,  2002, 
until  last  October,  the  two  allegedly  ran  shadowcrew.com  as  an 
international  clearinghouse  for  stolen  credit  cards  and  identity 
documents.  They're  charged  with  creating  a  marketplace  for  4,000 
gang  members  to  buy  and  sell  hot  information  and  merchandise. 

HOW  THE  GANG  WAS 
Q&GANJZED  Mantovani 
and  Appleyard  allegedly  were 
"administrators,"  in  charge  of 
running  the  Web  site  and 
recruiting  members.  They 
assigned  "moderators"  to 
operate  sections  of  the  Web 
site-say,  for  credit  cards  or  fake 
IDs.  "Reviewers"  picked  up 
merchandise  at  package 
shipping  stores  and  tested  it. 
Most  members  were  "vendors" 
who  bought  and  sold  on  the  site. 

HOW  THE  WEB  SITE  OPERATED  It  was  open  for  business 
24  hours  a  day,  but  the  busiest  time  was  from  10  p.m.  to  2  a.m.  on 
Sunday  nights.  People  ordered  merchandise  listed  on  the  site  and 
got  debits  and  credits  to  their  accounts.  They  also  bought  through 
online  auctions.  The  site  posted  crime  tips,  such  as  how  to  use  stolen 
credit  cards  and  fake  IDs  at  big  retailers,  police  say. 
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THE  POLICE 

IN  CHARGE  Brian  K.  Nagel,  an  assistant  director  at  the  Secret 
Service.  His  team  coordinated  state  and  local  police  and  authorities 
in  six  foreign  countries. 

THE  SETUP  Cops  organized  Operation  Firewall  in  2003  to  catch 
purveyors  of  stolen  credit  and  debit  cards.  They  spotted  the 
ShadowCrew  and  persuaded  a  top  member  to  cooperate.  They  got 
authorization  to  create  and  tap  a  gateway  through  which  members 
entered  the  Web  site— and  then  used  it  to  locate  gang  members. 

HOWTHE  COP*  rni  i  APnPA-nm  ShadowCrew's 4,000 
members  lived  in  a  dozen  countries  and  across  the  U.S.  The  Secret 
Service  enlisted  cops  to  help  hunt  them  down.  Among  the  allies: 
state  cybercrime  teams,  Britain's  National  High-Tech  Crimes  unit,  the 
Royal  Canadian  Mounted  Police,  and  the  Bulgarian  Interior  Ministry. 
The  "go"  order  for  the  bust  was  synchronized  to  prevent  ShadowCrew 
members  from  warning  each  other  via  instant  messages. 

THE  BUST  On  Oct.  26, 2004,  at  9  p.m.,  cops  swooped  in  to 

arrest  28  ShadowCrew  members  in  eight  states  and  six  countries. 

They  seized  dozens  of 

computers  and  found 

1.7  million  credit-card 

numbers  and  more  than 

18  million  e-mail 

accounts.  Mantovani, 

Appleyard,  and  others  are 

slated  to  go  to  trial  later 

this  year.  The  cops  expect 

to  use  their  evidence  to 

make  more  arrests. 


they're  marshaling  their  forces 
and  using  gumshoe  tactics  to 
fight  back— infiltrating  hacker 
groups,  monitoring  their  chatter 
on  underground  networks,  and 
when  they  can,  busting  the  bad- 
dies before  they  do  any  more 
damage.  "The  wave  of  the  future 
is  getting  inside  these  groups,  de- 
veloping intelligence,  and  taking 
them  down,"  says  Christopher 
M.E.  Painter,  deputy  chief  of  the 
Computer  Crime  section  of  the 
Justice  Dept.,  who  will  help  pros- 
ecute ShadowCrew  members  at  a 
trial  scheduled  for  October. 

Step  by  step,  the  cops  are  fig- 
uring out  how  to  play  the  cyber- 
crime game.  They're  employing 
some  of  the  same  tactics  used  to 
crush  organized  crime  in  the 
1980s— informants  and  the  cy- 
berworld  equivalent  of  wiretaps. 
They're  also  busy  coming  up 
with  brand  new  moves.  FBI 
agent  Daniel  J.  Larkin,  a  20-year 
vet  who  heads  up  the  bureau's 
Internet  Crime  Complaint  Center,  taps  online  service  providers 
to  help  pierce  the  Web's  veil  of  anonymity  and  track  down  crim- 
inal hackers.  In  late  April,  leads  supplied  by  the  FBI  and  eBay 
Inc.  helped  Romanian  police  round  up  11  members  of  a  gang 
that  set  up  fake  eBay  accounts  and  auctioned  off  cell  phones, 
laptops,  and  cameras  they  never  intended  to  deliver.  "We're  get- 
ting smarter  every  day,"  says  Larkin. 

Smarter  and  more  collaborative.  While  the  FBI  and  other  in- 
vestigators have  been  criticized  for  fighting  each  other  almost  as 
fiercely  as  the  criminals  on  traditional  cases,  they  cooperate 
more  than  ever  when  it  comes  to  cybercrime.  Local,  state,  and 
federal  agencies  regularly  share  tips  and  team  up  for  busts.  The 
FBI  and  Secret  Service,  which  received  jurisdiction  over  financial 
crimes  when  it  was  part  of  the  Treasury  Dept.,  have  even  formed 
a  joint  cybercrime  task  force  in  Los  Angeles.  Public  agencies  also 
are  linking  with  tech  companies  and  private  security  experts 
who  often  are  the  first  to  discover  crimes  and  clues. 

This  makes  the  hacker  hunters  an  eclectic  bunch.  Larkin 
ends  up  working  in  tandem  with  people  like  Mikko  H.  Hyppo- 
nen,  director  of  antivirus  research  at  Finnish  security  outfit 
F-Secure  Corp.  Larkin  is  a  straitlaced,  45-year-old  native  of  In- 
diana, Pa.,  who  honed  his  skills  during  Operation  Illwind,  the 
1980s  investigation  into  kickbacks  paid  to  Pentagon  officials  by 
defense  contractors.  Hypponen  is  a  35-year-old  computer  whiz 
who  fives  on  an  island  southwest  of  Helsinki  populated  by  few- 
er than  100  people  and  a  herd  of  moose. 


On  a  Rampage 


THERE'S  A  CLEAR  REASON  for  this  newfound  collaboration: 
The  bad  guys  are  winning.  They're  stealing  more  money,  swip- 
ing more  identities,  wrecking  more  corporate  computers,  and 
breaking  into  more  secure  networks  than  ever  before.  Total 
damage  last  year  was  at  least  $175  billion,  a  record— and  30% 
higher  than  2003,  according  to  research  firm  Computer  Eco- 
nomics Inc.  Among  the  computers  compromised  were  those  at 


How  secret  is  the  Secret  Service?  It  won't  provide 
Nagel's  age  or  any  personal  details.  Discretion 
U.S.  Secret         comes  with  the  territory.  The  Secret  Service 
Service  protects  the  President  and  polices  financial 

Assistant  crimes.  Nagel  spent  5 '/? years  looking outfor 

Director  Presidents  George  H.W.  Bush  and  Bill  Clinton. 

Now  the  22-year  vet  runs  the  investigations  unit. 
Best  known  for  Leading  the  takedown  of  the 
ShadowCrew.  His  team's  work  is  seen  as  a  model 
for  cutting-edge  investigations  into  cybercrime. 

NASA  a  break-in  in  which  one  of  the  prime  suspects  is  a  16- 
year-old  from  the  Swedish  university  town  of  Uppsala. 

Part  of  the  problem  is  that  cops  don't  have  all  the  weapons 
they  need  to  fight  back.  They  clearly  lack  the  financial  resources 
to  match  their  adversaries'  technical  skills  and  global  reach.  The 
FBI  will  spend  just  $150  million  of  a  $5  billion  fiscal  2005  budg- 
et on  cybercrime— not  including  personnel— in  spite  of  its  be- 
ing given  the  third-highest  priority.  (Terrorism  and  counterin- 
telligence come  first.)  The  Secret  Service  won't  discuss  the 
funding  breakdown  for  cybercrime.  Both  agencies  are  aggres- 
sively lobbying  Congress  for  more  money. 

Cybercrime  laws  haven't  been  much  of  a  help.  Hacking  into 
computer  networks  was  long  seen  as  little  more  than  a  prank, 
and  punishment  was  typically  a  slap  on  the  wrist.  That's  be- 
ginning to  change,  however.  Prosecutors  are  starting  to  make 
aggressive  use  of  the  Computer  Fraud  &  Abuse  Act,  which  car- 
ries penalties  of  up  to  20  years  in  prison.  The  lengthiest  sen- 
tence so  far  has  been  nine  years,  issued  last  December.  Now 
prosecutors  plan  to  send  a  message  with  the  ShadowCrew  case. 
Several  members  face  prison  sentences  of  5  to  10  years  if  con- 
victed. "There  have  to  be  consequences,"  says  Painter. 

The  wiliest  of  the  hackers  still  run  rings  around  the  cops.  A 
Russian  gang  called  the  HangUp  Team  has  been  pummeling  e- 
commerce  Web  sites  and  taunting  its  pursuers  for  two  years, 
police  say.  The  gang  plants  software  bugs  in  computers  that  al- 
low it  to  steal  passwords,  and  it  rents  out  huge  networks  of 
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computers  to  others  for  sending  out  viruses  and  spam.  HangUp 
Team  hides  in  plain  sight.  Its  Web  site-rat.net.ru/index.php— 
is  decorated  with  a  red-and-black  swastika  firing  off  lightning 
bolts.  Its  blog  discusses  hacker  tactics  and  rails  against  Ameri- 
Its  motto:  In  Fraud  We  Trust.  "We  think  we  know  what 


cans. 


they've  done,  where  they  are,  and  who  they  are,"  says  Nagel. 
But  authorities  haven't  been  able  to  nab  them  so  far.  The  Secret 
Service  won't  say  why. 


Trojan  Horse 


DEVILISH  TRICKERY  KEEPS  THE  criminals  one  step  ahead.  In 
January,  2004,  a  new  virus  called  MyDoom  attacked  the  Web  site 
of  the  SCO  Group  Inc.,  a  software  company  that  claimed  the 
open-source  Linux  program  violated  its  copyrights.  Most  secu- 
rity experts  suspected  the  virus  writer  was  a  Linux  fan  seeking 
revenge.  They  were  wrong.  While  the  SCO  angle  created  confu- 
sion, MyDoom  acted  like  a  Trojan  horse,  infecting  millions  of 
computers  and  then  opening  a  secret  backdoor  for  its  author. 
Eight  days  after  the  outbreak,  the  author  used  that  backdoor  to 
download  personal  data  from  computer  owners.  F-Secure's 
Hypponen  figured  this  out  in  time  to  warn  his  clients.  It  was  too 
late,  however,  for  many  others.  MyDoom  caused  $4.8  billion  in 
damage,  the  second-most- expensive  software  attack  ever.  "The 


Hypponen,  35,  has  been  taking  on  viruses,  worms,  and 
other  bugs  since  he  was  a  fresh-faced  kid  in  1991.  He 
named  the  first  virus  he  deciphered  Omega;  now, 
F-Secure  execs  get  Omega  watches  on  their  10th 
anniversaries.  The  Finnish  firm  F-Secure  has  helped 
Britain's  Scotland  Yard  and  the  Finnish,  Swedish,  and 
Slovak  police  track  down  hackers  and  virus  writers. 
Hypponen  is  married  and  has  two  children.  He  plays  in 
a  Finnish  hip-hop  group  on  the  side. 
Best  known  for.  His  Paul  Revere  alarms.  Last  year  he 
was  the  first  to  warn  of  the  virulent  Sasser  worm. 


enemy  we  have  been  fighting  is  changing,"  says  Hypponen. 

Indeed,  today's  cybercrooks  are  becoming  ever  more  tightly 
organized.  Like  the  Mafia,  hacker  groups  have  virtual  godfa- 
thers to  map  strategy,  capos  to  issue  orders,  and  soldiers  to  do 
the  dirty  work.  Their  omerta,  or  vow  of  silence,  is  made  easier  by 
the  anonymity  of  the  Web.  And  like  legit  businesses,  they're  go- 
ing global.  The  ShadowCrew  allegedly  had  4,000  members  op- 
erating worldwide— including  Americans,  Brazilians,  Britons. 
Russians,  and  Spaniards.  "Organized  crime  has  realized  what  it 
can  do  on  the  street,  it  can  do  in  cyberspace,"  says  Peter  G.  Al- 
lor,  a  former  Green  Beret  who  heads  the  intelligence  team  at  In- 
ternet Security  Systems  Inc.  in  Atlanta. 

Yet  there  may  be  hope  for  a  shift  in  the  fortunes  of  battle. 
Among  cybercops,  the  ShadowCrew  case  is  seen  as  a  model  for 
taking  the  battle  to  the  Black  Hats.  Law  enforcement  officials  are 
often  loath  to  reveal  details  of  their  operations,  but  the  Secret  Ser- 
vice and  Justice  Dept.  wanted  to  publicize  a  still-rare  victory.  So 
they  agreed  to  reveal  the  inner  dynamics  of  their  cat-and-mouse 
chase  to  BusinessWeek.  The  case  provides  a  window  into  the  ar- 
cane culture  of  cybercriminals  and  the  methods  of  their  pursuers. 

The  story  starts  with  an  unlikely  partnership.  Andrew  Man- 
tovani  was  a  part-time  student  at  Scottsdale  Community  Col- 
lege in  Arizona.  David  Appleyard  was  a  onetime  mortgage  bro- 
ker who  lived  in  Linwood,  N.J.,  just  outside  of  Atlantic  City.  This 
is  the  duo  who  led  the  ShadowCrew  from  2002  until  they  were 
arrested  last  fall,  according  to  an  indictment  filed  in  U.S.  District 
Court  in  New  Jersey— the  state  in  which  their  servers  were  lo- 
cated. The  two  are  believed  to  have  met  online,  although  the  de- 
tails of  their  first  encounters  are  unknown.  From  their  home 
computers,  Mantovani,  now  23,  and  Appleyard,  45,  allegedly 
ran  shadowcrew.com  as  an  international  clearinghouse  for 
stolen  credit  cards  and  identity  documents.  "It  was  a  criminal 
bazaar,"  says  Nagel,  a  22-year  veteran  who  served  on  the  pro- 
tection teams  for  Presidents  George  H.W  Bush  and  Bill  Clinton. 

ShadowCrew,  it  appears,  was  largely  Mantovani's  creation. 
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GUIDE  TO  THE  LATEST 


PHISHINC  Posing  as  banks,  hackers  send  e-mails  to  con- 
sumers. They  ask  for  information  and  link  to  fake  Web  sites, 
gathering  passv  o'ds  and  other  personal  data  as  people  type 
them  in. 

PHAPMING  Viruses  attached  to  e-mails  and  Web  sites  drop 
software  onto  peoples'  computers  that  monitors  their  key 
strokes.  When  they  sign  on  to  financial  Web  sites,  the  software 
steals  their  passwords. 

BOT  NETWORKS  Hackers  deposit  remote-control  programs 
on  PCs  that  essentially  take  control.  They're  then  used  by  the 
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hackers  to  send  out  spam  and  viruses.  The  baddies  rent  net- 
works of  bots  to  other  baddies. 

WI-PHISHING  Cybercrooks  set  up  wireless  networks,  hoping 
consumers  will  use  them  to  connect  to  the  Internet.  They  moni- 
tor use  of  the  networks  and  steal  passwords  and  other  identity 
info  when  people  log  in. 

TYPOSQUATTING  Hackers  set  up  Web  sites  with  addresses 
that  are  similar  to  legit  outfits.  When  people  make  typos  and 
land  on  the  ersatz  sites,  they  infect  their  computers  with  viruses 
or  take  them  over  and  turn  them  into  bots. 
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irector  of 
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itelligence 


Melnick,  51,  spent  13  years  as  a  Defense 
Intelligence  Agency  analyst  on  the  Soviet  Union 
desk  during  the  Cold  War  and  is  fluent  in  Russian. 
He  was  responsible  for  briefing  then-Defense 
Secretary  Dick  Cheney  the  night  Russian  Premier 
Mikhail  Gorbachev  was  kidnapped  by  coup 
plotters  in  199L  He's  married  and  has  four  kids. 
Best  known  for  His  Weekly  Threat  Report 
provides  some  of  the  most  incisive  analysis  in  the 
business,  particularly  about  Russian  hackers. 


A  business  student  at  Scottsdale,  he  became  a  true  entrepre- 
neur in  front  of  his  computer  screen.  He  was  previously  a 
member  of  a  different  cybergang  that  mainly  stored  stolen 
data,  Justice  Dept.  officials  say.  He  then  allegedly  came  up 
with  the  idea  of  bringing  together  buyers  and  sellers  in  an  on- 
line community  so  they  could  auction  off  stolen  goods  and 
share  hacking  tricks.  Once  the  ShadowCrew  site  was  estab- 
lished, he  often  reminded  members  in  online  chats  that  he 
could  help  them  rise  or  fall  in  the  gang  depending  on  their 
loyalty  to  him,  says  Scott  S.  Christie,  a  former  assistant  U.S.  at- 
torney who  helped  build  the  legal  case.  "It  was  important  [to 
Mantovani]  to  be  recognized  as  the  spiritual  leader  of  Shad- 
owCrew," says  Christie. 

If  Mantovani  was  the  brains,  Appleyard  was  the  brawn,  ac- 
cording to  the  indictment.  The  older  man  adopted  the  online 
persona  of  a  former  soldier.  He  went  by  the  nickname  "Black- 
Ops"  and  stood  ready  to  mete  out  punishment  to  anyone  who 
stepped  out  of  line.  One  time,  a  gang  member  known  as  "cc- 
supplier"  failed  to  deliver  merchandise  he  had  sold— and  then 
failed  to  refund  the  money  that  had  been  paid.  Appleyard  al- 
legedly posted  the  guy's  real  name,  address,  and  phone  num- 
bers on  the  ShadowCrew  Web  site,  immediately  putting  him 
our  of  business.  On  another  occasion,  police  say  he  threatened 
somebody  "with  physical  harm,  in  an  online  message.  All  the 
while,  the  former  mortgage  broker  was  living  with  his  wife,  two 
kids,  and  mother,  who  suffers  from  Alzheimer's. 

The  ShadowCrew  gang  got  hold  of  credit-card  numbers  and 
other  valuable  information  through  all  sorts  of  clever  tricks. 
One  of  the  favorites  was  sending  millions  of  phishing  e-mails- 
messages  that  appeared  to  be  from  legit  companies  such  as  Ya- 
hoo! Inc.  and  Juno  Online  Services  Inc.  but  in  fact  were  fakes 


designed  to  steal  passwords  and  credit-card  numbers.  The  gan 
also  excelled  at  hacking  into  databases  to  steal  account  dati 
According  to  sources  familiar  with  the  investigation,  the  Shad 
owCrew  cracked  the  networks  of  12  unnamed  companies  thr 
weren't  even  aware  their  systems  had  been  breached. 

Because  most  of  the  gang  members  held  day  jobs,  the  cre^ 
came  alive  on  Sunday  nights.  From  10  p.m.  to  2  a.m.  hundred 
would  meet  online,  trading  credit-card  information,  passport- 
and  even  equipment  to  make  fake  identity  documents.  Plat 
inum  credit  cards  cost  more  than  gold  ones.  Discounts  were  ol  loo 
fered  for  package  deals.  How  big  was  the  business?  One  day  i 
May,  2004,  a  crew  member  known  as  "Scarface"  sold  115,69 
stolen  credit-card  numbers  in  one  trade.  Overall,  the  gang  mad 
more  than  $4.3  million  in  credit-card  purchases  during  its  two 
year  run.  The  actual  tally  could  be  more  than  twice  as  large,  th 
feds  say.  It  was  like  an  eBay  for  the  underworld. 


Too  Big  to  Hide 
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THE  OPERATION  WAS  QUITE  SOPHISTICATED.  Mantovan 
who  used  the  handle  "ThnkYouPleaseDie,"  and  Appleyard,  wh 
went  by  "BlackBagTricks"  as  well  as  "Black  Ops,"  were  the  "ad 
rninistrators,"  according  to  the  government's  indictment.  The 
were  in  charge  of  strategic  planning,  determined  which  Shad 
owCrew  aspirants  got  access  to  the  Web  site,  and  collected  pa> 
ments  from  participants  to  keep  it  running.  "Moderators"  host 
ed  online  forums  where  gang  members  could  share  tips  fo 
making  fake  IDs  or  ask  questions  about  creating  credible  phish 
ing  e-mail.  Below  them  were  "reviewers,"  who  vetted  stolen  in 
formation  such  as  credit-card  numbers  for  quality  and  value.  Th 
largest  group,  the  "vendors,"  sold  the  goods  to  other  gang  meir 
bers,  often  in  online  auctions.  Speed  was  essential,  since  credit 
card  numbers  had  to  be  used  quickly  before  they  were  cancelec 
But  their  operation  was  too  big  to  escape  notice  by  the  cops.  1 1 
mid-2003,  the  Secret  Service  launched  Operation  Firewall  to  na 
purveyors  of  fake  credit  and  debit  cards.  They  quickly  focused  o: 
ShadowCrew,  says  Nagel,  because  it  was  among  the  larges 
gangs  operating  openly  on  the  Web.  Within  months,  agent 
turned  one  of  ShadowCrew's  members  into  a  snitch.  While  the 
decline  to  name  the  person  or  detail  how  he  was  flipped,  an  affi 
davit  says  he  was  a  high-ranking  member  of  the  gang,  and  one  c 
its  moderators.  Last  August  the  man  helped  the  Secret  Service  se 
up  a  new  electronic  doorway  for  ShadowCrew  members  to  ente 
their  Web  site  and  then  spread  the  word  that  the  new  gatewa 
was  a  more  secure  way  in.  It  was  the  first-ever  tap  of  a  privat 
computer  network  under  a  1968  crime  act  that  set  legal  guide 
lines  for  wiretaps.  "We  became  shadowcrew.com,"  says  Nagel 
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This  was  a  big  break,  since  the  cops  could  use  the  doorway  to 
to  monitor  all  the  members'  communications.  Among  the  com- 
id  muniques:  Omar  Dhanani,  aka  Voleur  (French  for  "thief"), 
9  bragged  he  could  set  up  a  special  payment  system  for  cyber- 
crime transactions,  police  say.  For  a  10%  commission,  he  would 
hange  cash  for  "eGold,"  an  electronic  currency  backed  by 
d  gold  bullion.  The  Secret  Service  watched  as  he  laundered  mon- 
ey from  at  least  a  dozen  deals  for  ShadowCrew  members. 
»      The  online  taps  helped  the  cops  set  up  real-world  stakeouts, 
if 'too.  They  started  by  subpoenaing  records  from  Internet  service 

I  providers  such  as  Time  Warner  Inc.'s  Road  Runner.  They  then 
traced  the  computing  addresses  to  actual  houses  and  apart- 

M)ments  so  they  could  observe  their  prey  in  person.  One  target: 
Rogerio  Rodrigues.  Investigators  say  they  saw  him  load  a 

I I  bulging  bank-deposit  bag  into  his  Ford  Explorer  and  drop  it  off 
at  a  Citibank  branch.  Later,  he  stopped  into  a  Kinko's,  where 
agents  believe  he  picked  up  counterfeit  merchandise. 


Cutting-edge  digital  monitoring  combined  with  old-fash- 
ioned shoe  leather  resulted  in  reams  of  incriminating  evidence. 
At  the  peak  of  the  investigation,  a  dozen  Secret  Service  agents 
worked  18-hour  days  to  sift  through  the  gang's  communiques. 
E-mail,  instant  messages,  and  computer  addresses  led  them  to 
the  suspected  ringleaders.  Mantovani,  it  turned  out,  lived  with 
another  alleged  ShadowCrew  member,  Brandon  Monchamp. 
Dhanani  operated  from  a  quaint  stucco  house  in  Fountain  Val- 
ley, Calif.  Addresses  in  hand,  the  Secret  Service  was  ready  to 
conduct  last  fall's  bust. 

The  ShadowCrew  case  is  far  from  over,  though.  Charged 
with  credit-card  fraud  and  identity  theft,  most  of  the  suspects 
arrested  that  day  have  been  released  on  bail  pending  trial.  Man- 
tovani returned  home  to  live  with  his  parents  on  Long  Island 
and  works  as  a  construction  laborer.  His  lawyer,  Pasquale  F.  Gi- 
annetta,  insists  Mantovani  is  no  criminal.  "He  is  like  a  normal 
23-year-old  boy,"  Giannetta  says.  Appleyard  has  not  issued  a 


HACKERS  AND  PHISHERS  AND  FRAUDS,  OH 


Kathy  Prati,  a  49-year-old 
graphic  designer  in  Sonoma 
Valley,  knows  what  it's  like  to  be 
the  victim  of  cybercrime.  It 
happened  to  her  twice.  The  first 
time,  her  credit-card  number  was  stolen 
when  she  bought  some  truffle  shampoo  on  a 
Web  site  she  wasn't  familiar  with.  Within  24 
hours,  someone  had  used  the  card  to  order 
$900  in  merchandise  from  Eddie  Bauer  and 
ship  it  to  Russia.  The  second  time,  two 
months  ago,  she  was  trying  to  buy  songs  on 
the  iTunes  music  site  when  she  was  alerted 
that  something  was  amiss  with  her  credit 
card.  When  she  checked  with  her  bank,  sure 
enough,  somebody  had  purchased  $800  in 
software  under  her  name.  In  both  cases,  the 
credit-card  company  didn't  charge  her.  "I 
love  the  Internet.  But  I'm  a  lot  more  cautious 
now,"  says  Prati. 

A  little  paranoia  goes  a  long  way  these 
days.  Cybercrime  is  soaring.  So  how  can 
consumers  protect  themselves?  Security 
software  is  a  good  start.  For  $99,  Symantec 
Corp.  offers  its  Norton  Internet  Security 
program,  which  includes  a  personal  firewall, 
as  well  as  antivirus,  antispyware,  and 
antispam  software.  Rivals  such  as  McAfee 
Inc.  offer  similar  products. 

These  programs  can  stop  many  hacker 
attacks.  For  example,  one  of  the  most 
popular  new  approaches  is  to  drop  a 
keystroke-logger  onto  the  computer  of  an 
unsuspecting  Web  surfer.  Like  the  name 
implies,  this  piece  of  software  keeps  track  of 
every  keystroke  you  make,  including  those 
for  your  credit  card  or  bank  passwords. 
Keystroke-loggers  can  come  hidden  when 
you  download  "free"  software  or  even  when 
you  mistype  a  common  Web  site  name. 


Earlier  this  year,  for  instance,  mistyping  one 
letter  in  google.com  would  have  gotten 
visitors  a  wallop  of  viruses.  Security 
software  will  typically  block  these 
downloads.  It's  important,  however,  to 
update  the  software  regularly  and  scan  for 
viruses  at  least  once  a  week. 

But  software  can't  stop  all  digital  scams. 
Hackers  have  become  particularly  good  at 
conning  their  prey  into  handing  over 


(Number  of  Net  fraud  complaints) 
2QQQ  2002  2004 

6,087*     48,252     207,449 

"May  through  November  Data:  Internet  Crime  Complaint  Center,  a  |Oint  venture  of 
the  National  White  Collar  Crime  Center  and  the  FBI 


sensitive  information.  For  example,  hackers 
send  out  e-mails  that  appear  to  be  from 
legitimate  companies,  such  as  Citibank  or 
eBay  Inc.,  a  scam  known  as  "phishing." 
These  phony  messages  include  familiar 
logos  and  urge  customers  to  respond  with 
account  information,  passwords,  or  a  date 
of  birth— often  to  avoid  having  the  account 
closed.  Phishing  scams  cost  banks  and 


credit-card  issuers  more  than  $1.2  billion 
last  year,  according  to  researcher  Gartner. 
The  easiest  way  to  avoid  getting  phished 
is  to  know  a  simple  fact:  Banks  will  never  ask 
for  sensitive  personal  information  via  e- 
mail.  They  may  send  out  statements  or 
promotions.  But  any  e-mails  that  request 
account  information,  Social  Security 
numbers,  passwords,  or  anything  similar  are 
phony.  "Anytime  you  get  an  e-mail  from  a 
financial  institution  that  asks  you 
to  go  to  a  Web  site  and  enter 
financial  information,  a  whole 
bunch  of  red  flags  should  jump 
up,"  says  Dmitri  Alperovitch, 
research  engineer  at  CipherTrust 
Inc.,  an  e-mail  security  firm. 

A  new  variation  of  this  scam  is 
called  "wi-phishing."  This  is  when 
cybercrooks  set  up  Wi-Fi  networks 
in  public  places  so  people  can  get 
wireless  broadband  connections, 
ostensibly  for  free.  When  a  mark 
logs  on,  the  criminals  track 
keystrokes  or  passwords.  They  can 
even  present  a  log-in  page  that 
purports  to  be  for  Hilton  Hotels, 
and  requires  credit-card  info.  How 
to  avoid  wi-phishing?  Don't  tap  into 
a  Wi-Fi  network  unless  you  know  to 
whom  it  belongs. 
Sound  simple?  Perhaps.  But  hackers  are 
dreaming  up  new  scams  every  day. 
Complaints  of  Net  fraud  have  been  doubling 
every  year.  And  as  more  Americans  bank 
online,  experts  believe  the  financial  losses 
will  climb  as  well.  So  remember  Prati's 
advice.  Caution  is  essential  when  roaming 
the  expanses  of  the  Web. 

-By  Mara  Der  Hovanesian  in  New  York 
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A  20-year  FBI  vet,  Larkin,  45,  coordinates  cybercrime 
investigations  around  the  globe.  He  created  the  bureau's  first 
cybercrime  strategy  in  2002.  A  Pennsylvania  native,  he 
majored  in  criminology  at  Indiana  University  of  Pennsylvania. 
He's  married  and  has  three  children. 
Best  known  for  Pioneering  public-private  partnerships. 
He  has  pushed  for  more  cooperation  between  the  FBI  and 
private  companies  such  as  Microsoft  and  Citigroup. 


plea  in  the  case,  pending  additional  evidence  from  the  govern- 
ment. His  lawyer,  William  J.  Hughes  Jr.,  says  Appleyard  was  just 
a  techie  running  the  ShadowCrew  Web  site,  not  a  criminal  prof- 
iting from  it.  Brandon  Monchamp's  lawyer,  Elizabeth  S.  Smith, 
declined  to  comment.  Dhanani's  and  Rodrigues'  attorneys  did 
not  return  calls  seeking  comment. 


Global  Reach 


THE  BUST  YIELDED  A  TREASURE  trove  of  evidence.  So  far  the 
Secret  Service  has  uncovered  1.7  million  credit-card  numbers, 
access  data  to  more  than  18  million  e-mail  accounts,  and  iden- 
tity data  for  thousands  of  people  including  counterfeit  British 
passports  and  Michigan  driver's  licenses.  They  say  the  Shad- 
owCrew pillaged  more  than  a  dozen  companies,  from  Master- 
Card Inc.  to  Bank  of  America  Corp.  The  bust  has  yielded  evi- 
dence against  more  than  4,000  suspects  and  links  to  people  in 
Bulgaria,  Canada,  Poland,  and  Sweden.  "We  will  be  arresting 
people  for  months  and  months  and 
months,"  says  Nagel. 

Now,  with  the  ShadowCrew  bust 
as  their  inspiration,  cops  and  securi- 
ty experts  are  becoming  more  ag- 
gressive. They're  tapping  shady  Web 
sites  and  chat  rooms,  stepping  up  co- 
operation with  investigators  in  other 
countries,  and  flipping  informants  to 
build  cases.  In  the  past  six  months, 
the  FBI  persuaded  members  of  sever- 
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al  spam  and  phishing  rings  to  rat  on  their  accomplices 
Larkin  says  some  of  these  cases  will  become  public  in  tht 
coming  months. 

Despite  these  successes,  cops  face  major  hurdles  at 
they  try  to  get  cybercrime  under  control.  The  biggest' 
Their  global  scope.  Gang  members  hide  out  in  coun 
tries  with  weak  hacking  laws  and  lax  enforcement  The> 
can  even  shelter  servers  in  a  separate  country,  snarling 
the  trail  for  investigators.  Their  favorite  hideouts:  Rus 
sia,  Eastern  Europe,  and  China. 

And  little  wonder.  In  Russia,  the  authorities  can  ap 
pear  at  times  to  be  more  interested  in  protecting  cyber 
crooks  than  in  prosecuting  them.  In  2000,  the  FBI  lun 
two  Russian  hackers  to  Seattle  with  job  offers,  then  ar 
rested  them.  Agents  involved  in  the  case  later  down 
loaded  data  from  the  duo's  computers,  located 
Chelyabinsk,  Russia,  over  the  Web.  Two  years  after  tha 
Russia  filed  charges  against  the  FBI  sleuths  for  hacking 
alleging  the  downloads  were  illegal.  "When  you  have  a 
case  that  involves  servers  in  Russia,  you  can  almost  h 
the  law-enforcement  officials  sigh,"  says  Hypponen. 

The  HangUp  Team  has  been  operating  in  Russi 
with  impunity  for  years.  Some  members  are  allegedly 
based  in  Archangelsk,  an  Arctic  Circle  city  of  rusting  So- 
viet nuclear  submarines  and  nearly  perpetual  winter.  In 
2000  the  alleged  original  members  of  the  team,  Alexei 
Galaiko,  Ivan  Petrichenko,  and  Sergei  Popov,  were  ar- 
rested for  infecting  two  local  computer  networks  with 
malicious  code.  But  Russian  authorities  let  them  oft 
with  suspended  sentences. 

Little  was  heard  from  the  HangUp  Team  for  the  next 
two  years.  But  in  2003  the  gang  released  the  viruses 
Berbew  and  Webber.  Then  last  year  the  group  infected 
online  stores  with  a  fiendish  piece  of  software  called  the 
Scob  worm.  Scob  waited  for  Web  surfers  to  connect,  then  plant- 
ed software  in  their  hard  disks  that  spied  on  their  typing  and  re- 
layed thousands  of  passwords  and  credit-card  numbers  to  a 
server  in  Russia,  police  say.  "These  guys  have  set  a  new  stan- 
dard for  sophistication  among  criminal  hackers,"  says  A.  James 
Melnick,  51,  director  of  threat  intelligence  at  iDEFENSE,  a  Re- 
ston  (Va.)  cybersecurity  firm. 

The  HangUp  crew  isn't  even  covering  its  tracks.  Each  of  the 
three  bugs  contained  a  telltale  signature:  "Coded  by  HangUp 
Team."  With  HangUp  operating  so  publicly,  it's  not  clear  why  its 
members  have  been  so  hard  to  catch.  Russian  authorities  say  they 
have  been  hampered  by  the  red  tape  of  securing  warrants,  coor- 
dinating with  U.S.  and  British  police,  and  translating  documents. 
It's  one  more  sign  that  the  battle  for  cyberspace  has 
changed  forever.  Criminals  are  swarming  the  Web,  and  their 
attacks  come  from  the  most  remote  corners  of  the  globe. 
There  are  no  easy  answers.  But  one  thing  is  clear:  The  old 
practice  of  erecting  defenses  out  of  software  isn't  enough. 
"That's  a  Band-Aid,"  says  Larkin.  "If  you  don't  try  to  take 

these  guys  down,  they'll  come 
back.  You  have  to  find  a  way  to 
get  to  the  live  bodies  and  take 
them  out  at  their  roots.  If  you 
don't,  you  aren't  solving  the 
problem."  Investigators  scored 
an  impressive  success  in  taking 
down  the  hackers  behind  the 
ShadowCrew.  But  the  hunt  is  just 
beginning.  ■ 

-With  Jason  Bush  in  Moscow 
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Greece:  a  land  of  mythical  dimensions.  Where  the  spirit  of  hospitality  welcomes  you  as  a  modern  god. 
And  the  siren  song  draws  you  into  its  deep  blue  waters.  Where  a  gentle  breeze  through  ancient  ruins 
seems  to  whisper  your  name.  And  a  dance  until  dawn  can  take  on  Dionysian  proportions.  In  Greece,  the 
myths  are  still  very  much  alive.  And  in  amongst  them  sits  your  own...  patiently  waiting  for  you  to  live  it. 
Live  your  myth  in  Greece.  Ask  your  travel  agent. 
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HELLENIC  TOURISM  ORGANIZATION 

OLYMPIC  TOWER  645  FIFTH  AVENUE,  SUITE  903  -  NEW  YORK,  NY  10022 
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Finance  Real 


Warren  Buffett's 
Invisible  Empire 

Surprise!  He  controls  the  country's  second- 
largest  realty  network,  HomeServices 


OR  YEARS,  WARREN  E. 
Buffett  has  been  selling  us 
everything  from  Dairy 
Queen  sundaes  and  Fruit  of 
the  Loom  briefs  to  Benjamin 
Moore  paint  and  skillets 
from  The  Pampered  Chef, 
not  to  mention  insurance,  carpets,  furni- 
ture, and  lots  else.  Now,  it  turns  out,  the 
Oracle  of  Omaha  has  also  been  selling  us 
our  houses. 

Since  2000,  one  corner  of  Buffetfs 
Berkshire  Hathaway  Inc.  empire  has  qui- 
edy  built  the  nation's  second-largest  real 
estate  brokerage  operation.  Minneapolis- 
based  HomeServices  of  America  Inc.— a 
subsidiary  of  Berkshire-controlled  Mid- 
American Energy  Holdings— now  has 
357  offices  and  more  than  18,600  agents. 
Last  year,  annual  revenue  topped  $1.75 
billion,  up  19%,  on  residential  sales  of 
$60  billion.  Earnings  rose  15%,  to  $130 
million.  Only  Cendant  Corp.'s  NRT  Inc., 
which  owns  the  Coldwell  Banker  and 
ERA  chains,  is  bigger,  with  $205  billion  in 
transactions  and  999  offices.  Despite  its 
industry  clout,  HomeServices  rates  barely 
a  mention  in  Berkshire's  annual  report. 
"If  HomeServices  doesn't  earn  20%,  it 
probably  gets  lost  in  the  rounding  at 
Berkshire  Hathaway,"  says  Steve  Murray, 
editor  of  Real  Trends,  a  trade  publication. 
To  create  this  powerhouse,  Chief  Exec- 
utive' Ronald  J.  Peltier  has  taken  a  page 
from  Buffett's  own  value-investing  play- 
book.  Peltiertypically  buys  four  to  six  real 
estate  chains  a  year,  and  like  Buffett,  he 
won't  buy  just  anything  with  a  "for  sale" 
sign.  He  seeks  out  the  No.  1  or  No.  2  play- 
er in  a  region,  and  the  firm's  management 
team  must  be  willing  to  stick  around  and 
keep  running  the  show.  Neither  is  he  will- 
ing to  pay  a  premium  for  these  business- 


es, a  value  orientation  that  no  doubt 
makes  his  boss  in  Omaha  proud. 

One  reason  for  HomeServices'  low 
profile:  Peltier  usually  doesn't  re-brand 
the  real  estate  firms  he  buys.  Instead,  he 
keeps  the  original  name  in  most  cases- 
like  Berkshire  does.  Today,  HomeServices 
operates  under  17  different  names  in  18 
states.  Parsippany  (N.J.)-based  NRT  has 
quite  a  different  strategy.  NRT,  which  be- 
gan snapping  up  local  firms  in  1997,  op- 
erates almost  entirely  under  its  national 
brand  names.  Peltier  believes  local 
brands  work  especially  well  in  real  estate 


YOUR  FRIENDLY  REAL  ESTATE 
AGENT,  BERKSHIRE  HATHAWAY 


The  conglomerate's  HomeServices  unit  has  quietly — 
and  quickly— built  the  nation's  second-largest 
residential  brokerage,  behind  Cendant's  NRT 


BILLIONS  OF  DOLLARS 
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Data:  HomeServices  of  America  Inc. 

because  the  business  is  parochial.  Al- 
though a  national  brand  does  have  its  ad- 
vantages, say  many  industry  insiders,  a 
local  one  can  be  just  as  powerful.  "Real 
estate  is  not  a  commodity  like  a  stock,  a 
tire,  or  a  book,"  says  Stefan  Swanepoel, 
managing  partner  of  consulting  firm 
RealSure.  "It's  subject  to  the  geographic 
area,  the  people,  the  nuances." 

Despite  its  smaller  size,  HomeServices 


outperforms  NRT  in  cross-selling  related 
services.  The  company  closed  204,000 
home  sales  or  purchases  last  year,  com- 
pared with  498,000  for  NRT.  But  Home- 
Services  sold  more  extra  services— 
186,700,  vs.  182,900  for  NRT,  according 
to  Real  Trends.  For  example,  60%  of 
HomeServices'  customers  use  it  for  title 
insurance  and  other  title  services,  while 
20%  or  so  sign  up  for  mortgages. 

HomeServices'  one-stop-shopping 
approach  began  long  before  Buffett  ar- 
rived. The  56-year-old  Peltier,  who  spent 
two  years  as  a  charter  high  school 
teacher  in  Minneapolis  before 
getting  his  real  estate  license, 
joined  Edina  Realty  in  1977. 
The  firm  was  a  top  real  estate 
outfit  in  the  area,  and  Peltier 
was  soon  instrumental  in 
making  it  an  industry  pioneer. 
In  1983,  it  became  one  of  the 
first  to  start  offering  mort- 
gages. Three  years  later  it 
added  title  services.  But  it  was- 
n't until  Peltier  took  the  helm 
in  1992  that  Edina  began  ex- 
panding beyond  the  Twin 
Cities.  As  he  saw  it,  residential 
real  estate  brokerage  was  high- 
ly fragmented  and  needed 
consolidation. 

So  Peltier  sought  out  a  part- 
ner with  deep  pockets  to  help  fund  a  buy- 
ing binge.  He  found  it  in  1997  with  Oma- 
ha-based MidAmerican.  Later,  he  created 
HomeServices  as  a  holding  company  for 
the  local  firms  he  was  buying.  When  Buf- 
fett bought  80.5%  of  MidAmerican  in 
2000,  HomeServices  still  had  just  $471 
million  in  revenue.  "Buffett  clearly  wasn't 
targeting  us,"  says  Peltier.  "But  he  saw 
the  wisdom  of  our  strategy." 
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lets  the  local 
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buys  hold  on 
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identities 


Peltier  was  ahead  of  the 
consolidation  curve.  In 
1990,  the  top  500  firms  ac- 
counted for  15%  of  home 
sales  and  purchases;  today 
ifs  more  like  30%.  And 
with  the  U.S.  still  boasting 
more  than  75,000  firms, 
several  factors  will  keep 
pushing  them  together. 
The  cost  of  crucial  new 
technology— such  as  Web 
sites— is  a  heavy  burden  for 
smaller  outfits,  while  Internet  firms  and 
other  discounters  are  chipping  away  at 
the  long-sacrosanct  6%  commission  on 
home  sales. 

So  ifs  a  buyer's  market  for  Home- 
Services.  Since  Buffett  arrived  on  the 
scene,  Peltier  has  bought  20  firms.  For  the 
most  part,  he  likes  high-growth  markets. 
Last  year  he  moved  into  North  Carolina, 
the  fifth-fastest-growing  state,  by  pur- 
chasing Prudential  Carolinas  Realty  in 
April  and  Graham  &  Boles  Properties  Inc. 
in  August.  He's  also  sizing  up  New  Eng- 
land, northern  Florida,  and  the  Pacific 
Northwest.  The  attraction  for  sellers: 
Not  only  can  they  usually  keep  the 
name— sometimes  it's  their  family's— 
but  also  they  retain  much  of  their  auton- 
omy to  decide  on  marketing,  set  commis- 
sions, and  map  out  their  strategy  for 
growth.  HomeServices'  relationship  with 


Berkshire  Hathaway  is  simi- 
lar: Peltier  updates  Buffett 
and  other  execs  frequently, 
but  he  has  leeway  to  execute 
his  own  plan. 

There's  plenty  of  upside  to 
grouping  all  the  local  firms 
under  one  umbrella.  High- 
technology  costs  can  be  cut 
by  buying  in  bulk  and 
spreading  those  costs  over  a 
larger  operation.  And  while 
local  offices  may  be  pros  at 
buying  and  selling  homes,  few  are  skilled 
at  businesses  such  as  mortgage,  title,  in- 
surance, and  escrow  services.  Adding 
such  services  can  boost  the  bo|tom  line 
tremendously.  While  the  typical  profit  on 
brokering  a  house  sale  is  just  $300,  other 
services  such  as  titles  and  mortgages  can 
yield  as  much  as  $500. 

BUBBLE  QUESTION 

FOR  ALL  OF  HomeServices'  success,  the 
real  estate  business  can  be  rocky,  and 
Peltier  faces  his  share  of  challenges.  Ar- 
ranging loans  is  getting  harder  because  of 
the  proliferation  of  mortgage  brokers  in 
recent  years.  In  the  late  '90s,  only  5%  of 
house  hunters  walked  into  one  of  his  of- 
fices armed  with  a  mortgage.  Now  closer 
to  45%  are  prequalified. 

Peltier's  strategy  may  also  get  tested  if 
national  brands  become  much  more  im- 


portant in  real  estate.  Younger  buyers  are 
increasingly  turning  to  the  Internet  to  be- 
gin their  search.  So  a  firm  such  as  Cold- 
well  Banker  with  a  comprehensive  Web 
portal  that  it  markets  all  over  the  country 
could  put  local  brands  at  a  disadvantage. 
"Today  the  consumer  generally  doesn't 
judge  the  company  by  the  brand  name," 
says  Real  Trends'  Murray.  "There  is  evi- 
dence that's  going  to  change." 

Of  course,  HomeServices  has  enjoyed 
a  red-hot  housing  market  for  several 
years,  and  a  slowdown  could  happen  at 
any  time.  But  industry  watchers  say  that 
may  favor  established  players  such  as  his 
company  because  some  of  the  upstarts  of 
the  go-go  years  may  be  forced  to  close  up 
shop  as  business  slips.  Peltier  also  says 
there  may  be  more  bargains  for  a  value- 
conscious  acquirer  such  as  Home- 
Services.  Buffett  echoed  that  sentiment 
at  his  annual  Omaha  confab  in  April.  "If 
there  is  indeed  some  kind  of  a  [real  es- 
tate] bubble  and  it's  pricked  at  some 
point,  the  net  effect  might  be  quite  posi- 
tive in  terms  of  what  we  could  do  with 
our  capital,"  he  told  shareholders.  It 
seems  that  few  can  match  Buffett  as  a 
real  estate  agent.  ■ 

-ByAdrienne  Carter  in  Minneapolis 
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Finance  Insider  Trad  in. 


Goodbye, 
Mr.  Chips? 


The  case  against  an  Ohio  State  prof  points 
up  the  feds'  harder  line  on  insider  trading 


THE  U.S.  DISTRICT  COURT 
for  the  Southern  District 
of  Ohio  in  Columbus  is 
not  the  usual  venue  for 
major  insider  trading  cas- 
es. But  since  May  17,  Ohio 
State  University  market- 
ing professor  Roger  D.  Blackwell,  who's 
also  a  millionaire  retail  industry  consult- 
ant and  company  director,  has  been  on 
trial  there  for  alleged  insider  trading, 
making  false  statements,  and  obstruc- 
tion of  justice.  He  denies  all  the  charges, 
and  his  Washington  lawyer,  Thomas 
Gorman,  says  that  Blackwell  will  be 
proven  innocent. 

If  s  not  only  the  location  of  the  case 
that's  out  of  the  ordinary.  Normally,  the 
vast  majority  of  alleged  insider  trading  in- 
cidents are  handled  as  civil  matters  by  the 
Securities  &  Exchange  Commission  and 
usually  settled  out  of  court.  Legal  experts 
say  that  making  the  Blackwell  case  a 
criminal  one  underscores  the  govern- 
menf  s  increasingly  hard  line  when  it  sus- 
pects obstruction  in  financial  cases. 

The  roots  of  the  case  go  back  nearly 
six  years.  Blackwell,  an  Ohio  State  pro- 
fessor since  1965,  was  a  director  of  Wor- 
thington  (Ohio)-based  Worthington 
Foods  Inc.  in  1999  when  the  maker  of 
vegetarian  foods  agreed  to  be  acquired 
by  Kellogg  Co.  The  govern- 
ment alleges  that  he  tipped 
off  family  members, 
friends,  and  business  asso- 
ciates about  the  pending 
deal  and  that  collectively 
they  made  $880,000  in  il- 
legal profits  by  trading 
Worthington  stock.  Four 
associates,  including  the 
office  manager  of  his  con- 
sulting business  and  her 
husband,  are  on  trial  with 


Blackwell 
consulted 
for  big 
retailers  like 
Wal-Mart 
and  Gap 


him.  Five  others— among  them  his 
then-wife,  Tina  Stephan,  who  is  en- 
gaged to  Terry  J.  Lundgren,  chief 
executive  of  Federated  Department 
Stores  Inc.,  and   Blackwell's  37-    ~ ~ 
year-old  son  and  90-year-old  father— 
weren't  charged  but  could  be  called  to 
testify  for  the  prosecution. 

Friends  and  colleagues  say  the  charges 
don't  mesh  with  the  man 
they  know.  In  nearly  40 
years  as  a  respected  market- 
ing professor  at  Ohio  State's 
Fisher  College  of  Business, 
Blackwell  has  taught  thou- 
sands of  students  and  au- 
thored 28  books.  He  was  a 
trusted  consultant  for  many 
of  the  nation's  largest  retail- 
ers, including  Federated, 
Wal-Mart  Stores,  and  Gap. 
He  became  so  wealthy  from 


his  books  and  consulting  that  four  years 
ago  he  promised  donations  of  at  least  $7 
million  to  Fisher  to  build  a  hotel  for  visit- 1 
ing  executives  called  The  Blackwell. 
"  Knowing  Roger  and  his  history,  if  s  a  litde  I 
difficult  to  believe"  that  he  may  have  been 
involved  in  insider  trading,  says  Fisher 
College  Dean  Joseph  Alutto. 

STRONGER  MESSAGE 

THE  GOVERNMENT  claims  that  Black- 
well  did  much  more  than  just  tip  people 
off  to  the  pending  acquisition.  It  alleges 
that  he  lent  $30,000  to  his  consultancy's 
office  manager,  who,  with  her  husband, 
used  the  money  to  buy  shares  of  Wor- 
thington's  stock.  Also,  Blackwell  and  his . 
former  wife  Stephan  allegedly  gave 
$20,000  to  one  of  her  un- 
named relations  who  used 
the  money  to  buy  Wor- 
thington stock.  Prosecu- 
tors also  charge  that  the 
defendants,  Stephan,  and 
her  relative  made  false 
statements  to  the  SEC  in 
an  attempt  to  obstruct  the 
investigation.  Stephan,  an 
unindicted  alleged  co- 
conspirator, declined  to 
comment,  saying:  "I'm 
not  at  liberty  to  speak 
about  [the  case]." 

The  alleged  misstate- 
ments to  the  agency  may  be 
why  an  SEC  civil  proceed- 
ing that  began  in  2003 
morphed  into  a  criminal 
case  brought  by  the  Justice 
Dept.,  says  Russell  Ryan,  a 
former  SEC  enforcement 
lawyer.  He  says  last  year's 
high-profile  convictions  of 
investment  banker  Frank 
Quattrone  and  domestic 
diva  Martha  Stewart  show 
that  the  government  is  tak- 
ing a  harder  line  on  obstruction  in  SEC  in- 
vestigations. "The  SEC  and  prosecutors 
have  really  come  to  the  view  that  they 
need  to  send  a  stronger  message,"  he  says. 
While  that  may  be  the  purpose  of  the 
governmenf  s  case,  Blackwell  didn't  prof- 
it much  from  the  deal.  An  investment 
partnership,  of  which  he  is  half-owner, 
scooped  up  a  modest  $27,000  gain,  ac- 
cording to  court  documents.  Thaf  s  a  pit- 
tance compared  with  the  millions  in  fines 
Blackwell  could  face  if  he's  convicted— 
along  with  a  possible  prison  term  and  po- 
tential ruin  to  his  consulting  business  and 
academic  career.  ■ 

-By  Robert  Berner  in 
Columbus,  Ohio 
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Options  Trading 
Grows  Up 

Electronic  systems  are  making  the  market 
more  efficient— and  alluring  to  investors 


IN  THE  ORCHESTRA  OF  FINANCIAL 
instruments,  options  have  long 
played  second  fiddle.  Institutions 
have  used  options  for  years  to 
hedge  their  investments,  but  begin- 
ning investors  have  struggled  to 
grasp  the  arcana  of  options  con- 
tracts. And  until  recendy,  only  a  handful 
of  firms  have  made  markets  in  options. 

Now,  options  trading  is  suddenly 
catching  fire.  In  April  the  number  of  con- 
tracts traded  in  the  U.S.  hit  all-time  daily 
and  monthly  highs  of  11  million  and  124 
million,  according  to  the  Options  Clear- 
ing Corp.  Those  high-water  marks  come 
on  the  heels  of  a  record  year  in  2004, 
when  1.2  billion  contracts  changed 
hands,  up  30%  from  2003.  Some  91.5%  of 
those  contracts— which  give  the  right  but 
not  the  obligation  to  buy  or  sell  stocks 
and  other  items  at  predetermined  prices 
in  return  for  a  premium— were  for  equity 
options  based  on  stocks  or  stock  indexes. 
Indeed,  stock-based  options  trading 
climbed  faster  than  any  other  category. 
That's  a  surprise.  Stock  prices  have 
churned  for  months,  pulling  volatility 
down  to  low  levels.  Normally  options  trad- 


ing benefits  from  high  volatility,  which  in- 
creases both  the  premiums  buyers  will  pay 
for  options  and  the  potential  profit  on 
trades.  But  despite  low  premiums  and 
volatility,  investors  are  happily  writing  call 
options  on  stocks  they  own,  so-called  cov- 
ered calls,  to  increase  their  returns  with  lit- 
tle risk  that  their  stock  will  either  be  called 
away  or  fall  sharply  in  price. 

Also  behind  the  surge  is  the  rise  of  elec- 
tronic systems  that  have  made  trading  far 
easier.  This  has  encouraged  institutions 
to  hedge  against  rising  interest  rates, 
falling  oil  prices,  or  an  appreciating  dol- 
lar. Institutions  now  account  for  50%  of 
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THECBOE  options  trading  today, 

The  exchange  vs.  30%  before  2000, 
is  still  No.  1  sayS    Michael    Walin- 

m  trading  skas,  executive  director 

Jjjjjjjjj^  of  the  Options  Industry 

Council  trade  group. 
The  new  technology  has  allowed  many 
hedge  funds  to  become  market  makers 
and  drive  large  volumes  of  trades.  Citadel 
Execution  Services,  the  broker-dealer  af- 
filiate of  Chicago  hedge  fund  Citadel  In- 
vestment Group,  is  the  International  Se- 
curities Exchange  Inc.'s  biggest  market 
maker,  accounting  for  about  10%  of  the 
exchange's  revenue. 

MORE  LIQUID 

E*TRADE  FINANCIAL  Corp.  founder  Bill 
Porter  primed  the  trading  boom  when  he 
launched  the  first  all-electronic  options 
market,  the  New  York-based  ISE  in  2000. 
In  just  four  years,  it  vaulted  to  No.  1  in  eq- 
uity options  volume.  That  pressured  older 
markets  such  as  the  Chicago  Board  Op- 
tions Exchange  to  add  electronic  trading  to 
their  floor  trading. 

As  a  result,  options  markets  have 
grown  more  liquid.  Because  electronic 
systems  match  buyers  and  sellers  quickly 
and  precisely,  spreads,  or  the  gaps  be- 
tween offering  prices  and  asking  prices, 
have  narrowed,  making  trading  more  at- 
tractive. At  the  CBOE,  which  is  still  No.  1 
in  total  trading  volume,  average  spreads 
have  halved  since  electronic  trading  be- 
gan in  2003. 

Electronic  trading  also  has  made  it  eas- 
ier for  institutions  to  make  markets  in  op- 
tions. Market  makers  provide  liquidity  by 
holding  inventories  of  certain  options  for 
trading.  Traditionally,  they  had  to  main- 
tain large  staffs  on  trading  floors— an  ex- 
pensive proposition.  On  electronic  ex- 
changes, that's  not  necessary.  "You  can 
make  markets  in  800  options  with  two 
people,"  says  Joe  Sellitto,  director  of  de- 
rivative products  at  E*Trade.  Morgan 
Stanley,  which  didn't  make  a  market  in 
options  before  2000,  has  become  one  of 
the  largest  market  makers  on  the  ISE. 

Retail  investors,  too,  are  contributing 
to  the  rise  in  trading  volume.  At  options- 
Xpress  Holdings  Inc.,  an  online  broker- 
age dedicated  to  options  investing,  daily 
average  revenue  trades  in  the  first  quarter 
were  20%  higher  than  the  same  period  in 
2004.  Although  experienced  investors 
use  options  primarily  to  hedge  bets  on 
stocks,  their  strategies  are  growing  more 
sophisticated  as  they  use  online  tools  to 
learn  how  to  trade.  At  this  rate,  options 
won't  play  second  fiddle  forever.  ■ 

-By  Justin  Hibbard  in  San  Mateo, 
Calif.,  with  Adrienne  Carter  in  Chicago 
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Dortmund? 


Pushing  Around 
Germany  Inc. 

As  foreign  hedge  fonds  raise  the  pressure 
on  boards,  CEOs  are  running  scared 


IAJORCA  HEDGE 
fond  FM  Fund  Man- 
agement Ltd.  hardly 
caused  a  ripple  in 
Germany  last  year 
when  it  bought  a  30% 
stake  in  Comtrade,  a 
Hamburg  provider  of  software  and  serv- 
ices for  financial  institutions.  No  politi- 
cians complained  when  FM's  managing 
director,  Florian  Homm,  used  his  fund's 
clout  to  shake  up  management.  Nor  did 
German  pundits  raise  an  outcry  in  the  lo- 
cal media  as  FM  pushed  Comtrade  to 
boost  productivity  and  profits. 

Of  course,  with  $20  million  in  sales, 
Comtrade  hardly  counts  as  an  icon  of  Ger- 
man industry.  But  suddenly,  FM  Fund 
Management  and  its  ilk  have  German  ex- 
ecs running  scared  and  leaders  in  Chan- 
cellor Gerhard  Schroder's  Social  Democra- 
tic Party  up  in  arms.  That's  a  result  of  the 
May  9  ouster  of  Werner  G.  Seifert,  CEO  of 
stock-exchange  operator  Deutsche  Borse. 
London  hedge  fund  TCI  led  a  shareholder 
revolt  against  Seifert  and  proved  that  an 
aggressive  investor  can  rock  the  boat.  Now 
speculation  is  rife  that  other  German  cor- 


porations could  be  in  line  for  a  shakeup. 
Some  of  the  names  mentioned  are  indus- 
trial gas  supplier  Linde,  truckmaker  MAN, 
and  travel  company  TUI.  Analysts  say  even 
Germany's  30  biggest  listed  companies  are 
vulnerable.  "There  is  clearly  a  move  into 
the  German  market  by  hedge  funds,  and 
they  certainly  have  the  resources  to  go  af- 
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Shareholder  pressure  to 
change  is  increasing  on 
German  blue  chips, 
including: 

LINDE  Spin  off  the  industrial  gas 
producer's  noncore  forklift  unit 

HVB  Bring  in  new  management  to  more 
quickly  restore  the  bank  to  profitability 

MAN  Split  up  Munich  maker  of  trucks, 
motors,  and  printing  presses 

TUI  Sell  off  the  travel  company's  Hapag 
Lloyd  shipping  business 
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ter  [the  biggest]  companies,''  says  Martir 
Korbmacher,  who  heads  the  German  ofBct 
of  Credit  Suisse  First  Boston. 

To  be  sure,  no  hedge  fund  attacks  on 
blue-chip  companies  have  come  to  light 
and  some  say  there's  little  to  fear  from 
shareholders  seeking  to  exercise  theii 
rights.  But  Homm— a  Harvard  Business 
School  graduate  who  has  worked  at  Mer- 
rill Lynch  &  Co.  and  Fidelity  Invest 
ments— has  become  a  bogeyman  in  Ger 
many.  He  first  jolted  public  opinion  last 
year  when  FM  bought  a  26%  stake  in 
Dortmund  soccer  team  Borussia  Dort- 
mund. Yet  he  and  his  partners  insist  they 
have  no  secret  plan  to  wreak  havoc  in 
German  industry  and  say  their  invest-, 
ment  in  Comtrade  and  Borussia  Dort- 
mund is  for  the  long  term."The  debate  is 
getting  out  of  hand,"  says  Guillermo  Her 
nandez,  trading  chief  at  FM.  "Hedge 
funds  save  a  lot  of  jobs." 

CAUGHT  OFF  GUARD 

What  makes  execs  quake  is  that  under 
German  law,  investors  do  not  have  to  re- 
veal their  holdings  in  a  company  until  they 
own  5%.  That  means  hedge  funds  can  ac- 
cumulate shares  unnoticed  and,  once  they 
cross  the  5%  threshold,  make  tough  de- 
mands. That  was  the  strategy  used  by 
TCI— which  had  the  tacit  support  of  other 
big  shareholders  such  as  mutual  funds— 
and  it  caught  Deutsche  Borse  officials  off 
guard.  "What  are  hedge  funds  all  about? 
We  are  asking  for  more  transparency,"  not 
less,  says  Rudiger  von  Rosen,  head  of  the 
Big  Business-backed  German  Share  Insti- 
tute and  former  CEO  of  Deutsche  Borse. 

German  blue  chips  present  a  ripe  target 
Many  trade  below  their  book  value  and  are 
potentially  worth  more  broken  up  than 
whole.  They  are  especially  vulnerable  be- 
cause longtime  institutional  shareholders 
are  selling  down  their  stakes  to  free  up  cap- 
ital. That  v/eighs  on  stock  prices  and  gives 
the  hedge  funds  an  opportunity  to  snap  up 
big  blocks  of  cheap  shares.  In  January,  for 
example,  insurer  Allianz  Group  netted 
$126  million  by  selling  its  shares  in  MAN. 

Many  market  observers  say  hedge 
funds  like  TCI  and  London-based  Cen- 
taurus  Capital,  which  has  invested  in  TV- 
rights  marketer  EM.TV  and  industrial 
holding  company  WCM,  are  the  vanguard 
of  a  wave  of  more  outspoken  sharehold- 
ers. Some  companies  have  proposed  re- 
sponding by  restricting  the  voting  rights 
of  newer  investors.  But  such  moves 
would  probably  run  afoul  of  European 
Union  rules.  Luce  it  or  not,  hedge  funds 
are  in  Germany  to  stay.  And  German  ex- 
ecs have  every  reason  to  be  nervous.  ■ 
-By  Jack  Ewing  in  Frankfurt 
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From  Swamp  Fox 
To  Healer 

How  Renovo's  CEO  turned  a  chance  find 
into  a  promising  anti-scarring  treatment 


ARK  W.  J.  FERGUSON 
never  dreamed  of  be- 
coming Belfast's  an- 
swer to  Crocodile 
Dundee  when  he  was 
a  dentistry  student  in 
Northern  Ireland  in 
the  late  1970s.  But  an  interest  in  cleft 
palates  led  him  to  the  swamps  of 
Louisiana,  Zimbabwe,  and  Australia  to 
track  and  study  alligators  and  crocodiles, 
whose  palates  develop  in  the  same  way  as 
humans'.  Armed  only  with  a  six-foot  stick, 
Ferguson,  49,  once  spent  two  days  walking 
out  of  an  Australian  swamp  after  his  heli- 
copter motor  failed.  "I  came  out  exhausted 
and  dehydrated,  but  not  bitten,"  he  recalls. 
Ferguson's  risky  reptile  research  led 
him  to  a  major  discovery.  While  a  professor 
of  biology  at  Manchester  University  in  the 
1980s,  Ferguson  found  that  wounds  an  al- 
ligator suffered  as  an  embryo  would  not 
result  in  any  scarring.  It  turned  out  that  a 
naturally  occurring  protein  known  as 
transforming  growth  factor  beta  3  (TGF- 
beta3),  which  is  found  in  higher  concen- 
trations in  embryos  than  adults,  promoted 
the  healing. 

That  marked  the  start  of  a  20-year 
quest  to  develop  the  world's  first  pre- 
scription drug  to  prevent  and  reduce  scar- 
ring in  humans.  To  capitalize  on  his  dis- 
covery, Ferguson  teamed  up  with  fellow 
Manchester  University  researcher  Sharon 
O'Kane  in  2000  to  set  up  a  biotech  com- 
pany called  Renovo  Ltd. 

POTENTIAL  BLOCKBUSTER 

FERGUSON  HAS  PROVEN  just  as  adept  at 
corralling  investors  as  crocodiles.  Since  its 
inception,  Renovo,  based  in  Manchester, 
England,  has  drummed  up  $59  million 
from  venture-capital  firms.  What  has  the 
money  men  lining  up  is  a  potential  block- 
buster called  Juvista,  a  synthetic  version  of 


Renovo's  drug  could  help 
wounds  heal  without  a  trace 

BREAKTHROUGH  Scientists  observed 
that  elevated  levels  of  a  protein  called 
transforming  growth  factor  beta  3 
(TGFbeta3),  normally  high  in 
embryos,  prevents  wounds  from 
healing  with  a  scar. 

APPLICATION  Injected  around  a  wound's 
edge  just  once  at  the  time  of  surgery  and 
once  the  following  day,  TGFbeta3  should 
be  able  to  prevent  scarring  in  skin, 
nerves,  blood  vessels,  tendons,  liga- 
ments, hearts,  eyes,  and  other  organs. 


HIDDEN  HURT 

Scarred  cardiac 
tissue  (green) 
can  raise  the  risk 
of  heart  failure 


TGFbeta3.  The  anti-scarring  treatment  is 
about  to  enter  final-stage  clinical  trials  and, 
if  successful,  could  hit  the  U.S.  market 
within  four  years. 

Renovo  had  planned  to  list  on  the  Lon- 
don Stock  Exchange  at  the  end  of  May,  but 
market  volatility  in  recent  weeks  has 
dimmed  investor  appetite  for  biotech 
stocks,  leading  the  company  to  delay  its 
initial  public  offering.  But  the  buzz  con- 
tinues. In  the  words  of  Dr.  Ian  T  Jackson, 
director  of  the  Craniofacial  Institute  in 
Southfield,  Michigan:  "An  anti-scarring 
medication  that  can  be  used  in  all 
anatomical  areas  would  be  a  very  impor- 
tant contribution  to  medical  research." 
Scarring  of  the  skin  afflicts  an  esti- 
mated 42  million  patients  in  the  U.S.  The 
market  for  preven- 
tion and  reduction  of 
skin  scarring  alone 
could  be  worth  $4 
billion,  estimates 
Mattson  Jack  Group, 
^^^™  a  U.S.  pharmaceuti- 

cal consultancy.  "People  have  nipped  at 
the  edges  of  anti-scarring,  but  no  one 
has  really  found  the  right  product  for  it. 
We  think  we  have,"  says  Jerry  Karabelas, 
a  partner  at  Princeton  (N.J.)-based  Care 
Capital  LLC— one  of  Renovo's  in- 
vestors—and former  head  of  the  U.S. 
drug  business  of  Novartis. 

Treatments  for  scarring  currently 
range  from  cheap  and  painless  over-the- 
counter  creams  to  costly  and  excruciat- 
ing skin  grafts.  Juvista  is  administered 
by  injection  at  the  edge  of  a  wound,  and 
just  two  doses  suffice.  Although  Renovo 
has  yet  to  set  a  price,  the  company  ex- 
pects Juvista  will  cost  less  than  a 
shot  of  Botox.  In  clinical  trials  of  the 
drug,  formulated  for  cosmetic  surgery, 
more  than  70%  of  patients  have  reported 
a  significant  reduction  in  scarring.  That 
doesn't  surprise  Ferguson,  who  has  used 
himself  as  a  guinea  pig,  inflicting  cuts  to 
his  arms  and  treating  himself  with  the 
drug.  "I  wouldn't  ask  anyone  to  volun- 
teer for  something  I  wouldn't  do  my- 
self," he  says. 

Renovo  has  three  other  anti-scarring 
drugs  in  advanced  clinical  trials  and  an 
additional  13  in  the  pipeline.  They  target 
internal  scarring  to  blood  vessels,  the 
eyes,  tendons,  the  heart,  and  other  or- 
gans. "If  there  is  a  site  in  the  body  with 
potential  for  scarring,  we're  interested  in 
it  as  a  potential  market  for  our  drugs," 
says  Ferguson.  "I  always  tell  people, 
'Scars  are  us.' "  With  luck,  the  pain  Fer 
guson  has  suffered  in  the  name  of  science 
will  pay  off  big.  ■ 

-By  Kerry  Capell  in  London 
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SciTech  Developments  to  Watch 


BY  CATHERINE  ARNST 


The  mood  was  unusually  upbeat  at  the  annual  conference  of  the 
American  Society  of  Clinical  Oncology  (ASCO)  in  Orlando  on 
May  13-17,  which  attracted  about  30,000  scientists  and  doctors. 
Here  are  some  of  the  studies  that  helped  fuel  the  optimism. 


TREATMENT 

NEW  TARGETS  FOR  DRUGS 


THE  FIRST  YEARS  of  this  cen- 
tury witnessed  the  emergence 
of  targeted  cancer  therapies 
such  as  Genentech's  Avastin. 
With  minimal  side  effects, 
these  treatments  take  aim  at 
one  cellular  abnormality  that 
drives  tumor  growth.  Their 
benefits  have  been  modest, 
however:  Only  a  few  help 
patients  live  longer.  But  what 
would  happen  if  you  knocked 


SMOKING 

A  VACCINE 
FOR  QUITTERS 

SMOKING  CAUSES  some  30% 
of  all  cancers,  which  is  why 
there  was  a  lot  of  buzz  at 
ASCO  over  incremental 
progress  on  an  anti-smoking 
vaccine.  Cytos  Biotechnology 
in  Zurich  reported  that  40% 
of  the  341  smokers  in  a  trial 
of  its  CYT002-NicQb  vaccine 


out  several  cancer- causing 
factors  at  once? 

A  new  class  of  multi- 
targeted  drugs  is  designed  to 
do  just  that.  The  drugs  block 
several  proteins  responsible 
both  for  the  tumor's  growth 
and  its  blood  supply.  A  prime 
example  is  AstraZeneca's 
zd6474  for  lung  cancer— a 
huge  killer,  and  one  with  few 
good  treatment  options.  In  a 


stopped  smoking  for  8  to  24 
weeks.  However,  30%  of  the 
patients  on  placebo  also  quit. 

The  Cytos  drug  is  an 
antibody  that  blocks  nicotine 
from  entering  the  brain— and 
the  researchers 
did  find  that  57% 
of  those  patients 
who  had  high 
levels  of  the 
antibody  in 
their  blood  were 
able  to  give  up 


127-patient  trial,  tumors 
shrank  in  26%  of  the 
subjects,  and  the  drug  kept 
patients  alive  without  tumor 
growth  for  a  median  of  18.7 
months,  six  months  longer 
than  chemotherapy  alone. 

The  first  drugs  in  this 
category  to  reach  the  market 
will  probably  be  sorafenib, 
developed  by  Bayer 
Pharmaceuticals  and  Onyx 
Pharmaceuticals,  and  Pfizer's 
Sutent.  The  companies  plan 
to  seek  marketing  approval 
by  yearend. 

Both  drugs  were  tested 
against  kidney  cancer. 
Sorafenib  shrank  tumors  in 
only  2%  of  patients  but 
doubled  the  length  of  time 
patients  survived,  without  the 
disease  progressing,  to  24 
weeks.  In  two  smaller  trials, 
the  tumors  of  40%  of  patients 
on  Sutent  shrank,  but  the 
drug  had  more  side  effects 
than  sorafenib,  and  survival 
benefits  weren't  verified. 
Cancer  specialists  cautioned 
against  comparing  the  two 
drugs  based  on  very  different 
studies.  "I  think  there  will  be 
a  place  for  both,"  says  Dr. 
George  Demitri  of  the  Dana- 
Farber  Cancer  Institute. 


smoking.  That  suggests  that 
even  if  the  current  Cytos 
vaccine  fails,  antibodies  can 
indeed  help  fight  nicotine 
addiction.  The  company 
plans  further  studies. 


PREVENTION 

AN  ASPIRIN 
A  DAY  KEEPS 
THE CANCER 
AWAY? 

CANCER  IS  MOST  deadly  when 
it  reemerges  after  initial 
surgery  or  chemotherapy.  To 
prevent  such  recurrences, 
doctors  are  testing  a  number 
of  follow- on  treatments,  often 
with  well-known  drugs. 
Simple  aspirin,  for  example, 
may  halve  the  risk  of 
recurrence  and  death  for 
colon  cancer  patients.  For  2/2 
years,  a  team  led  by  Dr. 
Charles  Fuchs  of  the  Dana- 
Farber  Cancer  Institute 
followed  846  patients  whose 
colon  cancer  had  spread  to 
the  lymph  nodes.  The  75 
patients  who  reported  taking 
aspirin  daily  or  every  other 
day  had  a  55%  lower  risk  of 
recurrence  and  a  48% 
lower  risk  of  death, 
compared  with 
nonusers.  More 
research  is 
needed  to 
confirm  the 
findings  and 
determine  just 
why  aspirin 
prevents  recurrences. 

Another  study  found  that 
the  controversial  drug 
Thalidomide,  made  by 
Celgene  Corp.,  can  greatly 
lower  the  risk  of  recurrence 
for  patients  with  multiple 
myeloma,  a  deadly  bone- 
marrow  cancer.  In  a  668- 
patient  randomized  study,  the 
drug  prevented  the  disease 
from  reemerging  for  55%  of 
patients  over  five  years, 
compared  with  40%  for  those 
who  received  standard 
treatment.  Launched  as  a 
sleep  aid,  Thalidomide  was 
taken  off  the  market  in  the 
1960s  because  it  caused 
serious  birth  defects.  But  it 
may  work  against  cancer 
because  it  blocks  blood  vessel 
formation  around  a  tumor. 
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analytic  process.  All  non-public  information  received  during  any  analytic  process,  including 


Tiger,  Ernie,  and  Vijay  are  coming  over 
to  Jack's  house  to  play. 

Would  you  mind  watching  them  for  4  days? 
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Watch  golfs  greatest  at  Muirfield  Village  Golf  Club. 
THE  2005  MEMORIAL  TOURNAMENT  presented  by  Morgan  Stanley. 


The  Golf  Channel 


Wed.  June  ist    3  pm  Opening  Ceremony 


Thuks.  Jink  2nd      4  pm 
fri.        |une  3rd      3  i'm 
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Fri.        June  3RD  12:55-1:10  am    Highlights 
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»lt  doesn't  come  cheap,  but 
golf  tournament  sponsorship 
earns  valuable  exposure 
By  Mark  Hyman 


MAKING  CUSTOMERS  AWARE  OF  A 
new  product  with  a  strange  name 
can  be  difficult.  When  the  product 
is  a  prescription  drug  for  erectile 
dysfunction,  the  marketing  chal- 
lenge is  that  much  greater.  For 
pharmaceutical  company  Lilly 
ICOS,  part  of  the  solution  has  been  to  link  up  with  the  PGA 
Tour.  When  the  company  launched  its  drug  Cialis  last  year, 
it  nabbed  title  sponsorship  of  the  Cialis  Western  Open  at 
Cog  Hill  Golf  &  Country  Club  in  Lemont,  111. 

This  season  the  drug  company  has  stepped  up  its  presence 
on  the  tour.  Besides  plastering  its  name  on  leader  boards,  it's 
offering  free  high-tech  swing  analysis  in  spectator  tents  to 
fans  at  10  events.  It  has  also  made  Memorable  Moments  spon- 
sored by  Cialis  a  regular  feature  on  golf  telecasts.  The  spots 
show  PGA  Tour  players  relaxing  away  from  the  golf  course. 
Matthew  Beebe,  Cialis  U.S.  team  leader,  says  golf  and  an 
anti-impotence  pill  share  a  lot  of  common  turf.  Many  PGA 


Tour  fans  are  men  40  to  65,  a  key  market  for  the  drug.  In 
addition,  Cialis  positions  itself  as  a  drug  that  lasts  over  a 
longer  period  of  time  than  its  competitors  Viagra  and 
Levitra— so  men  who  use  it  needn't  be  in  a  hurry  for  ro- 
mance. Similarly,  "golf  is  truly  a  relaxing  sport.  There  is  no 
shot  clock,  and  really  no  time  restrictions,"  says  Beebe.  A 
more  action-packed,  high-anxiety  game  would  be  a  mis- 
erable fit.  "You  wouldn't  see  us  partnering  with  arena  foot- 
ball," he  says. 

Pro  golf  and  Corporate  America  have  been  playing  in  the 
same  twosome  since  before  Arnold  Palmer  was  a  rookie.  But 
four  golf  tours  means  that  sponsors  have  more  options  than 
ever.  The  PGA  Tour  delivers  the  largest  galleries— and  when 
Tiger  Woods  is  in  the  field,  TV  ratings  can  increase  sub- 
stantially. The  exposure  doesn't  come  cheap.  Becoming  a 
"title  sponsor"  on  the  PGA  Tour  can  cost  $6  million,  with 
half  of  that  going  toward  prize  money.  Prices  on  the  Cham- 
pions and  Nationwide  tours,  which  are  operated  by  the  PGA 
Tour,  and  the  LPGA  Tour  are  a  fraction  of  that  (table,  page 
98).  But  so  are  their  audiences. 

Title  sponsors  on  both  the  PGA  and  Champions  tours  often 
are  large  international  corporations,  says  Edward  L.  Moor- 
house,  PGA  Tour  executive  vice-president.  But  the  marketing 
benefits  of  the  two  tours  can  be  quite  different.  "On  the  PGA 
Tour,  title  sponsors  are  very  much  interested  in  media.  On  the 
Champions  Tour,  the  buy  is  more  in  the  nature  of  [on-course] 
hospitality,"  says  Moorhouse.  Sports  marketing  experts  stress 
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that  if  s  important  for  sponsors 
to  focus  on  a  clear  goal.  "To  do  it 
right,  you  need  to  go  in  with  a  set 
of  objectives,"  says  Scott  Sey- 
mour, senior  vice-president  of 
Octagon  Worldwide,  a  sports 
marketing  agency.  "There's  no 
Nielsen  rating  to  evaluate  the 
performance  of  your  property." 

Some  sponsors  stray  from  tra- 
ditional buys.  Outback  Steak- 
house  sponsors  the  blimp  that 
flies  overhead  at  most  PGA  Tour 
events  telecast  by  CBS.  Outback 
Chairman  Chris  T  Sullivan  says 
he  prefers  to  spend  a  substantial 
amount  of  his  sponsorship 
dollars  on  a  floating  billboard 
because  "it  allows  us  a  way  to 
get  our  brand  inside  the  broad- 
cast" rather  than  buying  com- 
mercials that  viewers  might 
tune  out  (page  102). 

Also  out  of  the  ordinary  is 
drug  company  AstraZeneca's  golf  pitch:  the  Crestor 
Charity  Challenge.  London-based  Astra  launched  the 
program  in  2004,  which  commits  it  to  $100,000  in 
charitable  gifts  at  35  tour  stops  from  January  to  No- 
vember, to  introduce  consumers  to  a  new  anti-cho- 
lesterol drug.  Little  did  the  company  know  how  help- 
ful the  golf  sponsorship  would  be.  Astra  officials 
believe  the  goodwill  generated  by  its  philanthropy 
has  helped  the  company  weather  a  storm  of  bad  pub- 
licity churned  up  when  a  study  revealed  the  drug's 
possible  health  risks. 

Pampering  and  Schmoozing 

MYRIAD  FACTORS  can  influence  a  sponsor's  deci- 
sion to  join  forces  with  a  particular  tour  or  tourna- 
ment. Location  and  date  are  typical  considerations: 
Is  the  sponsor  set  on  an  event  in  its  community? 
Which  tour  can  offer  a  prime  date?  (Events  sched- 


SWING 
ANALYSIS  ON 
THE  PGA  TOUR, 
WHERE  LILLY'S 
DRUGCIALIS 
IS  A  CENTRAL 
PLAYER 


uled  the  week  before  or  after  a 
major  championship  often  strug- 
gle to  attract  star  golfers.) 

For  ACE,  a  Bermuda-based  in- 
surance company,  sponsoring  a 
tournament  is  largely  about 
pampering  top  sellers  and  lavish- 
ing attention  on  important 
clients.  It  can  also  be  a  diversion 
from  troubles  at  corporate  head- 
quarters. ACE,  which  recentiy 
has  been  the  target  of  an  insur- 
ance industry  probe,  has  been  ti- 
tle sponsor  of  a  February  Cham- 
pions Tour  event  in  Naples,  Fla., 
for  seven  years.  The  company 
liked  the  laid-back  attitude  of  50- 
and-over  golfers,  who  are  more 
likely  than  their  PGA  Tour  coun- 
terparts to  offer  playing  tips  and 
to  schmooze  after  hours  in  the 
clubhouse  grill. 

ACE  invites  about  250  guests, 
mostly  high-performing  brokers 
and  top  clients,  to  Florida  for  its  event.  In  addition 
to  playing  in  a  pro-am,  the  visitors,  who  pay  for 
their  own  travel,  are  on  the  guest  list  for  group  din- 
ners and  nighdy  entertainment.  ACE  also  convenes 
business  meetings  and  education  seminars. 

For  some  corporations,  the  sponsorship  decision 
is  as  simple  as  dialing  up  the  hometown  tourna- 
ment. Shell  Oil  Co.  has  been  tide  sponsor  of  the  PGA 
Tour's  Shell  Houston  Open  since  1992.  Shell's  U.S. 
headquarters  are  in  Houston,  and  the  company  has 
about  11,500  employees  based  there.  Likewise, 
when  BMW  Manufacturing  Co.  contacted  the  Na- 
tionwide Tour  several  years  ago,  it  knew  exacdy 
where  it  wanted  to  play  host:  on  courses  near  its 
home  base  of  Spartanburg  County,  S.C.  BMW  builds 
the  Z4  roadster  and  the  X5  sport-utility  vehicle  in  a 
factory  there  and  employs  about  4,600  workers. 
The  car  manufacturer  looked  at  an  event  on  the  Na- 
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FLEMING'S  PRIME  STEAKHOUSE  6-  WINE  BAR 

Discover  100  wines  by  the  glass  and  the  finest  prime  steaks 
in  an  atmosphere  that's  gracious  and  lively. 
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tionwide  Tour,  a  circuit  for  up-and-coming  golfers, 
as  a  way  to  create  a  regional  sports  attraction,  con- 
nect with  local  residents,  and  raise  money  for  local 
charities.  "Golf  marries  a  lot  of  values  this  compa- 
ny cares  about,"  says  Robert  Hitt,  the  company's 
manager  for  public  affairs. 


SHELL  HAS 
SPONSORED 
THE  HOUSTON 
OPEN  SINCE 
1992 


Charity  and  Business 

IN  FIVE  YEARS,  the  BMW  Charity  Pro-Am 
evolved  into  one  of  the  Nationwide  Tour's  most 
cessful  tournaments,  drawing  Hollywood  stars 
garnering  goodwill  for  the 
company.  In  2004,  BMW 
even  wooed  legends  Jack 
Nicklaus  and  Gary  Player, 
who  seldom  play  on  the  sec- 
ond-tier tour.  (Player  re- 
turned for  the  event  this 
year.)  The  presence  of  the 
two  golfers  brought  prestige 
to  the  tournament,  but  BMW 
officials  say  they're  not  ready 
to  consider  the  extra  invest- 
ment or  added  risk  of  mov- 
ing up  to  the  big  tour.  "I 
don't  know  where  we'll  be  in 
five  years,"  says  Hitt.  "It 
might  be  a  different  type  of 
event.  But  I'm  an  incremen- 
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ACTOR  KEVIN 

COSTNERISA 
REGULAR  AT 
THE  BMW 
CHARITY 
PRO-AM 


talist.  I  like  walking  into 
the  water  slowly." 

BMW  gets  a  boost  from 
the  affiliation.  It  splashes 
the  company  name  on  the 
tournament  and,  during 
the  week,  supplies  flashy 
sports  cars  for  players  and 
celebrities  to  tool  around 
the  Spartanburg  area.  Just 
as  notable  are  the  ways  the 
company  refrains  from 
leveraging  the  tourna- 
ment for  promotion. 
There  are  few  shiny  cars 
parked  on  the  golf  course, 
a  noticeable  difference 
from  events  sponsored  by 
other  auto  makers  such  as 
Buick  and  Ford.  And 
BMW  doesn't  buy  TV  com- 
mercials on  The  Golf  Channel,  which  televises  the 
event.  "It's  not  the  approach  we  take.  We  see  this  as 
a  charity  event  and  as  a  community  citizenship 
event,"  says  Hitt. 

In  many  sponsorship  deals,  charity  and  busi- 
ness development  go  together.  At  last  year's 
Michelob  Ultra  Open,  an  LPGA  event  in  Williams- 
burg, Va.,  title  sponsor  Anheuser-Busch  donated 
$300,000  to  local  charities.  The  brewer  also 
notched  valuable  publicity  for  its  beer  brands  and 
local  properties,  including  the  posh  Kingsmill  re- 
sort, the  tournament  site,  and  Busch  Gardens,  the 
popular  amusement  park. 

Anheuser-Busch  hosted  a  PGA  Tour  event  at 
Kingsmill  from  1981  to  2002.  It  ended  the  run,  in 
part,  because  the  tournament  failed  to  land  attrac- 
tive dates.  (Michelob  Ultra  remains  the  official  beer 
of  the  PGA  and  Champions  tours.)  By  contrast,  the 
LPGA  event  comes  to  town  in  May,  prime  golf  sea- 
son, and  draws  a  stellar  field  that  this  year  included 
49  of  the  top  50  women  pros.  Prize  money  of  $2.2 
million  is  among  the  highest  paydays  on  the  tour, 
and  Anheuser-Busch  has  signed  on  through  2006. 
"The  women  players  tell  us  it  has  the  feel  of  a  ma- 
jor championship,"  says  Anthony  T  Ponturo,  vice- 
president  of  global  media  and  sports  marketing  for 
Anheuser-Busch.  That's  what  a  golf  sponsor  wants 
to  hear.  If  the  tournament  sells  a  few  more  hotel 
rooms  and  glasses  of  brew,  it's  even  sweeter.  ■ 
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Don't  settle  for  off-the-shelf 
retirement  solutions. 

At  Prudential  Retirement,  we  customize 
retirement  down  to  the  last  detail. 

Were  talking  about  a  workplace  retirement 
plan  that  helps  you  build  a  portfolio  to  match 
your  precise  risk  profile,  drawing  on  today's 
top  name  investment  choices.  Easy-to-use 
technology  that  helps  you  take  control  of  your 
retirement  planning.  And  an  award-winning, 
personalized  account  statement  that  lets  you 
know  exactly  how  you're  doing.  Retirement 
that's  made  to  order,  from  a  company  you 
can  count  on.  It's  why  so  many  Americans  rely 
on  Prudential  Retirement  for  a  more  intelligent 
retirement  solution. 

1-800-THE-ROCK    ext.  3882 


Prudential  Retirement 
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retirement  experience 
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(retirement  account  values)* 
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»0utback  Steakhouse  founder 
and  course  developer  Chris 
Sullivan  is  always  ready  for  the 
next  18  holes  By  Dean  Foust 


DON'T  ASK  CHRIS  SULLI- 
van  to  explain  his  fasci- 
nation with  all  things 
Australian.  When  the 
Florida  entrepreneur  was 
looking  to  start  a  chain 
of  casual  steak  restau- 
rants in  the  late  1980s, 
he  decided  to  play  on 
the  popularity  of  the  Crocodile  Dundee  films.  The 
result  was  Outback  Steakhouse  Inc.,  which  has 
been  every  bit  as  successful  as  those  1980s 
movies.  And  when  Sullivan,  a  certified  golf  nut, 
set  out  to  build  a  course  in  his  hometown  of  Tam- 
pa, he  hired  the  architect  he  thought  could  best 
replicate  the  great  sand-belt  courses  of  Australia, 


SULLIVAN 
AT  HIS  LOCKER 
IN  THE  OLD 
MEMORIAL 
GOLF  CLUB 
IN  TAMPA 


which  Sullivan  had  fallen  in  love  with  during  his 
global  golf  travels.  Even  Sullivan  is  struck  by  the 
anomaly.  "Hey,  I'm  Irish,  so  it  happens  to  be  more 
of  a  coincidence  than  anything  else,"  he  says. 

Since  its  debut  in  1997,  Sullivan's  Old  Memorial 
Golf  Club  has  won  accolades.  With  a  membership 
roster  that  includes  U.S.  Golf  Assn.  President  Fred 
S.  Ridley,  University  of  Louisville  basketball  coach 
Rick  Pitino,  and  former  NFL  quarterback  Joe 
Theismann,  the  course  has  played  host  to  U.S. 
Open  qualifying  tournaments  as  well  as  leading 
collegiate  events.  In  an  era  when  many  new 
courses  are  built  with  such  manmade  artifices  as 
waterfalls,  and  stadium-like  moundings  sur- 
rounding tricked-up  greens,  Old  Memorial  stands 
as  a  throwback  to  an  earlier  era.  "A  lot  of  the 
modern  Florida  courses  can  look  contrived,  but 
not  Old  Memorial,"  says  Ridley.  "It's  a  pretty 
special  place." 

Sullivan's  passion  for  the  game  doesn't  end  with 
Old  Memorial.  While  best  known  within  golf  cir- 
cles for  sponsoring  the  blimp  that  flies  over  many 
PGA  Tour  events,  Sullivan's  Outback  chain  also 
picked  up  tide  sponsorship  from  GTE/Verizon  of  a 
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Jack  Nicklaus  with  what  is  still  his  most 
important  cup. 

Anyone  can  talk  a  good  game.  But  getting  a  tiny  ball  into  a  small  hole  375  yards 
away  takes  focus,  determination  and  mental  strength.  It's  these  which  have  enabled 
RBS  ambassador  Jack  Nicklaus  to  win  18  professional  Majors.  Like  him,  our 
reputation  is  built  on  getting  things  done,  which  is  why  we've  quietly  grown  to 
become  one  of  the  biggest  banks  in  the  world.  Visit  rbs.com  to  find  out  more. 
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Champions  Tour  event  this  past 
February.  (The  tournament  is 
played  at  the  Tournament  Play- 
ers Club  of  Tampa  Bay,  not  at 
Old  Memorial,  which  is  off  a 
narrow  lane  in  an  isolated,  rural 
section  of  Tampa  and  doesn't 
have  the  infrastructure  to  handle 
throngs  of  spectators.)  Not  con- 
tent to  back  a  run-of-the-mill 
tournament,  Sullivan  got  the 
Champions  Tour  to  use  the  same 
format  as  the  AT&T  Pebble 
Beach  National  Pro-Am— pair- 
ing tour  pros  with  executives 
and  other  amateurs  like  himself 
in  tournament  play.  "I've  been 
fortunate  to  play  inside  the 
ropes  at  the  AT&T  when  the 
scores  really  counted,  and  I 
wanted  others  to  share  the  same 
experience,"  he  says. 

Not  surprisingly,  golf  has 
been  in  Sullivan's  blood  since  he 
was  old  enough  to  grip  a  putter. 
As  a  kid,  he  and  his  three  broth- 
ers set  up  their  own  makeshift 
course  in  their  Silver 
Spring  (Md.)  neigh- 
borhood, whacking 
whiffle  balls  with 
cut-down  clubs.  By 
age  7,  Sullivan  was 
tagging  along  with 
his  father,  an  FBI 
agent,  to  the  local 
municipal  course; 
by  12,  he  was  cad- 
dieing  at  a  nearby 
country  club  for  $4 
a  bag.  After  college,  Sullivan  entered  the  restau- 
rant business  as  a  management  trainee  for  the 
Steak  &  Ale  chain,  and  as  a  young  manager  in 
Columbus,  Ohio,  he  readily  volunteered  to  handle 
late  closings  "so  he  would  be  free  to  spend  his 
mornings  on  the  course.  Even  now,  the  running 
joke  at  Outback  headquarters  is  that  the  restau- 
rants are  open  only  for  dinner  to  let  employees  get 
in  a  round  during  the  day. 

Sullivan  long  ago  recognized  the  networking 


SULLIVAN 
DEVELOPED 
OLD 
MEMORIAL, 
HE  TOOK  AS  A 
MODEL  THE 
SAND-BELT 
COURSES  HE 
HAD  FALLEN  IN 
LOVE  WITH  IN 
AUSTRALIA 


potential  of  golf,  and  he  has  fre- 
quently taken  advantage  of  it  over 
the  years.  He  has  played  with  peo- 
ple who  later  became  Outback  fran- 
chisees and  suppliers,  as  well  as 
tour  pros  ranging  from  Annika 
Sorenstam  to  Arnold  Palmer.  A 
pairing  years  ago  with  former  base- 
ball commissioner  Peter  Ueberroth 
led  to  a  friendship  and  eventual 
participation  in  the  Ueberroth-led 
group  that  purchased  the  famed 
Pebble  Beach  course  back  in  the 
mid-1990s. 

But  owning  a  piece  of  Pebble  was 
not  enough.  Eager  to  bring  a  course 
to  Tampa  that  evoked  the  classic 
golf  experience  of  Royal  Melbourne 
Golf  Club  in  Australia  or  closer  to 
home,  New  Jersey's  Pine  Valley  Golf 
Club  (where  he's  also  a  member), 
Sullivan  considered  big-name  ar- 
chitects such  as  Tom  Fazio  before 
hiring  the  less  well-known  Steve 
Smyers  for  the  job.  "We  wanted 
someone  who  would  do  something 
a  little  different,"  Sullivan  ex- 
plains. Smyers  suc- 
ceeded, creating  a 
course  with  dramatic 
contours  and  bunker- 
ing, all  trimmed  by  na- 
tive Florida  grasses. 
The  course  meanders 
in  and  around  140 
boldly  sculpted  bunk- 
ers, including  one  on 
the  558-yard  12th  hole  that  is  practically  the  size  of 
a  small  desert.  The  fairways  weave  through  large 
unspoiled  areas  that  serve  as  the  habitat  for  such 
wildlife  as  the  gopher  tortoise,  which  happens  to 
be  the  inspiration  for  Old  Memorial's  logo. 

Like  those  other  classic  golf  courses,  Old 
Memorial  features  firm  fairways  that  allow  the  ball 
to  roll.  And  many  of  the  holes  offer  classic  risk/re- 
ward options  that  often  give  golfers  the  choice  of 
an  aggressive  angle  to  the  green  that  can  yield  a 
birdie— or  bogey— or  a  safer  approach  that  usual- 
ly guarantees  no  better  than  par.  To  add  to  the  ex- 
perience, Sullivan  instituted  a  caddies  program  for 
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Great  experiences  gi\ 
life  to  the  best  memories. 

Soak  it  in.  Another  perfect  day.  Another  amazing 
destination.  And  nothing  to  get  in  the  way  of  complete 
enjoyment  of  the  entire  experience.  That's  what  life 
as  an  Abercrombie  &  Kent  Destination  Clubs  Member 
means.  Guaranteed,  unlimited  access  to  over  150  luxury 
residences  in  35  stunning  locales.  Your  private  chef 
whipping  up  another  five-star  culinary  masterpiece — 
or  the  perfect  libation  for  relaxing  by  the  pool.  Maybe 
your  Personal  Concierge  dropping  by  with  spa  passes? 
Lucky  you.  Drink  it  in.  You  deserve  it.  From  the 
company  that  created  the  Destination  Club  industry. 

Perfect  vacation  experiences  for  life. 

Call  I-800-490-O163  or  visit  www.akdestinations.com 

Unlimited  access  memberships  start  at  $275>000- 
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Old  Memorial,  with  riding  carts  made  available 
only  to  players  who  can  produce  a  note  from  their 
doctor.  (The  members  honor  the  caddies  on  a  spe- 
cial day  each  year  by  reversing  roles  and  carrying 
the  caddies'  bags.) 

A  Golf  Junkie 

GIVEN  HIS  DECISION  this  past  March  to  step  down 
as  CEO  of  Outback  Steakhouse,  while  remaining  co- 
chairman,  the  57-year-old  Sullivan  has  more  time 
for  golf— even  if  Outback  co-founder  Bob  Basham 
likes  to  joke  that  "if  s  just  not  possible  for  Chris  to 
play  any  more  golf  than  before."  Sullivan  estimates 
that  he  averages  150  rounds  a  year,  including  fre- 
quent trips  to  Pebble  Beach,  where  he  bought  a 
house  a  couple  years  ago,  as  well  as  periodic  golf 
trips  with  buddies  to  Scodand,  Ireland,  and  the  lead- 
ing U.S.  resort  courses. 

Last  year,  Sullivan,  Ridley,  and  seven  other 
friends  all  packed  into  a  private  jet  and  succeeded 
in  playing  three  U.S.  Open  courses  all  in  a  single 
day— starting  with  Oakland  Hills  Country  Club  in 


Michigan,  then  on  to  Chicago  Golf  Club,  before  out- 
racing  the  sun  west  to  finish  with  18  holes  at  Pebble 
in  Northern  California.  "We're  trying  to  work  in 
four  courses  in  a  day  this  year,"  he  says.  The  trick  is 
to  start  in  the  westernmost  part  of  the  Eastern  time 
zone  and  to  play  during  the  week  in  June  when  the 
days  are  the  longest. 
As  Sullivan  tees  off  on  a  Tuesday  afternoon  at  Old 


FAIRWAYS 
AT  OLD 
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Memorial,  it's  clear  he's  got  game.  Sullivan  gener- 
ates a  lot  of  distance  off  the  tee— most  of  his  drives 
carry  a  good  250  yards— thanks  to  a  pronounced 
shoulder  turn  that  allows  him  to  get  extra  oomph. 
"When  you're  a  little  guy  like  me,  you've  got  to  try 
to  generate  a  lot  of  power,"  he  jokes. 

Sullivan  admits,  however,  that  his  push  for  power 
has  come  at  a  cost  in  accuracy,  and  in  turn,  scoring: 
His  Handicap  Index,  once  as  low  as  3.2,  has  crept  up 
to  7.7.  "I  went  through  a  phase  over  a  couple  of 
^hhh  months  of  trying  to  hit  the  ball  too  hard," 
^  he  says.  "But  [the  scores  and  the  Handi- 

^^H    cap  Index  are]  coming  back  down." 
HH        His  opening  tee  shot  on  the  first 
^vV^J    hole— a  straight-ahead  par  4— carries 
\       ^^    about  240  yards  down  the  fairway,  and 
when  his  approach  shot  fails  to  hold 
the    green,    Sullivan    makes    a    nice 
up-and-down  to  save  par.  After  another 
par  on  No.  2,  Sullivan  drains  a  seven-foot 
putt  on  No.  3  to  keep  his  string  of  pars 
alive.  Sullivan  bogeys  the  fourth  hole. 
Trouble  arrives  on  the  fifth  hole— a 
long  dogleg  par  4,  and  the  toughest  hole  on  the 
course— when  Sullivan  muffs  his  greenside  chip 
into  a  swale  containing  a  sprinkler  head.  "In  the 
hole  in  3!"  he  laughs,  with  his  arms  raised.  His 
fourth  shot  skates  past  the  hole,  but  Sullivan, 
whose  strong  suit  is  clearly  his  putting,  drains  the 
comebacker  to  salvage  another  bogey. 

The  thing  you  quickly  realize  about  Sullivan  is 
how  fast  he  plays.  He  moves  briskly  down  the  fair- 
ways and  isn't  shy  about  putting  out  of  turn  when 
his  playing  partners  aren't  ready.  On  the  fourth 
hole,  as  Basham  is  still  retrieving  his  ball  from  the 
hole,  Sullivan  has  already  sprinted  up  the  short 
steps  to  the  next  tee  box  and  smashed  his  drive.  In- 
deed, even  without  the  benefit  of  a  cart,  the  three  of 
us  make  the  turn  after  nine  holes  in  just  an  hour 
and  40  minutes. 

But  Sullivan's  score  starts  to  slip.  He  sends  his 
tee  shot  into  the  trees  on  the  par-5  ninth  hole, 
which  results  in  a  rare  double  bogey.  He  also  bo- 
geys the  10th  and  11th,  before  recovering  with  pars 
on  No.  12  and  No.  13.  It's  around  here  that  Sullivan 
takes  a  cell-phone  call  that  prompts  him  to  beg  off 
after  15  holes— where  he's  seven  over  par— for  an 
unexpected  meeting.  Not  to  worry.  Liberated  from 
the  day-to-day  grind,  Sullivan  is  free  to  play  when- 
ever he  pleases.  ■ 
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It's  a  fact  of  life  that  life  insurance  and  investing  will  never  be  simple.  But  at 
Genworth  Financial,  we're  doing  what  we  can  to  make  it  less  complicated. 
Whether  it's  life  insurance,  long  term  care  insurance,  or  retirement  income,  we 
can  help  you  make  better  choices.  Because  when  it  comes  to  planning  for  your 
future  and  that  of  your  family,  being  well-informed  is  always  the  smartest  path. 
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Backin 

atour  pr< 

»  Going  along  for  the  ride  has  its 
ups  and  downs.  Here's  how  it  works 

By  Bev  Norwood 

if 


• 


■ 


HO  HASN'T  DREAMED  OB  BEING  A  PROFES- 
sional  golfer— raking  in  hundreds  of  thousands  of 
dollars  on  manicured  courses  in  warm,  sunny 
r  weather,  playing  a  game  we  love?  But  when  we 
know  that  dream  will  never  become  a  reality,  spon- 
soring a  prospective  tour  player  might  be  the  next-best  thing.  There 
are  hundreds,  perhaps  thousands,  of  young  players— the  kid  of  a  club 
member,  a  top-ranked  amateur,  or  an  assistant  in  the  golf  shop— who 
have  the  potential  for  success  on  a  professional  tour.  There  are  even 
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more  friends  and  acquaintances  who  are  eager  to 
help  them  along.  Casual  conversations  in  the  grill- 
room can  turn  into  serious  discussions  about  fi- 
nancial backing,  and  club  members  have  been 
known  to  construct  sponsorship  packages  right 
then  and  there. 

Some  say  these  deals  seldom  work,  that  one  side 
is  usually  unhappy.  The  player  might  do  better  just 
to  borrow  money  from  a  bank.  But  is  a  bank  going 
to  provide  a  loan  for  an  unproven  young  man  or 
woman  to  play  professional  golf?  Probably  not, 
and  that's  why  investors,  or  financial  backers,  have 
a  place. 

Some  agreements  are  lucrative  for  the  player. 
Others  can  be  a  stranglehold.  Rarely  are  they 
windfalls  for  the  backers.  There  are  good  stories 
and  bad  aplenty,  anywhere  there  is  a  prospect  for 
the  PGA  Tour  or  Nationwide  Tour  or  Hooters  Tour 
or  LPGA  Tour  or  even  the  Champions  Tour.  If  you 
are  thinking  about  sponsoring  a  player  at  your 
club,  be  careful.  Even  if  you're  backing  the  "Can't 
Miss  Kid,"  you  likely  won't  get  rich,  and  a  profit 
should  not  be  your  motive. 

Sponsorship  arrangements  vary  greatly,  from  one 
of  the  first  players-for-hire,  Dan  Sikes,  who  had  50 
people  backing  him  in  the  1960s,  to  the  original 
sure  bet,  Arnold  Palmer,  with  only  one  sponsor,  who 
wanted  nothing  monetarily  in  return. 


JOEOGILVIE 
GOT  ON  TOUR 
WITH  THE  HELP 
OF  23  BACKERS. 
HIS  DAD,  NORM, 
DREW  UP  THE 
CONTRACTS 


How  a  deal  is  structured 

LAST  YEAR,  JOE  OGILVIE  had  his  first  million-dol- 
lar season  on  the  PGA  Tour.  When  Joe  was  not  long 
out  of  Duke  University,  his  father,  Norm,  an  attor- 
ney in  Lancaster,  Ohio,  offered  to  give  Joe  the  mon- 
ey to  play  golf  or  take  him  down  to  the  bank  and  co- 
sign  a  loan.  Joe  instead  decided  to  go  with  financial 
backers  on  a  developmental  tour. 

"In  1998,  we  sold  $2,000  shares,  23  of  them,  to 
raise  $46,000,"  Joe  says.  "They  were  all  friends  of 
the  family.  My  dad  put  the  contract  together  and  did 
the  financials  on  it.  The  day  we  signed  the  papers  we 
were  fully  funded,  and  I  won  the  next  week." 

As  part  of  the  contract,  Ogilvie  promised  to  com- 
pete in  as  many  Nike  Tour  (predecessor  to  the  Na- 
tionwide Tour)  events  as  he  was  physically  and 
mentally  able.  He  won  the  Monterrey  Open  in 
March  and  the  Greensboro  Open  in  June,  and 
earned  $157,812,  which  assured  him  a  place  on  the 
PGA  Tour  the  next  year.  Of  the  first  $46,000  that 
Ogilvie  won,  the  backers  got  90  percent  and  he  got 
10  percent.  For  the  next  $46,000,  there  was  a  50/50 
split.  From  $92,000  to  $130,000,  Ogilvie  got  75 
percent.  He  kept  all  the  money  over  $130,000. 

Of  the  $157,812  in  prize  money  won,  Ogilvie  re- 
ceived $83,912  and  the  backers  got  $73,900  for 
their  23  shares  that  cost  $2,000  each,  a  return  of 
$3,213  per  share.  "They  beat  the  market,  that's  for 
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sure,"  Ogilvie  says.  Before  describing  Joe's  deal, 
Norm  Ogilvie  was  clear  on  this  caveat:  "Any  con- 
tract must  comply  with  the  security  laws  of  the  state 
in  which  it  happens  and  the  rules  and  regulations  of 
the  Securities  and  Exchange  Commission." 

Other  young  players,  including  Zach  Johnson, 
Chad  Campbell,  Michael  Clark,  and  Todd  Hamilton, 
also  have  had  financial  support  on  their  way  up.  "It 
started  out  as  a  business  that  developed  into  a 
friendship,"  says  Johnson,  who  won  a  record 
$495,000  on  the  Nationwide  Tour  in  2003  and 
earned  his  way  onto  the  PGA  Tour.  His  gallery  at  the 
2004  BellSouth  Classic,  there  to  witness  a  victory  in 
his  rookie  year,  included  10  backers  from  Iowa  who 
had  supported  him  from  early  on,  some  seeing  him 
play  professional  golf  for  the  first  time. 

Most  sponsorship  deals  call  for  advance  pay- 
ments for  expenses  on  an  agreed  timetable,  and  in- 
come splits  are  often  50/50.  If  a  player  falls  short  of 
repaying  his  advance,  the  unpaid  balance  will  usu- 
ally carry  over  to  the  next 
year,  but  if  the  player  fails 
and  quits  playing  tourna- 
ment golf,  there  usually  is  no 
obligation  for  repayment. 

"Contracts  could  be  struc- 
tured in  any  one  of  a  thou- 
sand ways,"  says  Tom 
Bertsch,  a  financial  manag- 
er for  IMG,  which  represents 
many  tour  players.  "It  all 
depends.  You  might  have 
some  good-natured  guys 
who  couldn't  care  less 
whether  they  lose  $25,000. 
Other  guys  are  looking  for  a 
return  and,  if  you're  a  player, 
those  are  the  type  of  guys  and 
contracts  that  you  really  need 
to  look  at  closely." 

Tell  that  to  Roger  Malt- 
bie.  In  his  rookie  year, 
1975,  Maltbie,  now  an  NBC 
golf  commentator,  received 
$18,000  fromhometown  in- 
vestors in  San  Jose  for 
expenses,  the  first  of  a  three- 
year  sponsorship.  "The  re- 
lationship was  terrific  when 
things  were  very  small,"  he 


JERRY  McGEE 
FIRST  MET  HIS 
BACKER  IN 
1966.  AFTER 
A  LONG  AND 
TUMULTUOUS 
RELATIONSHIP, 
McGEE  IS  STILL 
APPRECIATIVE 


says.  Then  Maltbie  won  twice  and  was  chosen  PGA 
Tour  Rookie  of  the  Year.  He  began  to  receive  off- 
course  opportunities.  He  started  examining  the  con- 
tract more  closely.  His  investors  were  to  take  half  of 
eveiything.  Maltbie  didn't  think  that  was  right  and 
also  wanted  a  larger  expense  advance. 

Maltbie  won  the  first  Memorial  Tournament  in 
May  1976.  A  while  after  that,  over  a  game  of  gin 
rummy,  he  was  discussing  revising  the  deal  with 
the  managing  partner  of  his  sponsors.  The  conver- 
sation became  intense.  "The  guy  looked  at  me  as 
squarely  as  he  could,"  Maltbie  recalls,  "and  he  said, 
'You're  nothing  but  a  racehorse.  We've  got  a  deal, 
and  I  expect  you  to  live  by  it.'  " 

That  struck  a  nerve,  and  Maltbie  didn't  hesitate 
to  respond:  "You  know,  I  appreciate  the  opportuni- 
ty you've  given  me,  but  what  if  that  racehorse  sits 
down?  How  much  are  you  going  to  make  then?"  Af- 
ter July,  Maltbie  played  in  only  two  tournaments  the 
rest  of  the  year  and  was  released  from  his  contract. 
"In  hindsight  it  was  probably 
the  biggest  mistake  I  ever 
made,"  he  says.  "The  bottom 
line  was,  I  lost  my  edge."  He 
was  a  top-25  money-winner 
only  once  again  in  his  career. 

Sponsorship 
for  the  older  set 

THE  CONCEPT  of  financial 
backers  for  professional  golfers 
is  as  old  as  the  post-World  War 
II  circuit,  which  was  organized 
by  the  PGA  of  America.  Today 
the  PGA  Tour  runs  the  show. 
Dan  Sikes  might  not  have 
been  the  first  to  have  financial 
backers,  but  he  was  the  best- 
known  in  the  early  years.  Says 
Doc  Giffin,  who  was  the  tour's 
press  secretary  at  the  time  be- 
fore becoming  assistant  to 
Arnold  Palmer:  "The  genesis 
of  it  was  in  the  '50s,  the  early 
'60s,  when  we  started  getting 
players  who  were  not  club 
pros  playing  for  a  living.  It  was 
when  we  started  getting  the 
guys  out  of  college." 

Sikes  had  graduated  from 
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Total 


law  school  at  the  University  of  Florida  when 
he  arrived  on  the  tour  in  the  '60s.  Fifty  busi- 
ness and  professional  men  in  Jacksonville 
formed  a  profit-sharing  corporation  to  back 
him,  calling  it  "Dan's  Friends  Inc." 

In  contrast,  Palmer  did  not  have  formal 
backing.  He  started  out  in  1955  with  a  cash 
gift  of  less  than  $5,000  from  Harry  Saxman, 
whose  family  owned  Latrobe  Steel  and  La- 
trobe  Country  Club,  where  Palmer's  father, 
Deacon,  was  employed  as  greenkeeper  and 
club  professional.  Saxman's  only  payback 
was  outings  with  Palmer,  including  what 
would  be  considered  the  trip  of  a  lifetime,  to 
the  I960  British  Open  at  St.  Andrews  with 
Arnie,  his  wife,  Winnie,  and  Deacon. 

Then  there  is  the  curious  case  of  Jerry  McGee, 
who  played  in  13  events  on  the  Champions  Tour 
last  year.  He  met  his  financial  backer  in  1966  while 
he  was  an  assistant  pro  in  Danville,  Pa.  He  won 
four  tournaments  in  the  1970s.  After  the  deal  was 
over,  the  investor  took  McGee  to  court,  asking  for 
more  than  $100,000,  the  equivalent  of  prize  mon- 
ey that  would  have  put  McGee  in  the  yearly  top  20 
back  then.  When  McGee  won  on  all  12  counts, 
which  cost  him  $20,000  to  defend,  the  man  said  to 
McGee  while  still  in  court,  "I  hope  there  are  no 
hard  feelings." 

Now  61  and  a  cancer  survivor,  McGee  says  he  still 
receives  an  occasional  telephone  call  from  the 
backer.  "Just  like  nothing  ever  hap- 
pened," he  says.  "And  to  this  day  I  still 
thank  him  for  giving  me  the  opportunity.  I 
don't  know  if  I  would  have  played  the  tour 
without  him." 

Today  on  the  Champions  Tour  there  is  a 
new  kid  in  town:  the  "Beer  Man,"  as  Mark 
Johnson  is  known,  because  he  drove  a 
Budweiser  truck  for  18  years  before  turn- 
ing to  professional  golf.  He  began  to  prepare  for  the 
senior  tour  six  years  ago.  Now  51,  Johnson  led  the 
Champions  Tour  qualifying  school  last  autumn  and 
already  has  a  victory  this  year. 

Johnson  hajd  an  initial  five-year  sponsorship  dur- 
ing which  he  played  the  Buy.com  Tour,  the  Canadi- 
an Tour,  and  various  minor-league  tours.  He  has 
now  signed  on  for  another  five  years.  His  sponsors 
are  his  former  employer,  H.  Olson  Distributing  in 
Barstow,  Calif,  which  has  kept  him  on  the  payroll 
and  provides  insurance,  and  six  individuals.  These 


Playing  the 
Hooters  Tour 


(for  22  events) 


Entry  fees 

$18,700 

Caddies* 

$0 

Hotels 

$5,000 

Travel 

$2,200 

Meals 

$7,700 

Miscellaneous 

$1,000 

$34,600 


*Most  players  on  the  Hooters  Tour 
carry  their  own  bag  or  have  a  friend, 
girlfriend,  or  their  wife  caddie. 


sponsors  are  paid  percentages  after  Johnson 
reaches  certain  thresholds.  Like  Ogilvie's 
deal,  as  Johnson  makes  more  money,  his 
backers'  percentages  decrease. 


» "I  gave  them  varying 

amounts  of  money, 

probably  as  little  as 

$5,000  to  as  much  as 

$50,000" 

-Frank  Fuhrer 


How  much  do  tour  pros  need? 

PLAYERS  ONCE  required  investors  well  into 
their  PGA  Tour  careers.  That  is  no  longer 
true.  Minor  circuits  such  as  the  Hooters 
Tour  are  where  players  start  out  with  finan- 
cial backers.  Many  if  not  most  players  will 
also  need  backing  for  the  next  stepping- 
stone:  the  Nationwide  Tour.  For  women, 
there  is  the  Futures  Tour  before  going  on  to 
the  LPGA  Tour.  While  you  can  figure  it  costs 
a  minimum  of  $150,000  a  year  to  play  the 
PGA  Tour,  $100,000  for  the  Champions  Tour, 
$75,000  for  the  LPGA  Tour  (where  players  often 
stay  in  private  homes),  and  $55,000  for  the  Na- 
tionwide Tour,  on  the  Hooters  Tour,  if  s  consider- 
ably less.  A  season  consists  of  about  22  events  pri- 
marily in  the  Southeast,  with  entry  fees  of  $850  per 
week.  Figure  the  total  expense— travel,  meals,  mo- 
tels, caddies— for  a  22-week  season  at  $35,000 
(table).  This  is  staying  at  Motel  6,  not  the  Ritz,  by 
the  way,  and  eating  at,  well,  Hooters. 

That's  where  an  investor  comes  in,  and  if  a 
player  is  really  lucky,  it  is  someone  like  Frank 
Fuhrer.  A  prominent  name  in  business  and  sports 
in  Pittsburgh,  Fuhrer  is  an  experienced  financial 
backer.  "I've  probably  helped  a  dozen 
golfers  over  the  years,"  Fuhrer  said.  "I  do  it 
for  one  reason,  and  one  reason  only:  I  just 
try  to  help  them.  I'm  sure  there  are  some 
people  who  do  it  from  more  of  a  business 
standpoint.  These  golfers  came  to  me,  and 
to  be  honest,  I  didn't  want  to  turn  them 
down.  I  gave  them  varying  amounts  of 
money,  probably  as  little  as  $5,000  to  as 
much  as  $50,000." 

Fuhrer  is  not  sure  he  has  their  gratitude.  "Most  of 
the  time  when  they  owe  you  money,  they're  not  real 
friendly  with  you  anymore,"  he  says.  But  Fuhrer 
continues  to  lend.  "Fm  doing  less  of  it  though.  They 
don't  even  recognize  you  after  they  get  your  money, 
a  year  or  two  later.  You  can't  get  an  accounting  from 
some  of  them.  But  I  don't  like  to  blame  a  future  kid 
for  one  that  did  something  in  the  past." 

Now  that's  the  kind  of  backer  any  young  player 
would  love  to  have.  ■ 
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»  What  happens 
when  two  former 
CEOs  try  to  make  it 
on  the  senior  circuit 
By  Dave  Kindred 

FROM  THE  18TH 
tee  in  the  first 
round  of  the  first 
professional  golf 
tournament  of 
his  life,  Bill 
Kirkendall  hit  a  tee  shot  down 
the  middle.  As  he  walked  to  his 
ball,  the  man  newly  retired  as 
president  and  chief  executive 
officer  of  Orlimar  Golf  saw  a 
leader  board.  He  saw  that  the 
tournament  leader  was  three 
under  par.  The  surprising 
news  was  the  leader's  name: 
Bill  Kirkendall. 

Months  after  the  astonish- 
ment,'Kirkendall  says,  "Who'd 
have  ever  thought  that?" 

By  day's  end  on  Sept.  24, 
2004,  nine  players  had  passed 
Kirkendall  and  six  more  had 
matched  his  two-under-par  70 
in  the  SAS  Championship  at 
Prestonwood  Country  Club  in 

llfi        Rilc:nac.W..L 


From  the  A  • 

xecutive 

^Ultetothe 

nampions 
Tour 


;: 


M 


*J'i\Mji../jr\f  ^ 


FORMER  GENTIVA  CEO  ED  BLECHSCHMIDT 
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Cary,  N.C.  Those  15  men  were  big  names  on  the 
Champions  Tour,  among  them  PGA  Tour  major- 
championship  winners  Craig  Stadler,  Tom  Kite,  and 
Larry  Nelson. 

That  was  rarefied  air  for  anyone,  let  alone  a  kid, 
and  it  mattered  not  that  Kirkendall  was  51  years 
old— he  was  still  a  kid,  just  starting.  Nor  did  it 
matter  that  he  had  been  the  CEO  of  two  major 
corporations  across  two  decades— he  was  still  a 
kid,  dreaming. 

So  was  Ed  Blechschmidt,  who  at  50  heard  advice 
from  his  young  sons,  Michael,  then  14,  and  Jeff,  11. 
The  father  had  encouraged  the  boys  to  play.  They 
then  asked  him  to  play  with  them.  When  the  father 
first  thought  of  trying  the  Champions  Tour,  only  to 
back  away  from  the  idea,  Michael  and  Jeff  said 
in  unison,  "No,  Dad, 
you've  got  to  do  it." 

Only,  he  already 
had  a  job.  He  was 
the  CEO  of  Gentiva 
health  services. 

Besides,  he  hadn't 
played  anything  but 
client  golf  since  he 
was  a  kid. 

Thirty-five  years,  it 
had  been. 

"But  it  was  time 
to  walk  the  talk," 
Blechschmidt  said. 

His  walk  took  him  from  the  boardroom  to  the 
practice  tee.  He  won  the  first  club  championship 
he  ever  entered.  He  was  one  of  seven  amateurs 
who  reached  the  final  stage  of  the  2003  Champi- 
ons Tour  qualifying  school.  One  over  par  for  72 
holes,  Blechschmidt  missed  by  one  shot  earning  a 
conditional  pass  to  the  tour  built  for  kids  past  their 
50th  birthdays. 

This  November,  their  CEO  days  behind  them, 
Kirkendall  and  Blechschmidt  plan  to  be  among  an 
expected  300  players  at  Q  school.  The  top  seven  fin- 
ishers get  full  membership.  Another  eight  players 
earn  conditional  status,  usually  good  for  several  of 
the  tour's  30-some  tournaments. 

Now  in  its  26th  year,  the  Champions  Tour  works 
because,  first,  those  guys  can  play.  Second,  there's 
nostalgia  galore.  A  third  theory  is  based  on  those 
where's-my-life-gone  questions  that  Every  Man 
asks  himself  sooner  or  later,  like  . . . 


KIRKENDALL 
SPENDS  HIS 
TIME  AT  HIS 
HOME  OFFICE 
INBLUFFTON, 
S.C.,  AND  ON 
THE  COURSE 
PRACTICING 


"What  if  I'd  actually  studied  in  college?" 
■>   "What  if  she'd  said,  Yes,  the  Seychelles.  Let's 
go— now!'?" 

And:  "Those  thousand  meetings— if  I'd  skipped 
them  and  hit  a  thousand  balls  each  time  instead, 
could  I  have  played  out  there?" 

The  Champions  Tour  gives  fantasizers  a  second 
chance  to  make  their  imaginings  real.  A  slim  chance, 
because  if  s  still  mostly  true  that  corporate  chieftains 
could  never  compete  with  players  who  were  better 
than  they  were  in  the  first  place  and  have  burnished 
their  skills  in  competition  at  the  highest  levels. 

But  the  operative  word  there  is  "mostly,"  for 
now  comes  real-world  evidence  in  the  forms  of  Bill 
Kirkendall  and  Ed  Blechschmidt  that  it's  never  too 
late  to  skip  a  meeting  and  start  hitting  balls. 

Blechschmidt  had  been  a 
serious  junior  golfer.  He  won 
20  events  as  a  boy  in  San 
Diego  (and  once  finished  sec- 
ond in  the  city  high  school 
championship  to  a  prodigy 
named  Craig  Stadler).  A  col- 
lege basketball  player  at  Ari- 
zona State,  Blechschmidt 
played  no  competitive  golf  for 
almost  35  years. 

Work  owned  him:  21  years 
at  the  Unisys  information- 
technology  corporation  fol- 
lowed by  tenures  as  president 
and  CEO  of  the  health-ser- 
vices corporations  Olsten  and 
Gentiva.  "I  played  golf  only 
in  business  situations,"  he 
says,  "and  only  five  to  10 
times  a  year." 

Golf  was  good  for  busi- 
ness. "In  five  hours  on  a  golf 
course,  you  get  to  know  a 
person  professionally  and 
personally."  A  chuckle  here 
as  Blechschmidt  remembers 
a  three-year  stint  in  Japan 
where  a  day's  golf  is  a  day 
of  golf,  lunch  between 
nines,  communal  showering 
after  play,  dinner,  12  hours  if 
it's  a  minute.  "Get  naked 
with    your   client,"    Blech- 
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5  Frames  Per  Second        9  Point  Wide  Area  AF  DiG!C  II  Image 

Processor 


Hi  Speed  USB  2.0 
Datii  Transfer 


0.2  Second 
Start-up  Time 


Compatible  With  50+ 
EF  &  EF-S  Lenses 


All  the  features  the  pros  require. 
And  you  really,  really  want. 
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Introducing  the  Canon  EOS  20D. 

A  camera  with  enough  sophisticated  features 
to  satisfy  even  the  most  demanding 
professional  photographer. 


Yet  its  most  remarkable  attribute  just  might  be 
that  all  this  creative  control  is  available  in  a 
camera  designed  for  the  serious  amateur. 

Just  look  at  what  the  EOS  20D  offers. 
It  reads  like  a  professional  wish  list:  8.2 
Megapixels,  5  frames  per  second,  the  DiGlCII 
chip,  magnesium  alloy  body,  extended  battery 
life,  compatible  with  over  50  EF  lenses.  Not  to 
mention    9-point   wide-area    AF,    loads    of 


customizable  settings  and  a  pop-up  flash.  Imagine 
getting  all  this  creative  control  in  a  rugged, 
comfortably  designed,  easy-to-use  camera. 

In  fact,  with  this  level  of  control 
and  creativity,  perhaps  there's  one  more 
thing  we  should  include  with  the  EOS 
20D  -"Working  Press"  credentials. 


Canon 


KNOW  HOW 


digital  REVOLUTIONIZED  photography  ■  we  REVOLUTIONIZED  digital 


©2004  Canon  U.SA.  Inc.  Canon.  EOS.  and  Canon  Know  How  are  registered  trademarks  and  digital  REVOLUTIONIZED  photography  ■  we  REVOLUTIONIZED  digital  and  DiGtC* are  trademarks  of  Canon  Inc. 
in  the  United  States  and  may  also  be  registered  trademarks  or  trademarks  in  other  countries.  Visit  us  at  www.canoneos.com  or  call  1-800-OK-CANON 
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schmidt  says,  "and  a  certain  bond  develops." 

But  business  wasn't  good  for  golf.  He  avoided 
competition.  He  weighed  15  pounds  more  than  he 
liked.  His  handicap  stayed  around  3  and  4,  which  is 
good  for  amateurs  and  bad  for  professionals. 

Michael  and  Jeff  Blechschmidt  changed  that. 
"Until  he  started  with  me  and  my  brother,  he  almost 
never  played,"  Michael  says.  "Then  he  got  to  be  re- 
ally good  really  quick.  Now  he  believes  he's  playing 
better  than  ever  in  his  life— at  least  since  he  was  17" 

"The  boys  got  me  going,"  the  father  says. 
They  badgered  him  into  entering  that  first 
club  tournament,  at  Whitemarsh  Valley 
Country  Club  near  Philadelphia.  Now  he  is  a 
plus-1  handicapper  in  training  for  a 
marathon  and  at  6-feet-l  is  down  to  175 
pounds. 

Retired  from  the  daily  work,  Blechschmidt 
serves  on  the  board  of  directors  of  four  public 
and  three  private  companies,  which  kept  him 
too  busy  last  year  to  try  the  Champions  Tour  Q 
school.  But  for  this  summer  of  2005,  he  has  given 
golf  priority. 

"I'm  going  to  work  on  my  game,"  he  says,  "and 
see  what  I  can  do." 

Truth  or  Dare 

IT'S  NOT  OFTEN,  AFTER  ALL,  that  a  man  arrives  at 
the  AARP-card  age  with  a  chance  to  reinvent  him- 
self. As  Blechschmidf  s  sons  encouraged  the  old 
man  to  go  back  to  the  future  and  find  the  young  lad 
in  himself,  it  was  an  old  college  golf  teammate  who 
moved  Bill  Kirkendall  to  reinvention. 

Kirkendall  had  played  at  Illinois  State  University 
in  the  early  1970s.  His  closest  buddy  there  was  DA 
Weibring,  who  went  on  to  win  five  times  on  the  PGA 
Tour  before  joining  the  Champions  in  2003.  Twice  a 
winner  on  the  senior  tour,  Weibring  last  year  invit- 
ed Kirkendall  out  with  the  truth-or-dare  line,  "Hey, 
Bill,  you're  turning  50.  Time  to  give  it  a  shot." 

"Fm  not  sure  1  belong  out  there,"  Kirkendall  said. 

"If  you  want  tc  do  it,  and  don't,"  Weibring  said, 
"you'll  regret  it" 

So,  enough  of  this  president  and  CEO  stuff. 
Enough  of  the  Etonic  footwear  and  Orlimar  golf 
club  corporations.  His  two  daughters  were  adults. 
And  the  mature,  settled,  responsible  Bill  Kirkendall 
did  what  the  kid  Bill  Kirkendall  couldn't  do.  "I 
turned  pro,"  he  says. 

He  played  practically  every  week  last  summer.  In 


» "Golf  and  business 
have  similarities.  Make 
a  game  plan,  focus, 
discipline,  good  support 
system.  Where  it  isn't 
similar  is  your  body." 


a  dozen  low-dollar  mini-tour  events,  he  had  enough 
top-10  finishes  to  earn  tip  money,  $4,041.  He  made 
it  into  the  U.S.  Senior  Open  (missed  the  cut)  and 
lost  in  a  playoff  for  a  spot  in  the  Q  school  final  stage. 
He  called  the  senior  grind  "challenging,"  "diffi- 
cult," "competitive." 

Every  minute,  he  loved  it.  He  has  a  busy  summer 

of  2005  planned:  the  mini-tour,  both  U.S.  and 

British  senior  opens,  and  Monday  qualifiers  for 

Champions  Tour  events  (two  spots  up  for  grabs  by 

40  to  70  entries  paying  $400  apiece). 

All  of  it  leads  to  Q  school  in  November. 
Kirkendall  is  optimistic.  "I  wouldn't  be  con- 
tinuing if  I  didn't  think  I  could  succeed." 

To  that  end,  like  Blechschmidt,  Kirkendall 
says  he  needs  to  shape  up  his  body.  "Golf 
and  business  have  similarities.  Make  a  game 
plan,  focus,  discipline,  good  support  system. 
Where  it  isn't  similar  is  your  body." 
The  CEO  can  get  by  with  an  aching  back. 
Not  the  5-feet-10, 170-pound,  old-kid  professional 
golfer.  "Playing  a  lot,  I  had  trouble  in  my  back  and 
pelvis.  I  wasn't  strong  enough  to  take  the  daily  beat- 
ing." With  a  trainer,  he  has  worked  to  strengthen 
his  body  core  and  increase  flexibility. 

And  on  the  second  day  of  that  SAS  Championship 
in  North  Carolina,  the  momentary  first-round  leader 
Bill  Kirkendall,  with  career  earnings  of  $4,041,  was 
paired  with  Tom  Kite,  career  earnings  of  more  than 
$18  million. 

"I  was  a  little  intimidated,"  Kirkendall  says. 

He  played  well  enough  early,  though,  two  over 
par  before  running  into  trouble.  "Drove  it  crooked," 
he  says,  "and  didn't  get  it  up  and  down." 

An  81  that  day  and  another  on  Sunday  left  Kirk- 
endall in  a  tie  for  73rd.  The  tournament  winner  was 
Ed  Blechschmidt's  San  Diego  high  school  rival, 
Craig  Stadler.  The  winner's  take:  $270,000.  Kirk- 
endall's:  $1,224. 

Discouraged? 

Kirkendall,  discouraged? 

Hah. 

How  often  does  a  CEO  see  his  name  at  the  top  of 
the  leader  board  in  a  professional  golf  tournament? 

It's  not  only  priceless. 

It's  addictive. 

Bill  Kirkendall  practically  sang  the  old  kid's 
theme  song. 

"It  was  really  exciting,"  he  says,  "and  I  would 
love  to  have  another  shot."  ■ 
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The  eraser  will  not  make  an  8  go  away.  But  you  can  avoid  blow-up 
holes  altogether  by  regripping  with  Golf  Pride,  the  grip  8  out  of  10  tour 
pros  insist  on.  Regripping  will  give  you  the  confidence  and  control  to 
play  your  best.  See  how  new  grips  can  save  you  strokes  at  golfpride.com. 


Golf  Pride 


Golf  Pride 


You've  always  known  that 

windows  of  opportunity  open 

only  for  companies  unafraid  to  fly 


MANAGING  CASH 


STRATEGIC  ADVICE 


COMMERCIAL  FINANCING 


RAISING  CAPITAL 


That  staying  ahead  Of  the  Curve  happens 
solely  by  traveling  the  road  a  few  thousand  times. 

That  the  things  keeping  yOU  awake  at  night 
are  the  only  things  keeping  you  awake,  period. 

You've  always  known  the  next  big  thing  won't 
come  from  the  same  old  thinking. 


Which  is  why  you've  never  given  your  choice 

of  bank  a  second  thought. 


You  put  a  lot  of  thought  into  the  company  you  run.  Fortunately,  you 
put  equal  thought  into  the  company  you  keep.  That's  why  more  and 
more  decision  makers  like  you  are  deciding  on  KeyBank  for  the 
people,  plans  and  products  needed  to  help  your  companies  reach 
their  destinations,  one  smart  step  at  a  time.  Which,  after  all,  is  how 
you  got  them  here  in  the  first  place. 

Achieve  anything. 

Call  1 -800-KEY6070,  or  visit  Key.com/corporate. 


KeyBank 
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All  loans  subject  to  credit  approval.  Key.com  is  a  federally  registered  trademark  of  KeyCorp. 

©2005  KeyCorp 
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BY  ROBERT  BARKER 


Toys  'R'  Us:  An  Insider 
Sticks  His  Neck  Out 


"Current  and  former  officers  and  directors  of  Toys  'R'  Us  Inc.  stand 
to  receive  a  total  of  $187  million  for  selling  the  toy  retailer. ...  Chief 
Executive  John  H.  Eyler  Jr.  is  due  $65  million." 

-Associated  Press,  May  2 

Just  another  CEO  jackpot,  I  figured.  Then  I  got  to  wondering:  Why 

Eyler?  So  I  tried  to  reach  him  at  his  Wayne  (N.J.)  headquarters.  A 

spokeswoman  told  me  Mr.  Eyler  was  off  celebrating  his  son's 

graduation  and  would  be  unavailable  for 

several  days.  I  left  my  number.  Next,  I  decided 

to  go  looking  for  Geoffrey  the  giraffe,  the 

familiar  Toys  'R'  Us  mascot,  and  drove  to  the 

nearest  store.  Parking  was  easy.  Inside,  a  few 

grandmas  were  killing  time  with  preschoolers. 

But  I  found  no  Geoffrey  dolls,  toys,  or  stuffed 

animals.  As  a  last  resort,  I  went  online  to 

toysrus.com.  There,  for  $12.99  plus  shipping,  I 

found  an  18-inch-tall  "Talking  Geoffrey." 

Excerpts  of  our  chat  follow: 

RB:  Geoffrey,  what  do  you  make  of  Mr. 
Eyler's  $65  million? 

GtG:  I've  got  seniority  over  that  guy.  What 
do  I  get? 


RB:  Sorry,  no  giraffes  are 

listed  in  the  proxy 

statement.  If  it's  any 

comfort,  headquarters 

told  me  the  bosses  get  the 

full  $187  million  only  if 

they  all  leave  when  the  new  owners 

take  over.  If  Mr.  Eyler  stays,  he's  due  only 

$46  million. 

GtG:  Hmm,  $46  million  to  keep  working,  or 

$65  million  to  retire?  Tough  choice.  I  can 

feel  that  Tanzanian  breeze  on  my  neck 

already.  Who  do  I  call  to  get  some  of  this? 


$65  million 
ain't  hay.... 
Figure  $90 
a  ton  ...that's 
722,222  tons" 


guys  showed  up.  Haven't  we  already  paid  Eyler  a  million  a 
year  in  salary,  not  to  mention  almost  twice  as  much  on 
average  in  bonuses  and  goodies?  You  know,  like  using  the  jet? 

RB:  True  enough,  Geoff.  But  listen:  When  Mr.  Eyler  became 

CEO  in  January,  2000,  the  stock  was  at  $11.44;  if  this  buyout 

goes  through,  investors  will  get  $26.75. 

GtG:  Yeah,  yeah— now  you  listen,  Mr.  Barker  Portfolio.  The 

most  you  can  say  about  Eyler's  record  is  that 
if  s  mixed.  That  buyout  price  is  pathetic  next 
to  the  $31  a  share  the  stock  brought  in  May, 
2001,  weeks  before  Eyler  became  chairman 
and  took  full  control.  After  that,  the  stock 
slid  as  low  as  $770.  Ifs  now  down  9%  from 
when  he  became  chairman,  about  the  same 
as  the  Standard  &  Poor's  500-stock  index. 


RB:  O.K.  I  feel  your  pain.  As  the  company 
spokeswoman  told  me:  "To  normal  people, 
and  I  count  myself  among  them,  these  are 
very  large  amounts  of  money." 
GtG:  To  normal  giraffes,  too.  Sixty-five 
million?  [Here,  Geoffrey  whipped  out  a 
calculator.]  That's  $1,083  per  Toys  'R'  Us 
employee.  It's  26%  of  last  year's  net 
income,  or  1%  of  what  the  new  owners  are 
paying  for  the  company.  And,  wait.  Yes, 
$65  million  would  pay  the  annual  salaries 
of  1,257  public  schoolteachers  in  Wayne, 
N.J.  It's  enough  for  8,793  Save  the  Children 
sponsorships  over  the  rest  of  Eyler's  life 
expectancy.  It's  almost  11  times  what  Toys 
'R'  Us  Children's  Fund  raised  last  month  at 
its  20th  annual  gala  in  Manhattan. 


RB:  Too  late.  This  plan  was  approved  by  the  board  of 
directors'  Compensation  and  Organizational  Development 
Committee.  Its  chairman,  Norman  Matthews,  stands  to  get 
more  than  $1.7  million  in  the  buyout.  I  wanted  to  ask  him  if 
maybe  a  little  something  had  been  set  aside  for  veteran 
giraffes.  Sadly,  he  didn't  call  me  back. 
GtG:  How  do  they  think  I'm  going  to  keep  up  this  goofy  grin 
while  all  those  miserable  kids  tear  up  the  Bratz  displays?  I've 
done  my  bit  around  here  since  I960— long  before  any  of  these 


RB:  You  don't  see  him  giving  it  all  away? 
GtG:  Nah.  Sixty-five  mil  also  buys  590,962 
bottles  of  1996  Dom  Perignon.  Anyway,  I 
stick  to  water— bottled  if  you've  got  it. 

RB:  Just  what  would  satisfy  you,  Geoffrey? 

GtG:  Well,  I  usually  eat  hay.  Mmmm,  let's  see,  say  we  figure 

$90  a  ton  ...  thaf  s  722,222  tons. 

At  this  point,  Talking  Geoffrey's  batteries  seemed  to  expire.  His 
voice  grew  faint,  sticking  on  the  phrase,  "$65  million  ain't  hay, 
$65  million  ain't  hay,  $65  million  ain't...."  ■ 

E-mail:  rb@businessweek.com 
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Personal  Business  Inside  Wall  Street 


BY  GENE  G.  MARCIAL 


A  BIGGER  BANK  MAY  COVET  NORTH  FORK'S  NICHE  IN  NEW  YORK- 
WHY  EXELON  COULD  SOON  BE  CRACKLING  WITH  ELECTRICITY. 
ROSY  RESULTS  HAVE  THE  INVESTORS  CHEERING  AT  RENT-WAY. 


REEVES  "Very  solid" 


Angling  for  North  Fork? 

NORTH  FORK  BANCORP  (NFB)  has  caught  the  eye  of 
Jacqueline  Reeves,  managing  director  at  investment 
firm  Ryan  Beck.  She  ranks  the  bank  holding  company, 
with  355  branches  in  New  York,  New  Jersey,  and  Connecticut, 
as  "one  of  the  best  in  profitability  and  productivity"— and  an 
attractive  buyout  target.  She  says  NFB  fits  the  profile  of  a 
"consolidation  candidate."  It  operates  in  markets  "with 
alluring  demographics  and  growth 
characteristics."  NFB,  with  assets  of 
$60  billion,  has  the  financial  flexibility 
bigger  banks  pine  for,  she  adds.  It  has 
been  paying  down  debt,  and  in  the  first 
quarter,  loans  soared  18%,  deposits 
20%,  and  demand  deposits  22%— "very 
solid  numbers,"  says  Reeves.  Also, 
gains  on  mortgage  loan  sales  soared 
99%,  to  $105  million.  Reeves  says  a 
giant  rival  such  as  Wachovia  seeking  a 
foothold  in  New  York  State  would  be 
drawn  to  NFB,  with  its  4.6%  market 
share  on  deposits  of  $30  billion.  Wachovia  does  not  have  much 
New  York  presence  but  has  10.3%  in  New  Jersey— second  only 
to  Bank  of  America's  17%.  Gary  Townsend  of  securities  outfit 
Friedman,  Billings,  Ramsey  says  he's  upbeat  on  NFB,  now  at 
27,  for  its  fast  growth,  profitability,  and  top-notch  management. 
He  sees  earnings  of  $2.27  a  share  in  2005  and  $2.66  in  2006, 
vs.  2004's  $1.81.  His  12-month  price  target:  36.  NFB  hasn't 
indicated  it  is  for  sale,  but  it  might  well  be— after  "a  couple 
more  acquisitions  of  its  own,"  says  Thomas  Monaco  of  Moors 
&  Cabot,  who  rates  it  a  buy.  NFB  CEO  John  Kanas  wouldn't 
comment  on  the  buyout  talk  but  says  "we're  continuing  to 
build  value  for  our  shareholders."  Wachovia  declined  comment. 

Exelon:  Poised  to 
Pump  Out  the  Juice 

A'  FTER  BOLTING  FROM  40  in  November  to  50  in  April, 
shares  of  electric  utility  Exelon  (EXC)  dimmed— to  45— 
by  mid-May.  The  recent  fall  in  oil  stocks  pulled  down 
utilities.  But  fans  of  Exelon,  formed  by  the  merger  of  PECO 
Energy  of  Pennsylvania  and  Unicom  of  Illinois,  see  a  chance  to 
buy.  Exelon  sells  electricity  to  5.2  million  customers  and  gas  to 
460,000.  It  is  also  a  major  producer  of  nuclear  energy.  Stephen 
Leeb  of  Leeb  Capital  Management  is  buying.  "No  other  utility 
is  better  positioned  to  gain  from  coming  shortages  in  fossil 
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fuels  and  generating  capacity,"  he  says. 
And  its  strength  will  be  boosted  by  a 
pending  merger  with  Public  Service 
Enterprise  Group— No.  1  in  New  Jersey, 
says  Leeb.  He  sees  the  stock  gushing  to 
60  in  a  year.  Exelon,  with  18%  of  the 
industry's  nuclear  capacity,  will  add  3 
gigawatts  of  nuclear  power  from  the 
merger,  figures  Leeb— to  a  20%  share. 
Exelon  is  a  buy,  says  Paul  Fremont  of 
Jefferies  Group,  at  13.1  times  his  2007 
postmerger  earnings  estimate  of  $3.50 
a  share.  His  2005  forecast  is  $3.05,  and  for 

Rent-Way's  Black  Ink 
May  Lure  a  Buyer 

RENTING  OUT  MERCHANDISE  such  as  furniture,  PCs, 
and  TVs  can  be  highly  profitable.  After  three  years  of 
losses— due  in  part  to  earnings  restatements— Rent-Way 
(RWY),  an  operator  of  780  rental  shops,  started  making  money 
last  year.  And  results  so  far  this  year— with  a  jump  in  operating 
margins— have  cheered  investors.  One  California  money 
manager  (who  didn't  want  to  be  identified  and  has  been  buying 
shares)  says  that  with  sales,  earnings, 
and  margins  higher,  Rent-Way  may  now 
be  a  target  of  bigger  rival  Aaron 
Rents.Trading  at  8,  Rent-Way  is  worth 
13  in  a  buyout,  he  says.  Aaron's  $1.1 
billion  market  cap  dwarfs  Rent-Way's 
$230  million  value.  John  Baugh  of  Legg 
Mason  agrees  that  Aaron  may  "take  a 
look"  at  Rent-Way  but  doubts  Aaron 
will  do  a  deal.  Michael  Gallo  of  CL  King 
&  Associates,  which  has  done  banking 
for  Rent-Way,  has  upgraded  Rent-Way 
from  "accumulate"  to  "strong  buy"— 
just  on  fundamentals.  He  notes  that  operating  margins,  which 
came  in  at  10.5%,  can  go  higher  still.  He  forecasts:  earnings  of 
59c  a  share  in  2005  on  sales  of  $522.6  million,  and  74C  in  2006 
on  $552  million  vs.  2004's  32<t  on  $441.5  million.  Rent-Way 
and  Aaron  didn't  return  calls.  ■ 


BiisiiU's.s\m>k  online 


Gene  Marcial's  Inside  Wall  Street  is  posted  at 
busmessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day.  usually  Thursdays. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 


ONWARD 
AND  UPWARD 


DOUJWS 


55 
8.C 
75 
70 

0 

Data;    robeq Faancal Hafcetl 


M 


124    BusinessWeek    May  30.  2005 


-- 


.     V 


5^ 


WHEN  THE  INFORMATION  NEVER  STOPS,  NOTHING  CAN  STOP  YOUR  BUSINESS. 


In  business,  keeping  people  and  information  connected  is  critical  to 
keeping  customers  satisfied.  And  yet,  at  any  given  moment,  any 
number  of  events  can  easily  derail  that  connection.  That's  why  you 
need  a  company  like  SunGard  on  your  side.  Our  Information 
Availability  solutions  provide  redundant  systems  and  networks  at  over 
70  secure  facilities  worldwide  to  make  sure  your  customers, 
employees  and  suppliers  stay  connected  24/7.  And  at  the  same  time 
keep  your  IT  staff  in  complete  control  of  your  data  and  applications. 
So  while  you're  busy  running  your  business,  we're  busy  making  sure 
your  business  is  up  and  running.  No  matter  what. 


For  years,  companies  have  trusted  SunGard  to  restore  their  IT  systems 
when  something  went  wrong.  So  it's  not  surprising  that  today 
companies  are  turning  to  us  to  mitigate  risk  and  make  sure  they  never 
go  down  in  the  first  place.  To  learn  more  about  Information 
Availability  and  how  we  can  save  your  company  on  average  25%*  visit 
www.availability.sungard.com  or  call  1-800-468-7483. 


SUNGARD 

Availability  Services 


Keeping  People 
and  Information 
Connected!" 


'Potential  savings  based  on  IDC  White  Paper,  Ensuring  Information  Availability:  Aliening  Customer 
Needs  with  an  Optimal  Investment  Strategy. 


Personal  Business  Figures  of  the  Week 
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COMMENTARY 

Less-than-stellar  first  quarter 
results  from  Wal-Mart  and  Target 
sent  equities  into  a  funk  on  May 
12  as  investors  worried  that  the 
American  consumer  was  finally 
feeling  the  pinch  from  higher 
energy  costs.  But  stocks 
recovered  nicely,  led  by  the  tech 
sector,  where  management  and 
analysts  turned  upbeat.  The 
NASDAQ  surged  3.0%,  trailed  by 
the  Dow  and  S&P  500. 

Data:  Bloomberg  Financial  Markets.  Reuters 
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U.S.  MARKETS 

MAY  18 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE      MONTHS 

S&P  500 

1185.6 

L2 

1.6 
3.0 

-2.2 

-3.0 
-6.7 

8.6 

Dow  Jones  Industrials 
NASDAQ  Composite 

10.464.5 
2030.7 

5.0 

*     7.0 

S&PMidCap400 

660.2 

1.8 

-0.5 

16.5 

S&P  SmallCap  600 
DJ  Wilshire  5000 

SECTORS 

318.6 

11.684.9 

2.2 
1.3 

-3.1 
-2.2 

18.7 
10.2 

BusinessWeek  50* 

688.7 

-0.1 

-2.3 

10.2 

BW  Info  Tech  100" 
S&P/BARRA  Growth 

351.0 
573.8 

3.0 
1.3 
1.1 

-6.0 
-L4 

7.6 
5.1 

S&P/BARRA  Value 

607.3 

-23 

12.1 

S&P  Energy 

3063 

-5.3 

6.3 
-4.7 

30.0 

S&P  Financials 

391.9 

1.5 

5.8 

S&P  REIT 

143.6 

2.0 

-0.6 

30.6 

S&P  Transportation 

220.9 

1.5 

-8.5 

16.9 

S&P  Utilities 

150.3 

-0.7 

6.2 

32.1 

GSTI  Internet 

160.5 

3.4 

-10.0 

10.3 

PSE  Technology 

741.6 

3.0 

-4.8 

8.8 

•Mar.  19. 1999=1000     "Feb.  7.  2000=1000 


GLOBAL  MARKETS 

S&P  Euro  Plus  (U.S.  Dollar)  1346.9 

London  (FT-SE 100)  4949.4 

Paris  (CAC  40)  4073.2 

Frankfurt  (DAX)  4324.6 

Tokyo  (NIKKEI  225)  10.835.4 

Hong  Kong  ( Hang  Seng)  13.627.0 
Toronto  (S&P/TSX  Composite)  9407.8 

Mexico  City  (IPC)  12,727.7 


FUNDAMENTALS 

S&P  500  Dividend  Yield 
S&P  500  P/E  Ratio  (Trailing  12  mos.)     19.2 
S&P  500  P/E  Ratio  (Next  12  mos.)*       15.4 

First  Call  Earnings  Revision*  -0.43% 

TECHNICAL  INDICATORS  mayi? 

S&P  500  200-day  average  1159.5 
Stocks  above  200-day  average  53.0% 

Options:  Put/calf  ratio  0.81 

Insiders:  Vickers  NYSE  Sell/buy  ratio    3.10 


%  CHANGE 
YEAR  TO      LAST  12 
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DATE 

MONTHS 

0.8 

-3.6 

20.4 

1.5 

2.8 

12.1 

2.4 

6.6 

14.1 

1.9 

L6 

14.1 

-2.6 

-5.7 

-12 

-2.2 

-4.2 

18.8 

-0.4 

L7 

15.3 

2.1 

-L5 

30.8 
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19.1 

15.3 

-0.35% 


20.6 
16.5 
2.12% 


•First  Can  Corp. 
WEEK  AGO       READING 

1157.9  Positive 

56.0%  Neutral 

0.78  Positive 

3.28  Negative 


BEST-PERFORMING 
GROUPS 


LAST 

MONTH* 


LAST  12 
MONTHS 


LAST 

nan 


Tires  &  Rubber 

18.7 

Fertilizers  &  Ag.  Chems. 

78.2 

Semiconductors 

14.6 

Homebuilding 

57.2 

Communication  Equip. 

14.0 

Steel 

56.7 

Health-Care  Supplies 

13.1 

Managed  Health  Care 

56.5 

Automobiles 

12.9 

Constr.  &  Engineering 

55.5 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                            %      52-WEEK  TOTAL  RETURN 
LEADERS                                                    LEADERS 

% 

Real  Estate 

4.8 

Latin  America 

55.0 

Technology 

4.7 

Real  Estate 

35.3 

Health 

3.1 

Diversified  Emerg.  Mkts. 

33.9 

WORST-PERFORMING 
GROUPS 

Photographic  Products 

Gold  Mining 

Oil  &  Gas  Drilling 

Aluminum 

Oil  &  Gas  Refining 


INTEREST  RATES 


-12.6 

IT  Consulting 

-43.7 

-11.6 

Automobiles 

-29.9 

-6.4 

Insurance  Brokers 

-24.4 

-5.9 

Auto  Parts  &  Equip. 

-22.4 

-5.8 

Multi-line  Insurers 

-17.7 

Large-cap  Growth 

LAGGARDS 

Precious  Metals 
Natural  Resources 
Europe 
Foreign 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 

LEADERS 

ProFunds  Semicdr.  Inv.  14.0 

ProFds.  Internet  Inv.  11.5 

ProFunds  UltraOTC  Inv.  9.5 

Rydex  Dyn.  Veloc.  100  H  9.5 

LAGGARDS 

ProFunds  Precs.  Mtls.  Inv.  -16.9 
Rydex  Precious  Metals  -12.8 
Amer.  Cent.  Gl.  Gold  Inv.  -12.4 
U.S.  Global  Invrs.  Gold       -12.2 


2.6     Natural  Resources  32.5 

LAGGARDS 

-10.5     Precious  Metals  1.4 

-5.1     Technology  1.6 

-2.4     Health  4.5 

-1.9     Large-cap  Growth  5.8 


52-WEEK  TOTAL  RETURN  % 
LEADERS 

iShares  MSCI  Brazil  Idx.  72.2 

Merrill  Lynch  Lat.  Am.  B  58.4 

T.  Rowe  Price  Lat.  Am.  57.6 
iShares  S&P  L.  Am.  40  Idx.   57.2 

LAGGARDS 

Ameritor  Investment  -53.6 

Apex  Mid  Cap  Growth  -29.2 

ProFds.  USh.  Mid  Cap  Inv.  -27.3 

ProFds.  USh.  Sm.  Cap  Inv.  -22.7 


KEY  RATES 

Money  Market  Funds 

2.52% 

2.48%     0.59% 

90-Day  Treasury  Bills 

2.85 

2.86        L04 

2-Year  Treasury  Notes 

3J7 

3.68       2.58 

10-Year  Treasury  Notes 

4.08 

4.20        4.79 

30-Year  Treasury  Bonds 

4.43 

4.55       5J50 

30-Year  Fixed  Mortgage  f 

5.71 

573       6.30 

tBanxQuote.  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


General  Obligations 

4.44% 

Taxable  Equivalent 

6.34 

Insured  Revenue  Bonds 

3.80 

4.56 

Taxable  Equivalent 

5.43 

D.  j1 

LAST  12 
MONTHS  If 


THE  WEEK  AHEAD 


EXISTING  HOME  SALES  Tuesday, 
May  24, 10  a.m.  EDT  »  April 
home  sales  are  expected  to  have 
held  at  an  annual  rate  of  6.9 
million,  after  climbing  to  an  annual 
rate  of  6.89  million  in  March.  That's 
the  consensus  estimate  of 
economists  surveyed  by  Action 
Economics. 

DURABLE  GOODS  ORDERS 
Wednesday,  May  25,  8:30 
a.m.  EDT  »  Orders  for  durable 
goods  probably  rebounded  with  a 


0.9%  gain  in  April.  During  March, 
orders  plunged  2.3%. 
NEW  HOME  SALES  Wednesday, 
May  25, 10  a.m.  EDT  »  April 
new  home  sales  most  likely  slowed 
to  an  annual  rate  of  1.31  million, 
following  a  March  surge  to  a  record 
rate  of  1.43  million. 
GROSS  DOMESTIC  PRODUCT 
(REVISED)  Thursday,  May  26, 
8:30  a.m.  EDT  »  Real  gross 
domestic  product  is  forecast  to 
have  grown  at  an  upwardly  revised 


annual  rate  of  3.6%  in  the  first 
quarter.  The  initial  report  on 
economic  growth  showed  a  3.1% 
increase.  The  improvement  will 
come  largely  from  a  smaller-than- 
expected  March  trade  deficit. 
PERSONAL  INCOME  Friday,  May 
27,  8:30  a.m.  EDT  »  Personal 
income  probably  rose  0.6%  in 
April,  after  a  0.5%  gain  in  March. 
Consumer  expenditures  most 
likely  charged  ahead  by  0.7%,  after 
a  0.6%  gain  in  the  prior  month. 


The  BusinessWeek  production  index 
stood  at  241.2  during  the  week 
ended  May  7,  up  10.1%  from  a  year 
ago.  Before  calculation  of  the  four- 
week  moving  average,  the  index 
declined  to  240.6. 


BusinessWeek  online 


For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 

www.businessweek.comAnaga2ine/extra.htm 
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The  Companies 

rhis  index  gives  the  starting  page  for  a  story  or  feature  with 
a  significant  reference  to  a  company.  Most  subsidiaries 
are  indexed  under  their  own  names.  Companies  listed  only 
n  tables  are  not  included. 


Aaron  Rents  (RNT)  124 
Abercrombie  &  Fitch 

(ANF)68 

Accenture(ACN)72 
ACE  (ACE)  % 
ACNielsen(VNUVY)46 
Advanced  Micro 

Devices  (AMD)  46 
A.G.  Edwards  (AGE)  68 
AirTran  Airways  (AAI) 

12 

American  Healthways 
(AMHC)28 
American  Standard 
(ASD)28 

America  Online  (TWX) 
34 

Anheuser-Busch  (BUD) 
96 

Annex  Research  72 
Apple  (AAPL)  34 
AstraZeneca(AZN)91, 
% 
AT&T  (T)  102 


B 

Bank  of  America  (BAC) 
74,124 

Bayer  (BAY)  91 
Berkshire  Hathaway 

(BRK)84 
BMW  52,% 
Boeing  (BA)  28 
Boise  Cascade  42 
Borussia  Dortmund  88 
Brewin  Dolphin 

Securities  38 
Bristol-Myers  Squibb 

(BMY)64 


C 

Care  Capital  89 
Celgene91 


Cendant  (CD)  84 
Centaline  Property  46 
Centaurus  Capital  88 
Chelsea  Football  Club 
38 

ChoicePoint(CPS)12 
Chrysler  (DCX)  14, 40 
CipherTrust  81 
Citadel  87 
Citibank  (C)74,81 
CL  King  &  Associates 
124 

CLSA46 

Coldwell  Banker  84 
Coleman  42 
Computer  Economics 
74 

Comtrade88 
Consulting  Information 
Services  70 
Credit  Suisse  (CSR)  88 
Current  Analysis  70 
Cytos  Biotechnology  91 


Dell  (DELL)  70, 72 
Delta  Air  Lines  (DAL)  12 
Deutsche  Bank  (DB)  9 
Diebold  (DBD)  10 
DynCorpl4 


Eastman  Kodak  (EK) 

46 

eBay  (EBAY)  74, 81 
Eddie  Bauer  81 
Electronic  Data 

Systems  (EDS)  70 
Esprit  Holdings  46 
E*Trade  Financial  (ET) 

87 
Exelon(EXC)124 


Federated  Department 
Stores  (FD)  68, 86 
Fendi  46 

FM  Fund  Management 
88 

Ford  (F)  14, 28, 74 
Fraud  Eliminator  81 
Friedman  Billings 
Ramsey  (FBR)  124 
Friendsterl2 
Frito-Lay(PEP)28 
F-Secure  74 


G 

Gap  (GPS)  68, 86 
Gartner  70, 81 
Genentech(DNA)12, 
14,91 

General  Electric  (GE) 
28 

General  Motors  (GM) 
14,40,45 
Getronics70 
GMAC40 

Goldman  Sachs  (GS) 
46,70 
Graham  &  Boles  84 


H 

Harvey  Nichols  46 
HCA(HCA)64 
Hewlett-Packard  (HPQ) 
42,70,72 

Hilton  Hotels  (HLT)  81 
Hitachi  (HIT)  22 
HomeServices  of 
America  84 
Honda  (HMC)  14 
Hongkong  Land 
Holdings  46 
HSBC(HBC)46 


I 

IBM  (IBM)  40, 70, 72 
Idefense74 
Inner  Circle  Sports  38 
Internet  Security 
Systems  (ISSX)  74 


J.C.  Penney  (JCP)  68 
J.  Crew  Group  68 
Jefferies  Group  (JEF) 

124 
Johnson  &  Johnson 

(JNJ)64 
JPMorgan  Chase  (JPM) 

9,72 
Juno  Online  Services 

74 
JupiterResearch  34 


K 

Kellogg  (K)  86 
Kinko's74 


Leapfrog  Group  28 
Leeb  Capital 
Management  124 
Leerink  Swann  64 
Legg  Mason  (LM)  124 
Lehman  Brothers 
(LEH)9 
Li  &  Fung  46 
Limited  Brands  (LTD) 
68 

Linde88 
Little  Sheep  46 
Louis  Vuitton  46 
Lowe's  (LOW)  28 


M 

MAN  88 

Manchester  United  38 
MasterCard  10, 74 
Mattson  Jack  Group  89 
McAfee  (MFE)  81 
Mercer  (MMC)  28 
Merrill  Lynch  (MER)  88 
Microsoft  (MSFT)  9, 22, 
34,40 


MidAmerican  Energy 

84 

Moors  &  Cabot  124 

Morgan  Stanley  (MWD) 

9,42,87 
Motorola  (MOT)  128 


N 

Napster  (NAPS)  34 
National  City  (NCC)  64 
New  York  Yankees  38 
North  Fork  Bancorp 
(NFB)124 
Novartis(NVS)89 
NRT84 


Octagon  Worldwide  % 
Onyx  Pharmaceuticals 

(ONYX)  91 
Options  Clearing  87 
OptionsXpress87 
Oshkosh  Truck  (OSK) 

28 
OSI  Pharmaceuticals 

(0SIP)14 
Outback  Steakhouse 

(OSI)  96, 102 
0vernite(0VNT)42 


palm0ne(PLM0)22 
Paul  Hastings  Janofsky 

&  Walker  46 
PepsiCo  (PEP)  28 
Pfizer  (PFE)  14, 91 
Prada46 
Prudential  Carolinas 

84 
Public  Service 

Enterprise  Group 

(PEG)  124 


R 

Real  Madrid  38 
RealNetworks  (RNWK) 
34 

RealSure84 
Recall  70 
Renault  72 
Renovo89 


Rent-Way  (RWY)  124 
Roland  Berger  52 
Ryan  Beck  (BBX)  124 


SCO  Group  (SCOX)  74 
Shell  Oil  (RD)96 
Stryker(SYK)64 
Sunbeam  42 
Sun  Microsystems 
(SUNW)70 
Symantec  (SYMC)  81 


Tampa  Bay  Buccaneers 

38 

TCI  88 
Technology  Business 

Research  70 
Time  Warner  (TWX)  74 
Ton  Ren  Tang  46 
Toyota  (TM)  40, 42 
Toys 'R' Us  (TOY)  123 
Tracinda40 
TUI88 


U 

UBS  (UBS)  46 
Unisys  (UIS)  70 
United  Airlines 

(UALAQ)45 
United  Parcel  Service 

(UPS)  28, 42 
Universal  Music  Group 

(V)34 
U.S.  Steel  (X)  42 


Visa  International  10 


W 

Wachovia  (WB)  124 
Wal-Mart  (WMT)  86, 
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Worthington  Foods  86 


Yahoo!  (YHOO)  34 


Zenith  Optimedia  38 
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Editorials 


Battling  Beijing, 
With  the  Gloves  Off 


HE  U.S.  AND  CHINA  have  for 
many  months  engaged  in  a 
low-key  battle  over  the  relative 
value  of  their  currencies. 
But  even  in  the  most  tense 
moments  the  rhetoric  has  stayed  civil— 
until  now.  The  Bush  Administration  took 
off  the  gloves  on  May  17  when  Treasury 
Secretary  John  W.  Snow  said  "the  time 
has  come"  for  China  to  drop  the  rigid 

currency  policies  that  have  helped  it  to  become  the  world's 
premier  low-cost  manufacturing  site.  Although  the  U.S. 
stopped  short  of  branding  China  a  currency  manipulator, 
which  would  have  triggered  formal  trade  consultations,  Snow 
made  it  clear  that  Washington  wants  an  end  to  China's 
management  of  its  currency  and  expects  some  "intermediate" 
actions  by  the  Chinese  soon,  laving  the  groundwork  for  an 
eventual  floating  of  the  yuan. 

RISKY  STRATEGY.  Such  language  is  sure  to  raise  the 
temperature  of  the  debate  between  the  two  countries.  China 
needs  to  keep  its  export  machine  hununing  to  provide  jobs  for 
the  hundreds  of  millions  of  workers  leaving  the  Chinese  coun- 
tryside. So  getting  Beijing  to  revalue  the  yuan  won't  be  easy, 
but  it's  necessary.  Mamtaining  major  currencies  at  artificial 
levels  distorts  the  marketplace,  invites  currency  speculation, 
and  pits  nations  against  each  other  on  a  distorted  playing  field. 
The  longer  the  two  countries  take  to  resolve  their  currency 
battle,  the  worse  for  the  world  economy  and  financial  markets. 

To  be  sure,  Snow's  tough  talk  is  a  risky  strategy  for  the  Bush 
Administration.  The  Chinese  government  is  notoriously 
prickly  about  bowing  to  outside  pressure,  especially  on  actions 
Beijing  views  as  internal  matters.  And  that's  exactly  how 
Premier  Wen  Jiabao  is  characterizing  China's  current 
deliberations  over  whether  to  loosen  the  yuan's  strict  peg  to 
the  dollar.  Wen  told  a  U.S.  Chamber  of  Commerce  delegation 
on  May  16  that  reform  of  the  yuan's  exchange  rate  "is  a  matter 
of  China's  own  sovereignty.  Any  pressure  or  media  play-up,  or 
politicizing  an  economic  matter,  will  not  help  solve  problems. 
China. ..will  never  yield  to  any  external  pressure." 

But  the  day  when  China  could  reasonably  argue  that  its 
currency  policy  is  a  purely  internal  affair  is  long  past.  China, 
already  the  world's  most  populous  country,  now  boasts  the 
world's  seventh-largest  economy  and  more  than  $600 
billion  in  U.S.  dollar  reserves.  And  it  is  a  major  staging 


ground  for  global  manufacturing.  Indeed,  in  2004,  China 
enjoyed  a  global  trade  surplus  of  $32  billion,  a  figure  that 
could  grow  up  to  40%  higher  this  year.  But  that  number  by 
itself  doesn't  really  show  China's  full  impact  on  the  U.S., 
with  which  it  had  a  hefty  $124  billion  current  account 
surplus  last  year.  China  has  become  America's  No.  3  trading 
partner  after  Canada  and  Mexico. 

SPEAKING  OUT.  Much  of  China's  export  prowess  is  due  to  its 
low  wages,  skilled  workforce,  growing  infrastructure— and 
the  yuan's  artificial  8.3-to-l  peg  to  the  U.S.  dollar.  So  although 
China's  rising  exports  should  have  increased  the  value  of  its 
currency  in  recent  years,  the  yuan  has  actually  fallen  along 
with  the  dollar,  giving  it  a  huge  export  advantage  over  other 
foreign  producers.  That  has  stoked  U.S.  fears  that  China  is 
responsible  for  the  increasing  departure  of  American 
manufacturing  and  high-tech  jobs  offshore.  China  is  right  to 
note  that  there  are  other  forces  wrenching  America's  economy 
(a  low  savings  rate,  for  example).  Still,  Beijing  simply  cannot 
expect  the  U.S.,  a  country  that  takes  in  a  third  of  its  exported 

goods,  to  stay  mum  about  the 
effect  of  lopsided  trade. 

The  Bush  Administration, 
due  to  recent  pressure  from  both 
voters  and  the  U.S.  Congress, 
apparently  wants  to  show  it  is 
doing  something  to  tame  the 
Chinese  trade  behemoth. 
"nnl  1  f*V  1  ^  51  "Tl  Besides,  some  Administration 

JAJllVViaOll    m        insiders  believe  that  two  years  of 

relative  quiescence  on  China's 
currency  policy  have  won 
^^^^^^^^  Washington  little. 

Ironically,  a  Bush 
Administration  success  could  actually  raise  costs  for  two 
groups:  American  consumers  hooked  on  cheap  import  prices 
and  scores  of  big  U.S.  companies  that  depend  on  China  as  a 
cheap  manufacturing  site.  For  example,  more  than  50%  of 
China's  exports  come  from  foreign-financed  factories,  many 
of  them  producing  for  American  outfits  such  as  Wal-Mart 
Stores  or  Motorola.  But  with  the  U.S.  economy  threatening  to 
slow  and  the  Republican  Party  set  to  face  voters  next  year,  the 
Bush  camp  is  hard-pressed  to  avoid  a  dustup  with  Beijing. 
If  a  more  pointed  debate  between  the  superpowers  is  the 
only  way  to  bring  some  clarity  to  today's  global  trade 
situation,  so  be  it.  But  both  the  U.S.  and  China  must  realize 
that  their  growing  trade  interdependence  means  they  should 
share  a  long-term  common  goal:  diffusing  protectionist 
sentiment.  Freer  trade  will  allow  them  both  to  prosper.  Let's 
hope  they  recognize  that  when  the  dust  settles. 
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Microsoft 


OK,  let's  get  started. 


We're  doomed. 


The  TEAMS  NOT  WORKING  AS  A  TEAM  era  is  over. 


Microsoft®  Office  has  evolved.  Have  you?  After  all,  the  way  we  work  has  changed. 
As  everyone  gets  busier,  teamwork  gets  harder.  That's  why  the  latest  version  of 
Microsoft  Office  allows  easy  access  to  Team  Workspaces.  Now  the  whole  team 
can  access  the  same  documents,  schedules,  and  announcements  regardless  of  their 
location.  It's  a  new  world  where  the  old  barriers  to  teamwork  have  simply  gone  away. 
It's  time  to  evolve  the  way  you  work.  Discover  how  at  microsoft.com/office/evolve 
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St 


1lj*«iJ 


-i^ 


Microsoft" 


Office 


All  rights  reserved.  Microsoft,  the  Office  logo,  and  "Your  potential.  Our  passion  "  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries 


There  are  no  maps 
to  the  sweet  spot  of  the  market. 
But  we  know  a  heck  of  a  guide. 


An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  company  carefully  before 
I-800-THE  AMEX.  Please  read  the  prospectus  carefully  before  investing.  Past  performance  is  no  guarantee  of  future 
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MidCap  Spiders  let  you  own  the  market's  middle 

with  just  one  trade. 

You've  built  a  portfolio  with  a  solid  blue  chip  foundation.  Now  you're  considering 
more  diversification  and  a  different  balance  of  upside  potential  and  risk. 


Meet  the  MidCap  SPDR:  A  smart  way  to  tap  the 
potential  of  the  sweet  spot  of  the  market.  With 
every  share,  this  exchange  traded  fund  (ETF)  repre- 
sents the  entire  S&P  MidCap  400,  middle  market 
companies  that  have  matured  to  achieve  $1-4 
billion  in  market  cap.  While  mid-cap  securities  are 
subject  to  greater  risk  than  large-caps,  mid-cap 
companies  are  less  volatile  than  companies  in  the 
often  uncertain  start-up  phase. 

MidCap  SPDRs  trade  just  like  stocks  throughout 
the  trading  day.  So  they're  flexible  enough  to  accom- 
modate a  range  of  investment  strategies.  And  low 
fees  make  MidCap  Spiders  a  cost-efficient  way  to 
invest. (Your  usual  brokerage  commission  applies.) 

Want  to  learn  more?  Ask  your  advisor.  And  see 
if  MidCap  Spiders  could  be  a  sweet  addition  to 
your  portfolio. 


Over  the  last  five  years  MidCap  Spiders 

delivered  a  cumulative  return  of  nearly  56%. 

Not  bad  for  a  middleweight. 

And  since  inception,  average  annual  total  returns 
have  been  approximately  15%. 


Average  annual 
total  return  of  MDY 
as  of  3/31/05 

^              r                Since 
One          Five 

Year        Years        lncePtl0n 
Year         Years         {s/4/gs) 

Based  on 
NAV 

Based  on 
Market  Price 

10.11% 
9.96% 

6.55%         14.56% 
6.63%          1447% 

Total  returns  are  calculated  quarterly  using  the  daily  4.00  p.m.  net  asset 
value  (NAV).  Distributions,  if  any,  are  assumed  to  be  reinvested  back 
into  the  fund  on  the  pay  date  at  the  NAV  on  that  date.  Performance  data 
quoted  represents  past  performance  and  is  no  guarantee  of  future  results. 
Current  performance  may  be  lower  or  higher  than  quoted.  The  investment 
return  and  principal  value  of  an  investment  will  fluctuate  so  that  an 
investor's  shares,  when  sold  or  redeemed,  are  subject  to  market  volatility 
They  may  be  worth  more  or  less  than  their  original  cost.  MDY  shares  are 
bought  and  sold  at  market  price  (not  NAV)  and  are  not  individually 
redeemed  from  the  fund.  Brokerage  commissions  will  reduce  returns.  To 
obtain  most  recent  month-end  performance,  please  call  l-800-THE 
AMEX  or  visit  www.MidCapSPDR.com. 
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SO  WHY  DO  WE  KEEP  GETTING 

BIGGER? 


When  it  comes  to  our  steel  mills,  we've  never  believed  that  bigger  was  better.  In  fact,  we've  spent  a  lot 
of  our  time  putting  into  practice  all  the  latest  technologies  that  made  our  mills  take  up  less  space.  So  we 
went  from  the  big  mill  to  a  mini-mill,  from  the  mini-mill  to  the  micro-mill.  And  the  smaller  we  gat, 
the  bigger  we  grew.  Which  only  fuels  our  desire  to  get  even  smaller.  ff\  f^)uy  \,\t' 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 
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Tuning  In  to  Podcasting 

Every  day,  thousands  of  people  are 
creating  their  own  radio  shows— 
podcasts— and  beaming  them  as 
MP3  files  onto  the  Net.  And  as  it 
gets  easier  to  do,  podcasting  is  sure 
to  explode.  This  Special  Report  not 
only  takes  you  inside  this  exciting 
new  world  but  also  provides  the 
info  you  need  to  subscribe  to 
podcasts  and  create  your  own. 
Plus:  View  our  slide  show  of 
BusinessWeek  Online's  top  podcast 
picks,  and  listen  in  to  our  own 
podcast  about  podcasting 
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Readers,  What  Do  You  Think? 
Let  Us  Know 

You've  been  quick  to  send  responses  to  our  product 
and  book  reviews,  and  now  you  can  do  the  same 
for  our  Special  Reports,  starting  with  Podcasting 
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I  forever  do. 


A   DIAMOND   IS   FOREVER 


INSURANCE 


INVESTMENTS 


RETIREMENT 


What  do  you  want?  The  Power  of  the  Pyramid"  can  help  get  you  there. 

Your  idea  of  retirement  may  not  look  like  anyone  else's.  And  because  one  size  doesn't  fit  all, 
Transamerica  offers  custom  insurance,  investment,  and  retirement  solutions  designed  with  one 
thing  in  mind — helping  you  get  what  you  want.  Even  a  lower  handicap. 


Contact  your  financial  professional,  or 

Call  1-800-PYRAMID 
www.transamerica.com 


Transamerica 

The  Power  of  the  Pyramid 


SM 


111  Now  York  insurance  products  underwritten  by  Transamerica  Financial  Life  Insurance  Company.  Purchase,  NY  Insu 
Occidental  Life  Insurance  Company  and  its  affiliates  outside  New  York  Not  available  in  all  states  Transamerica  compan  AEGON 


"Bill,  do  you  have 
your  hand  up?" 

-Apple  CEO  Steve  Jobs 

polling  a  conference  audience 

that  included  Microsoft 

Chairman  Bill  Gates 

about  how  many 

of  them  had  iPods 


DITED  BY  DAN  BEUCKE 
7VMILY  MATTERS 

1UH7WHAT 
NEPOTISM? 
JAYS  BEST  BUY 

NTH  ANNUAL  SALES  of  $274 
lillion,  Best  Buy  is  no  mora- 
ind-pop  shop.  But  it  is 
amily-friendly  to  insiders. 
According  to  a  proxy  for  the 
rear  ended  in  February,  for 
nstance,  the 
mblicly  held 
:lectronics  retailer 
jaid  $20  million  for 
;tore  fixtures  to  a 
company  owned  by 
in  unnamed 
srother  of  Chair- 
man and  ex-CEO 
Richard  M.  Schulze. 
Chairman  Schulze 
received  $950,000 
for  leasing  two  stores  to  Best 
Buy.  The  board  determined 
the  transactions  were  made 
at  arm's  length.  Also,  a 
corporation  owned  by  the 


SCHULZE  Very 
family-friendly 


Richard  M.  Schulze  Revo- 
cable Trust  was  paid 
$380,000  for  leasing  planes 
to  management.  Schulze's 
daughter,  Susan  Hoff,  earned 
$530,000  as  chief  communi- 
cations officer.  Son-in-law 
Duane  Hoff  made  $160,000 
as  vice-president  for  business 
development,  before 
resigning  in  December. 

Best  Buy's  filing  says  the 
employee-relatives  of  Schulze 
and  other  insiders 
got  paid  com- 
parably to  non- 
family  members  in 
similar  positions.  A 
spokesperson  says: 
"We  just  wanted  to 
be  as  transparent  as 
possible."  Still,  for 
companies  of  this 
size,  "it's  rare  to  see 
this  many  related- 
party  transactions,"  says 
Beth  Young,  senior  research 
associate  with  watchdog 
group  the  Corporate 
Library.  -Mark  Walsh 


THE  BIG  PICTURE 

KIDDIE  CODE  Nearly  one  parent  out 
of  two  monitors  their  kids'  Internet 
activity,  but  many  don't  know 
chat-room  shorthand. 
Here's  what  they're  missing: 

PERCENTAGE  OF  PARENTS 

WHO  DIDN'T  RECOGNIZE  THE  TERM 


57%  L0L  =  LAUGHING  OUT  LOUD 
92%  A/S/L  =  AGE^EX/L0CATI0n' 
95%  P911  =  PARENT  ALERT 


95%  POS  =  PARENT  OVER  SHOULDER 


Data:  .a'.ional  Center  for  Missing  &  Exploited  Children. 
Cox  Communications  Inc. 


LABOR  PAINS 


A  Bitter  Aroma 
At  Starbucks 


FOR  A  COMPANY  THAT  CALLS  its  employees  "partners,"  Starbucks 
is  plenty  steamed  over  attempts  by  some  to  join  a  union.  The 
National  Labor  Relations  Board  has  set  a  June  15  hearing  on 
claims  that  management  engaged  in  illegal  anti-union  activity 
to  keep  employees  at  a  New  York  Starbucks  from  joining  the 
Industrial  Workers  of  the  World.  The  iww  local  says  in  the  nlrb 
complaint  that  management  threatened  to  withhold  pay,  spied 
on  workers,  and  offered  baseball  tickets  and  health  club 
passes  to  keep  some  from  joining  up.  Starbucks  officials  deny 
the  allegations.  Says  spokeswoman  Audrey  Lincoff:  "We  are 
pro-partner,  and  we  will  not  interfere  in  partners'  right  in 
any  decision  they  choose  to  make." 

Starbucks  workers  announced  last  year  they  had  formed 
the  company's  first  North  American  union,  at  the  store  at 
36th  Street  and  Madison  Avenue  in  Manhattan.  The  union 
isn't  certified  with  the  NLRB,  but  employee  and  organizer 
Daniel  Gross  said  it  has  already  won  concessions,  such  as 
higher  starting  wages  in  New  York  and  recognition  of 
repetitive  stress  injuries,  and  is  gaining  members. 
Starbucks  officials  deny  those  claims.        -Stanley  Holmes 
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BLOG  WATCH 

AMERICA'S 
'LONG  MIDDLE 
FINGER' 

AN  AWKWARD  description  of 
the  U.S.  as  "the  long  middle 
finger"  of  the  world  set  off  a 
blogosphere  brouhaha  for 
PepsiCo  President  and  CFO 
Indra  Nooyi.  Speaking  at 


NOOYI  Her 

Columbia 
talk  led 
to  outrage 


MAD  AVE 

AN  IBM  PLAN 
TO  MARKET 
ISRAEL 

IMMIGRATION  TO  ISRAEL  has 

been  drying  up  like  the  Dead 
Sea— arrivals  are  down  from 
200,000  people  in  1990  to 
22,000  in  2004.  What  to  do? 
Hire  IBM  to  craft  a  marketing 
campaign.  The  nonprofit 
Jewish  Agency  for  Israel  says 
Big  Blue  gained  expertise 
through  an  Israeli  marketing 
agency  it  owns.  Some  of  its 
pitches:  For  French  "indi- 
vidualists" :  Jsrael  is  the 
"Jewish  Ibiza  of  the  Middle 
East."  For  descendants  of 
Holocaust  survivors:  "We  can 
provide  a  positive  sense  of 
security."  Makes  you  wonder 
if  IBM  has  any  tips  for  Pope 
Benedict  XVI.  -Peter  Coy 
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Columbia  University  on  May 
15,  Nooyi  likened  five  major 
continents  to  her  hand— with 
the  U.S.  (not  a  continent)  the 
middle  one  and  Africa  the 
often-ignored  pinkie.  As  she 
put  it:  "Each  of  us. . .  must  be 
careful  that  when  we  extend 
our  arm  in  a  business  or 
political  sense,  we  take  pains 
to  assure  we  are  giving  a 
hand . . .  not  the  finger Un- 
fortunately, I  think  this  is  how 
the  rest  of  the  world 
looks  at  the  US." 

A  burst  of  online 
outrage  followed, 
forcing  Pepsi  to  post 
an  apology  on  its  Web 
page.  Nooyi  issued  a 
statement  saying: 
"Hove  America 
unshakably"  and  "am 
extremely  grateful" 
for  its  opportunities. 
Lost  in  the  hubbub 
was  her  slight  of 
Antarctica  and 
Australia:  They  were 
assigned  no  finger 
at  all.       -Diane  Brady 


M.      . 


SHOW  BIZ 


GIVE  MY  REGARDS  TO  SHANGHAI  Add  musical! 

to  the  products  made  in  China.  On  May  17,  Sir 
Cameron  Mackintosh  unveiled  a  venture  with 
Shanghai  Grand  Theater  to  produce  shows 
with  Mandarin  lyrics,  using  Chinese  actors  and 
crews.  He'll  start  with  Les  Miserables  in  2007; 
The  Phantom  of  the  Opera  and  Mamma  Mia! 
will  follow.  Mackintosh  called  Shanghai  a  "gold 
mine"  for  the  stage.  He  should  know:  His 
English  Phantom,  which  closed  in  March, 
made  $8  million  there,  and  Cafs  was  90%  sold 
out  even  during  the  2003  SARS  epidemic. 


;onqu*ir.a^^'continental  divide: 
an^j^^matic  timepiece  for  the 

imational  traveler.  World 
dial  with  second  time  zone  inc 
Water  resistant^!©  100m    Stainless 
steel.  Sapphir#^fysta^ 
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Available  at  B.  Alsohns  Jewelers 
760  340  4211 
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BAXTER'S 
EX-CEO  GOES 
PRIVATE 

Harry  Jansen  Kraemer  Jr. 
walked  the  walk.  When  Baxter 
International  was  posting 
higher  numbers  year  after 
year  in  the  early  2000s,  CEO 
Kraemer  took  his  share  of  the 
credit.  And  when  the 
medical-products  maker  fell 
short,  he  took  some  blame, 
saying  in  January,  2004,  that 
he  would  quit  as  soon  as  the 
board  found  a  replacement. 
That  came  last  June.  Now  it's 
back  to  work.  On  Apr.  27, 
Kraemer,  50,  joined  Madison 
Dearborn  Partners  in  Chicago 
as  executive  partner,  vetting 
health-care  investments  for 
the  $7.7  billion  private  equity 
firm.  Sweet  revenge?  Hardly. 
"There  were  never  any  hurt 
feelings  in  leaving,"  he  insists. 

At  Baxter,  Kraemer 
preached  the  value  of  balan- 
cing work  and  family.  But  as 
boss  he  rarely  found  a  spare 
minute.  Once  he  left  he  had 
time-and  money,  thanks  to  a 
$4.2  million  severance  deal. 
Kraemer,  his*wife,Julie,  and 
their  five  kids  spent  a  month 
driving  around  Europe  in  a 
rented  van.  He  isn't  likely  to 
have  time  to  do  that  again 
anytime  soon.  -Micfael  Arndt 


BIG  OIL 

A  DRY  WELL 
FOR JOB 
SEEKERS 

IS  AMERICA'S  oil  industry 
jeopardizing  its  long-term 
future  by  cutting  jobs  amid 
record  profits?  Some  experts 
worry  that  Big  Oil  won't 
have  the  people  it  needs  to 
ramp  up  output  to  meet 
steadily  rising  energy 
demand.  In  an  April  report, 
CEO  Arthur  Smith  of  energy 
research  firm  John  S.  Herold 
says:  "Unless  oil  and  gas 
companies  take  drastic  steps 
to  reverse  the  brain  drain 
of  the  energy  industry,  a 
severe  personnel  crunch 
is  preordained."  Geologists 
could  become  particularly 
scarce. 

A  brain  drain  is  well 
under  way.  At  just  under 
200,000  jobs,  U.S. 
employment  in  oil  and  gas 
extraction  and  petroleum 


RETAIL  DETAIL 

ATTENTION, 

FRUGAL 

FASHIONISTAS 

STELLA  McCARTNEY  is  one  of 

the  hottest  names  in  fashion, 
known  for  sharp  tailoring 
and  a  rock- chick 
pedigree  (she's 
Beatle  Paul's 
daughter).  But 
only  a  few  can 
afford  her  orig- 
inals. In  Nov- 
ember, though, 
women  in  22 
countries- 
including  the 
U.S.,  at  some  of 
Hennes  & 

McCartney 

Coming  to  H&M 
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refining  is  half  what  it  was  in 
the  early  1980s,  according  to 
the  Bureau  of  Labor  Statistics. 

There  are  several  explan- 
ations: Improved  efficiency 
allows  companies  to  do  more 
with  fewer  workers.  Big  Oil 
has  increased  the  share  of 
jobs  located  overseas,  where 
most  of  the  new  oil  finds  are. 
Caution  is  also  a  factor. 
Companies  hate  to  add  staff 
because  they  fear  that  high 


Mauritz'  75  outlets— will  have 
a  chance.  That's  when  she 
launches  a  collection  for  the 
Swedish  chain.  H&M  hopes 
to  woo  style-conscious  but 
thrifty  shoppers  with  clothing 
and  accessories  at  $10  to 
$170— a  steal,  considering 
that  a  T-shirt  from  Mc- 
Cartney's signature  line  goes 
for  $120  and  up. 

H&M  is  con- 
stantly trying  to 
liven  up  its  1,200 
stores.  But  the 
deal  is  more  im- 
portant for  Mc- 
Cartney, 33.  For 
four  years  her 
label  hasn't 
turned  a  profit, 
and  partner 
Gucci  has  given 
her  until  2007  to 
break  even. 

-Kerry  Capell 


prices  won't  last.  Indeed,  the 
spot  price  for  crude,  while 
still  very  high,  has  dropped 
from  $58  a  barrel  in  early 
April  to  around  $51  now. 

All  told,  oil  and  gas 
companies  cut  U.S.  jobs  by 
0.6%  and  worldwide  jobs  by 
5%  in  2004,  despite  record 
profits,  says  Standard  &  Poor's 
Compustat  unit.  Doesn't 
sound  as  if  they're  geared  for 
growth.  -Peter  Coy 


THE  STAT 


15 

The  percentage 
by  which  California 
almond  production 
is  expected  to 
drop  this  year- 
becauseofan 
unseasonably 
rainy  winter  and 
a  honeybee  shortage 
brought  on  by  mites 
and  wildfires. 


Data: 
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Mile  000174:  The  first  time  you  see  how 
ugly  a  possum  is. 

Mile  000174.1:  You  swerve  anyway. 


CAMR' 


that  borders  on  instinct.  The  Camry 
SE  V6.  The  most  Camry  ever,  toyota.com 


Voices  of  Innovation 


Anti- Cancer 

st 


ONE  COULD  EXCUSE  Dr.  Judah  Folkman  if 
he  decided  to  kick  back.  The  72 -year-old 
cancer  specialist  is  often  called  the  father 
of  anti-angiogenesis,  the  scientific  term 
for  blocking  the  growth  of  new  blood 
vessels.  He  theorized  in  the  early  1960s 
that  the  technique  might  be  used  to  starve 
tumors  to  death— then  spent  decades 

trying  to  win  over  a  skeptical  medical  establishment.  Today, 
the  most  successful  of  the  new  targeted  cancer  drugs,  Avastin, 
uses  this  tactic,  as  does  a  promising  vision  loss  treatment, 
Lucentis.  Both  drugs  are  from  Genentech  Inc.  In  total,  more 
than  30  such  treatments  are  in  human  trials. 

As  director  of  the  Vascular  Biology  Program  at  Children's 
Hospital  in  Boston  and  a  professor  at  Harvard 
Medical  School,  Folkman  continues  to  treat 
patients  and  train  young  doctors.  But  his  latest 
passion  is  the  hunt  for  "biomarkers"— proteins 
found  in  blood,  saliva,  or  urine  that  signal  the 
presence  of  disease.  If  biomarkers  could  be 
found  for  the  hundreds  of  different  types  of 
cancers,  doctors  could  treat  each  patient  only 
with  the  drugs  that  are  most  likely  to  work. 

It  has  proven  extremely  hard  to  identify  ^^^^^^_ 

these  tumor  "fingerprints,"  however.  There 
may  be  20,000  different  proteins  circulating  in 
the  blood,  but  few  tests  link  any  one  of  them  decisively  to  a 
cancer.  As  a  result,  targeted  cancer  therapies  are  given  to  a 
broad  swath  of  patients,  even  though  the  drugs  rarely  work 
for  more  than  25%  of  them. 

Folkman's  lab  is  trying  to  improve  that  ratio  by  screening 
for  biomarkers  associated  with  tumor  angiogenesis.  He 
envisions  a  day  in  the  not-so-distant  future  when  cancer 
drugs  will  be  prescribed  based  on  biomarkers  matched  to 
tumors,  much  as  antibiotics  are  matched  to  specific  microbes. 
"Ideally,  we  will  never  treat  the  tumor.  We  will  treat  the 
biomarker,"  says  Folkman. 

He  is  already  testing  that  idea.  One  of  Folkman's  patients  is 
a  20-year-old  man  who  had  a  rare  thyroid  tumor  removed 
when  he  was  13.  To  detect  potentially  deadly  recurrences, 
doctors  then  monitored  a  known  biomarker,  a  calcium- 
controlling  hormone  called  calcitonin,  in  the  boy's  blood. 
When  levels  started  rising  four  years  ago,  the  boy's  physician 
father  knew  the  cancer  would  inevitably  return.  Rather  than 


Judah  Folkman 
pioneered  a 
new  treatment: 
Starve  the 
tumor 


wait,  he  asked  Folkman  to  treat  the  rising 
calcitonin  levels.  In  mid-May  the  patient 
started  receiving  doxycycline,  an  antibiotic  that 
also  blocks  blood  vessel  growth. 

Folkman's  desire  to  help  patients  was 
kindled  at  age  7  as  he  accompanied  his  rabbi 
father  on  hospital  visits.  After  graduating  from 
medical  school  in  1957,  he  worked  for  the  U.S. 
Navy,  where  he  co- developed  the  first 
-  implantable  devices  for  the  sustained  release  of 

drugs.  In  a  Navy  lab,  he  also  observed 
something  odd:  Tumors  that  grew  perfectly 
well  in  mice  would  stall  out  in  cell  cultures,  where  they  no 
longer  had  access  to  blood  vessels.  Other  scientists  had  done 
research  on  angiogenesis,  but  it  was  Folkman's 
groundbreaking  1971  paper  linking  it  with  cancer  that  ignited 
the  field.  Two  decades  later  his  lab  discovered  two 
compounds,  endostatin  and  angiostatin,  that  shrank  tumors 
in  mice.  In  1998  media  reports  trumpeted  these  early  results 
as  cancer  cures— leading  to  bitter  disappointment  when 
endostatin  proved  hard  to  make.  But  with  the  success  of 
Avastin  and  other  new  drugs,  Folkman  has  been  vindicated. 
Back  working  with  mice,  Folkman's  lab  has  found  several 
potential  biomarkers  that  appear  like  clockwork  20  to  40  days 
after  tumor  angiogenesis  switches  on.  "This  is  pretty  exciting 
stuff,"  he  says.  Clearly  not  a  man  ready  for  retirement.  ■ 

-By  Catherine  Arnst 
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For  a  Q&A  with  Dr.  Judah  Folkman, 
go  to  www.businessweek.com/extras 
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poweredbycisco. 


powereaoycisco. 

estlessness 


Cubicles  in  the  form  of  wide-open  spaces. 

Corner  offices  that  look  like  company  cafeterias. 
No  matter  where  you  wander  to  find  inspiration, 
the  wireless,  self-defending  networks  of  Cisco 
let  you  access  the  office  anytime,  anywhere. 
Learn  how  Cisco  is  helping  change  business  at 
cisco.com/poweredby. 


Cisco  Systems 


» 


The  Evolution™  Series  locomotive  is  a  beast  that  is  dramatically  cleaner 
than  previous  GE  locomotives  and  more  fuel  efficient  than  anything  in  its  das; 
It's  what  happens  when  you  let  your  ecomagination  run  wild. 

To  learn  more,  visit  ge.com/ecomagination. 


imagination  at  work 
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If  we  continue  to  have 
capitalism,  we  shall  have 
an  ownership  society 
sooner  or  later:  Nothing 
else  makes  sense." 
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-Michael  Harrington 
•   Oakland,  Calif. 


SOCIAL  SECURITY: 
THE  DEBATE  RAGES  ON 

THE  OVERRIDING  PREMISE  of  the  Social 
Security  system  is  to  provide  individuals 
with  a  denned  future  benefit  with  a  gov- 
ernment guarantee— whereas  private  ac- 
counts, as  history  has  shown,  provide  nei- 
ther ("I  want  my  safety  net,"  Cover  Story, 
May  16).  But  there  may  be  alternatives 
that  could  provide  a  safety  net  for  those 
who  will  rely  on  their  defined  stipend. 

A  simpler  way  to  tweak  the  system  may 
be  to  increase  the  amount  subject  to  pay- 
roll taxes.  Most  of  the  wealthy  would  ob- 
ject to  this  scenario,  but  then  Social  Secu- 
rity was  not  structured  to  benefit  the 
wealthy.  To  authorize  private  accounts  is 
nothing  but  a  windfall  for  financial  insti- 
tutions, and  it  will  remove  the  safety  net 
and  an  ironclad  government  guarantee 
for  80%-plus  of  the  population. 

-Robert  E.  Callard 
Seattle 

THE  TREND  TOWARD  widespread  capi- 
tal ownership  is  consistent  with  econom- 
ic populism  and  democracy— neither  of 
which  seems  to  be  fading  in  appeal.  The 
latest  market  bubble  and  crash— together 
with  corporate  misbehavior— sidetracked 


this  evolutionary  trend,  but  if  we  continue 
to  have  capitalism,  we  shall  have  an  own- 
ership society  sooner  or  later:  Nothing 
else  makes  sense.  To  believe,  deep  in  the 
21st  century,  that  we  will  choose  a  con- 
flict-ridden, class-based  redistributive  so- 
ciety (becoming  more  like  Germany?) 
appears  the  more  incredible  conclusion. 
-Michael  Harrington 
Oakland,  Calif. 

COUNT  ME  IN  for  Bush's  Ownership  So- 
ciety, and  I'm  not  even  Republican.  If  I 
were  given  the  opportunity  to  divert  a 
portion  of  my  income  taxes  to  an  alterna- 
tive investment,  I  would  take  it.  In  the 
dot-com  crash,  I  went  broke  like  the  rest 
of  America,  and  I  had  to  claw  my  way 
back  But  the  experience  did  not  make  me 
risk- averse;  it  made  me  smarter. 

-Clarissa  Wilkerson 
Norcross,  Ga. 

THE  INVESTMENT  Company  Institute 
(ICI)  believes  a  solution  to  retirement  se- 
curity must  include  private  investing. 
When  Social  Security  was  created,  Presi- 
dent Franklin  D.  Roosevelt  described  it  as 
a  "cornerstone  that  was  by  no  means  com- 
plete." A  bill  recendy  introduced  by  Rep- 
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CORRECTIONS  &  CLARIFICATIONS 

"If  it  works  for  breast  cancer. . ."  (Science 
&  Technology,  May  23 )  should  ha\e  stated 
that  Herceptin  cuts  the  risk  of  breast 
cancer  recurrence  by  52%  for  certain 
patients. 

In  "Who's  ripe  for  a  takeover"  (Personal 
Business,  May  23),  Bus/nessWeefV  screened 
for  stocks  that  limited  insider  ownership  to 
20%  or  less.  American  Greetings  Corp. 
erroneously  made  the  list.  The  stock  screen 
did  not  pick  up  the  separate  set  of  class  B 
shares  that  are  not  traded  and  have  10 
votes  per  share,  which  are  designed  to  keep 
family  control. 

Michael  Dell's  investment  in  Red  Hat  was 
disclosed  in  2004,  not  on  Apr.  27, 2005,  as 
stated  in  "In  Biz  This  Week"  (May  23). 

The  table  of  summer  movies  that 
accompanied  "A  bad  case  of  Pixar  envy" 
(Entertainment,  May  16)  incorrectly  listed 
the  director  of  Batman  Begins  as  Tim 
Burton.  It  is  Christopher  Nolan. 


resentatives  Paul  Ryan  (R-Wis.)  and 
William  Jefferson  (D-La.)  provides  help  for 
Americans  saving  to  fund  their  future.  By 
allowing  mutual-fund  shareholders  to  de- 
fer the  taxes  they  now  must  pay  on  rein- 
vested capital-gains  distributions  until 
shares  are  sold,  the  legislation  would  en- 
able mutual-fund  investors  to  keep  their 
money  at  work  longer  and  help  secure 
their  long-term  financial  goals. 

-Paul  Schott  Stevens 

President 

Investment  Company  Institute 

Washington 

THE  AVALANCHE  OF 
ASBESTOS  LITIGATION 

"TED  OLSON  VS.  an  asbestos  fix"  (Wash- 
ington Outlook,  May  16)  reports  that  Ol- 
son is  standing  ready  on  behalf  of  as- 
bestos trust  funds  to  challenge  the 
proposed  $140  billion  asbestos  adminis- 
trative-compensation scheme  now  before 
Congress.  Testifying  at  the  Senate  Judi- 
ciary Committee's  invitation  two  years 
ago,  I  explained  why  those  challenges 
lack  merit.  Former  Solicitor  General  Seth 
Waxman  and  prominent  attorney  Carter 
Phillips  joined  in  my  conclusions.  Olson's 
arguments  echo  failed  objections  to  the 
federal  Black  Lung  compensation  pro- 
gram and  to  state  workers'  compensation 
statutes.  Those  precedents  support  re- 
placing the  avalanche  of  asbestos  litiga- 
tion with  the  pending  proposal  to  allocate 
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responsibility  more  rationally  than  the 
badly  broken  status  quo. 

Urging  Congress  to  let  the  avalanche 
continue  lest  the  U.S.  Supreme  Court  in- 
validate the  proposed  alternative  makes 
little  sense.  After  all,  it  was  that  Court 
that  wrote  in  1997,  in  a  landmark  as- 
bestos case  I  successfully  argued:  "A  na- 
tionwide administrative  claims-process- 
ing regime  would  provide  the  most 
secure,  fair,  and  efficient  means  of  com- 
pensating victims  of  asbestos  exposure.'' 
-Laurence  H.  Tribe 
Harvard  University   I 
Cambridge,  Mass. 

DEFINED-BENEFIT  PENSIONS: 
GOODBYE TO  ALL THAT 

CORPORATE  DEFINED -benefit  pensions 
do  not  have  a  future  ("Rising  tensions 
over  pensions,"  Workplace,  May  16).  The 
bleak  prognosis  for  these  plans  com- 
menced when  Congress  passed  the  Re- 
tirement Income  Security  Act  of  1974.  It 
demanded  overbearing  regulations  and 
requirements  of  the  defined-benefit  pen- 
sion plan.  Rather  than  ease  up  on  the  reg- 
ulations, politicians  saw  these  plans  as  an 
opportunity  to  gang  up  on  "greedy"  cor- 
porations. Congress  continued  to  pile  on 
more  stringent  pension-plan  regulations 
and  requirements.  The  inevitable  result, 
in  a  few  years,  will  be  the  death  of  the  de- 
fined-benefit pension  plan,  and  millions 
of  employees  will  be  left  without  the  re- 
tirement security  offered  by  such  plans. 

Last  week,  Sears,  Roebuck  &  Co.  and 
Arthur  J.  Gallagher  &  Co.,  the  third- 
largest  insurance  broker  in  the  U.S.,  an- 
nounced they  were  freezing  their  defined- 
benefit  pension  plans.  We  can  expect  such 
announcements  to  accelerate  in  the  next 
couple  of  years. 

-Tom  Ghyseis 
Whittier,  Calif. 
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EVERYTHING  BAD  IS  GOOD  FDR  YOU  How  Today's  Popular  Culture  Is  Actually  Making 
Us  Smarter 

By  Steven  Johnson;  Riverhead  Books;  238pp;  $23.95 


Violence-laden  video  games  such  as  Grand  Theft  Auto 
are  more  popular  than  ever.  The  Internet,  while  a  great 
education  tool,  makes  it  easy  for  kids  to  gamble,  gawk  at 
sleaze,  and  get  into  every  kind  of  trouble.  And  TV- 
littered  with  tired  sitcoms,  degrading  reality  shows,  and 
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"news"  that  often  resembles 
entertainment  or  paid-for 
propaganda— seems  to  be 
getting  dumber  all  the  time. 

Against  this  backdrop 
comes  Steven  Johnson's 
Everything  Bad  Is  Good  for 
You,  with  a  provocative  thesis 
that  popular  culture  actually 
makes  us  smarter.  While  the 
idea  that  watching  Paris 
Hilton  and  her  ilk  increases 
your  intelligence  sounds  like 
ivory-tower  balderdash,  this 
volume  is  packed  with  contrarian 
insights  backed  by  the  author's  deep 
understanding  of  high  tech  and  low 
culture.  A  former  English  PhD  candidate 
and  co-founder  of  the  groundbreaking 
Webzine  Feed,  Johnson  is  most 
successful  in  demonstrating  that 
popular  culture  has  grown  more 
complex  and  intellectually  challenging 
over  the  past  30  years.  But  Everything 
Bad  Is  Good  for  You  overstates  its  case 
that  we're  smarter  as  a  result.  Worse, 
Johnson  soft-pedals  or  ignores  some  of 
the  main  drawbacks  of  pop  culture. 

Johnson's  book  contrasts  sharply  with 
the  work  of  older  cultural  critics  such  as 
the  late  Neil  Postman,  who  highlights 
the  dark  side  of  techno-culture.  In  his 
1985  book,  Amusing  Ourselves  to  Death, 
Postman  argued  that  television  is  like  a 
modern-day  version  of  soma,  the  opiate 
in  Aldous  Huxley's  Brave  New  World  that 
degrades  rational  argument  and 
demeans  political  discourse.  In  1993, 
Postman  took  a  step  down  the  Luddite 
path  with  Technopoly:  The  Surrender  of 
Culture  to  Technology,  a  polemic  that 
depicts  technology  as  a  totalitarian  force 
that  destroys  the  soul. 

By  focusing  on  the  positive  aspects  of 
technology  and  pop  culture,  Johnson  is 


Everything 
Bad  Is  Good 
For  You 


sort  of  an  anti-Postman.  He 
makes  a  strong  case  that 
video  games,  TV,  and  the 
Internet  have  all  evolved  to 
a  point  that  they  are 
challenging  our  minds  in 
new  and  productive  ways. 
For  example,  Johnson 
notes  that  games  today  not 
only  improve  hand-eye 
coordination  but  also  are 
"fiendishly,  sometimes 
maddeningly,  hard."  They 
have  become  so 
Can  POD     implex  that  a 

I     ^      r      cottage  industry 
CUltUrC        devoted  to  publishing 

■n  game  guides,  or 

reaUy  "walkthroughs,"  has 

VH 1  CP*  exploded  in  recent 

IcUM;  years.  "You  didn't 

peOPieS      need  10  pages  to 
^r^    q  explain  the  Pac-Man 

\\)S .  system,  but  200 

__  pages  barely  does 

justice  to  an  expand- 
ing universe  like  Everquest  or  Ultima" 
he  writes. 

Johnson  excels  in  describing  how 
television  has  grown  increasingly 
sophisticated— and  in  demonstrating 
that  the  most  successful  shows  have  also 
been  the  most  demanding  of  the  viewer. 
The  turning  point,  he  says,  came  with 
the  1980s  series  Hill  Street  Blues  and  its 
multi-threaded  narrative  structure. 
Since  then,  many  of  the  most  successful 
and  popular  shows— St.  Elsewhere, 
Twin  Peaks,  The  West  Wing,  The 
Sopranos,  and  Desperate  Housewives— 
all  have  followed  a  dozen  or  so  distinct 
plot  lines  within  each  episode.  Modern 
narratives  also  challenge  our  brains  in 
another  key  way:  The  audience  derives 
pleasure  by  "filling  in"  withheld 
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information,  as  with  the  cryptic,  rapid- 
fire  dialogue  on  The  West  Wing. 

The  author's  most  novel  contention  is 
that  the  value  of  pop  culture  goes 
beyond  the  content  of  the  product. 
Building  on  the  work  of  media  visionary 
Marshall  McLuhan,  he  asserts  that 
different  media  forms  exercise  different 
parts  of  the  brain.  Johnson  terms  this 
effect  "collateral  learning."  For  example, 
he  says  that  games  teach  kids  how  make 
decisions.  "Novels  may  activate  our 
imagination,  and  music  may  conjure  up 
powerful  emotions,  but  games  force  you 
to  decide,  to  choose,  to  prioritize,"  he 
writes.  Even  reality  TV  can  offer 
collateral  knowledge— because  it  tests 
our  emotional  intelligence,  or  our  ability 
to  assess  and  respond  to  other  people's 
signals.  Shows  such  as  The  Apprentice, 
he  says,  are  in  a  sense  "elaborately 
staged  group  psychology  experiments." 

To  prove  that  pop  culture  is  making  us 
smarter,  Johnson  notes  that  iQs  in  most 
developed  countries  have  been  rising  by 
three  points  per  decade  over  the  past 


century.  Dismissing  improvements  in 
nutrition  and  education  as  possible 
causes,  he  asserts  the  change  is  due  to 
the  increasing  complexity  of  culture. 
This  seems  too  convenient.  Some 
research  has  shown  that  declining  birth 
rates,  leading  to  more  parental 
attention,  and  rising  education  levels 
help  boost  people's  IQ  scores.  In  1910 
only  13.5%  of  the  adult  U.S.  population 
had  completed  high  school;  by  2002 
the  number  hit  84%. 

And  what  about  the  downside  of 
gorging  on  techno-culture?  There's  less 
time  for  reading,  playing  outside,  or 
socializing.  Some  teachers  say  kids  are 
suffering  from  overstimulation,  which 
stifles  the  imagination.  Clearly,  there  are 
trade-offs  from  pop-culture  gluttony, 
and  Johnson  downplays  them  to  a  fault. 
While  pop  culture  may  nourish  aspects 
of  our  intelligence,  it  can  degrade  our 
senses  of  wonder  and  community  and 
our  ability  to  process  information.  Some 
bad  things  really  are  bad  for  you.  ■ 

-By  Spencer  E.  Ante 


In  Brief 


Italian  Bank  Job 

MEDICI  MONEY 

Banking,  Metaphysics,  and  Art  in 
Fifteenth-Century  Florence 

By  Tim  Parks;  Atlas  Books/Norton;  273pp; 
$22.95 

It  was  no  mean  feat  to  build 
a  Europewide  bank  in  the  15th 
century.  The  powerful  Catholic 
Church  considered  money- 
lending  to  be  usury— and  a 
mortal  sin,  far  worse  in  the 
minds  of  wealthy  men  than, 
say,  owning  child  sex  slaves. 
This  made  things  tough  for 
Medici  family,  which  dom- 
inated Renaissance  Florence  _ 
But  they  and  other  bankers  developed 
various  subterfuges  to  earn  a  profit 
without  technically  charging  interest.  For 
instance,  returns  on  bank  deposits  were 
declared  "gifts,"  and  the  amount  was  left 
to  the  banker's  discretion.  An  elaborate 
exchange-rate  system  was  developed 
under  which  banks  charged  a  hidden 
premium  for  changing  money  from  one 
currency  to  another.  And  because  the 
bankers  were  also  merchants,  they  might 
increase  the  price  of  goods  sold  to  the 
church  to  the  tune  of  the  interest  they  felt 


they  deserved.  Nevertheless,  what 
constituted  interest  was  subject  to 
revision  by  papal  whim,  so  the  bankers 
lived  in  perpetual  fear  of  condemnation. 
The  story  is  elegantly  told  in  Medici 
Money:  Banking,  Metaphysics,  and  Art  in 
Fifteenth-Century  Florence.  Author  Tim 
Parks  is  a  prolific  British-born  writer 
who  lives  in  Italy  and  whose  1997  novel 
Europa  was  short-listed  for  Britain's 
prestigious  Booker  Prize. 
Medici  Money  is  a  brisk 
"reflection"  on  the  family's 
tangled  and  bloody  history. 
Parks  profiles  the  five  key 
Medici  men  of  the  15  th 
century,  starting  with 
Giovanni,  who  launched  the 
family  bank  in  1397.  The 
prototypical  Medici  is 
Giovanni's  long-lived  son 
Cosimo  (1389-1464),  who 
built  up  the  bank  and  came  to  dominate 
Florentine  politics.  But  the  seeds  of  the 
bank's  demise  were  there  from  the  start, 
since  the  powerful  princes  and  cardinals 
who  were  the  bank's  clients  could  never 
really  be  obliged  to  honor  their  debts. 

Some  may  be  disappointed  that  Parks 
doesn't  say  more  about  the  contribution 
of  the  Medici  to  the  development  of 
modern  banking  techniques.  But  this 
glimpse  into  the  strange  world  of  15th 
century  Florence  is  still  fascinating.  ■ 
-By  Thane  Peterson 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


Leaky  Web  Sites 
Tell  All  About  You 


Fred  Fluffernutter  is  a  pro-choice  baseball  fan  who  reads  the  electronic 
version  of  The  Washington  Post  and  shops  online  at  Victoria's  Secret, 
Amazon.com,  and  L.L.  Bean.  I  know  every  Web  site  where  Fred  is 
registered  because  I  invented  him  and  filled  out  the  forms.  But  it  is 
distressingly  easy  for  anyone  to  assemble  a  profile  of  Fred— or  you  or  me— 


because  of  the  way  Web  sites  leak  personal 
information. 

A  simple  and  legal  way  of  harvesting 
personal  data  from  many  sites  was 
described  to  me  by  Blue  Security,  an  Israeli 
company,  which  calls  the  technique 
"hostile  consumer  profiling."  A  marketer 
or  would-be  identity  thief  begins  by 
obtaining  someone's  e-mail  address,  in 
this  case,  fred_flufrernutter@hotmail.com. 
Many  sites  that  require  registration  use 
your  Net  address  as  a  user  name;  in  other 
cases,  people  are  likely  to  choose  login 
names,  such  as  fred_fluffernutter,  based  on  their  Net  address. 

Partly  because  of  that  convention,  it's  all  too  easy  to  find 
out  who  is  registered  for  what  activities.  For  example,  if  you 
attempt  to  register  at  NARAL  Pro-Choice  America  with  a 
name  already  in  use— say,  Fred's— a  message  pops  up  on  the 
screen,  saying:  "Thank  you  for  confirming  your  member- 
ship." An  impostor  or  a  marketer  building  a  profile  can  now 
infer  that  Fred  is  a  likely  supporter  of  abortion  rights. 

OTHER  SITES  CAN  BE  TRICKED  into  confirming  a  registration.  For 
example,  if  you  request  a  "lost"  password,  they  will  report 
either  that  the  password  has  been  sent  to  the  registered  e-mail 
address  or  that  no  such  address  is  recorded.  I  used  such  tricks 
to  verify  that  Fred  had  registered  at  the  Web  sites  of  Major 
League  Baseball,  The  Post,  Victoria's  Secret,  and  L.L.  Bean,  and 
the  same  techniques  could  be  used  with  thousands  of  other 
sites.  Harvesting  this  information  one  site  and  one  user  at  a 
time  would  be  economically  impractical,  but  it  doesn't  take  a 
great  deal  of  skill  to  write  a  program  that  will  automate  the 
chore,  checking  thousands  of  addresses  against  dozens  of  sites. 

The  frustrating  thing  is  that  this  information  is  so  readily 
available— when  it  would  take  so  little  for  Web  sites  to  protect 
users'  privacy  by  acting  responsibly.  Blue  Security  found  that 
no  online  banks  give  up  information  to  these  simple-minded 
attacks.  One  reason,  of  course,  is  that  they  typically  base  the 
identity  of  their  users  on  account  numbers,  not  e-mail 
addresses  or  self-chosen  names. 

Security-sawy  organizations  often  include  a  sort  of  puzzle  in 
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the  registration  process.  Typically,  this  is  a 
random  word  displayed  in  distorted  type 
against  a  complicated  background.  To  go 
forward  with  a  request,  you  must  type  the 
word  into  a  box.  The  trick  is  that  the  word 
is  easy  for  people  to  read,  but  difficult  or 
impossible  for  a  computer,  so  it  frustrates 
automated  harvesting  of  information.  But 
the  organization  must  make  special 
provisions  for  the  visually  impaired. 

A  better  approach  is  taken  by  the  Gay 
&  Lesbian  Alliance  Against  Defamation. 
When  you  register  on  glaad.org, 
you  are  sent  an  e-mail  to 
confirm.  If  someone  else  tries  to 
sign  up  using  the  same 
e-mail  address,  the  registration 
appears  to  be  accepted,  but  the 
site  issues  another  e-mail 
requesting  confirmation.  The 
phony  registrant  learns  nothing, 
and  the  real  account  owner  is 
notified  of  the  spoofing  attempt 
(and  is  asked  to  forward 
the  message  back  to  GLAAD). 

The  sort  of  information  leaked  by  poorly  designed  Web 
sites  won't  let  anyone  else  run  up  charges  on  your  credit  card. 
But  the  ease  with  which  someone  can  build  a  profile  of  your 
interests  and  activities  is  more  than  a  little  creepy.  And  the 
information  harvested  can  be  used  to  create  targeted  spam  or 
individualized  phishing  attempts  that  leverage  information 
about  you— "Special  for  Boston  Red  Sox  fans!"— to  extract 
more  valuable  data,  such  as  account  numbers  and  passwords. 
Considering  how  easy  it  is  to  prevent  such  attacks,  Web  site 
operators  have  no  excuse  not  to  take  the  steps  needed  to 
protect  their  customers  or  members.  ■ 
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Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


Retirement  Savings: 
A  Boost  for  the  Needy 


There  is  a  mounting  retirement  savings  crisis  in  America.  Too  many 
middle-  and  low-income  Americans  are  saving  too  little.  The  plunge  in  the 
U.S.  household  savings  rate  over  the  past  decade  has  occurred  just  as  baby 
boomers  should  be  saving  in  earnest  for  their  looming  retirement.  Even 
worse,  personal  savings  have  dipped  just  as  employers  have  dropped 


defined-benefit  pension  plans  in  favor  of  defined-contribution 
plans— shifting  both  the  responsibility  and  investment  risks  of 
retirement  savings  onto  workers.  The  good  news  is  that  there 
are  some  relatively  simple  and  inexpensive  policies  that  could 
ease  this  crunch. 

Two  recent  studies  from  the  Retirement  Security  Project,  a 
joint  venture  between  the  Brookings  Institution  and 
Georgetown  University,  demonstrate  that  savings  plans  that 
combine  accessible  information  with  ease  of  use  and  modest 
financial  incentives  can  boost  retirement  savings— even  among 
middle-  and  low-income  households. 

For  households  on  the  verge  of  retirement— those  headed  by 
someone  between  55  and  59— the  median  value  of  savings  held 
in  both  individual  IRA  accounts  and  employer  401(k)  plans  is  a 
meager  $10,000.  Despite  both  tax  advantages  and  matching 
contributions  by  employers,  only  about  half  of  American 
workers  participate  in  401(k)  and  other  employer-based 
retirement  savings  plans. 

WHY  AREN'T  MORE  AMERICANS  taking  advantage  of  such 
options?  Many  employers  still  don't  offer  such  plans.  Tax 
incentives  for  participating  are  quite  small  for  most  middle- 
and  low-income  workers  who  fall  in  the  10%  to  15%  income  tax 
bracket.  And  many  workers  lack  financial  experience,  training, 
or  time  to  invest  in  401(k)  plans.  Those  obstacles  have  led  to 
some  dismal  numbers.  According  to  Alicia  H.  Munnell,  an 
Assistant  Treasury  Secretary  in  the  Clinton  Administration, 
fewer  than  10%  of  eligible  workers  contribute  the  allowable 
maximum  to  401(k)  plans;  more  than  half  fail  to  diversify, 
especially  beyond  their  employers'  stock;  few  rebalance 
portfolios  in  response  to  age  or  market  returns;  and  almost  half 
withdraw  from  401(k)  plans  when  they  change  jobs. 

A  change  in  tax  policy  is  needed  to  reduce  the  "upside- 
down"  nature  of  existing  tax  preferences  that  bestow  the 
largest  retirement  savings  incentives  on  upper-income 
households— and  minimal  incentives  on  low-income  families. 
That  won't  happen  soon.  In  the  meantime,  according  to  a 
Retirement  Security  Project  study,  "automatic  401(k)"  plans 
are  a  simple  effective  approach  to  encouraging  more  retirement 
saving  by  middle-  and  low-income  workers.  The  core  features 
of  these  plans  are  automatic  enrollment  of  all  employees  unless 
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they  actively  opt  out;  automatic  increases  in  contribution  rates 
as  a  share  of  earnings  over  time;  automatic  investment  of 
contributions  into  balanced  low-cost  investment  funds;  and 
automatic  rollover  of  savings  into  alternative  retirement  plans 
when  workers  switch  jobs.  (Workers  would  have  the  right  to 
override  these  defaults.)  Today,  only  about  10%  of  401(k)  plans 
have  automatic  enrollment.  Yet  the  evidence  indicates  that 
automatic  sign-up  would  raise  participation  from  about  75%  of 
eligible  employees  to  up  to  95%. 

IRAs,  the  other  major  tax-advantaged  retirement  savings 
vehicle,  have  even  lower  participation  rates  than  401(k)  plans 
among  middle-  and  low-income  households.  A  fascinating 
study  by  the  Retirement  Security  Project  in  conjunction  with 

H&R  Block  finds  that  providing 
simple  matching  incentives  can 
increase  both  the  percentage  of  such 
households  that  contribute  to  IRAs 
and  the  size  of  contributions.  H&R 
Block  employees  offered  about 
15,000  randomly  selected  clients 
from  predominantly  low-  and 
middle-income  households  a  20% 
match,  a  50%  match,  or  no  match  or 
IRA  contributions.  Only  3%  of  those 
offered  no  match  chose  to  contribute 
to  an  IRA,  compared  with  10%  for  those  offered  a  20%  match, 
and  17%  for  those  with  a  50%  match.  Household  IRA  contri- 
butions above  the  match  were  four  times  larger  with  a  20% 
match  and  eight  times  larger  with  a  50%  match.  A  50%  gov- 
ernment match  for  IRA  contributions  up  to  $2,000  by  families 
making  less  than  $50,000  a  year  would  cost  about  $15  billion. 
According  to  Treasury  estimates,  current  tax  preferences 
for  savings  total  about  $150  billion  a  year.  Yet  the  lion's  share 
benefits  high-income  households  that  already  have  nice  nest 
eggs.  Meanwhile,  low-  and  middle-income  families  struggle 
to  save  enough  for  retirement.  Automatic  401(k)  plans  and 
simple-to-use  federally  funded  matches  on  IRA  contributions 
could  help  solve  their  retirement  crisis.  ■ 

Laura  D'Andrea  Tyson  is  dean  of  London  Business  School 
(Ityson  @  london.edu) 
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BY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


The  Bond  Market  to  the  Fed: 
Let's  Get  Ready  to  Rumble 

Bond  players  see  slower  growth.  Greenspan  &  Co.  still  worry  about  inflation 


U.S.  ECONOMY 


There  is  an  old  saying  on  Wall  Street:  Don't  fight 
the  Fed.  Nevertheless,  the  bond  market  seems  intent  on  doing  just 
that.  In  one  corner,  key  bond  players  believe  that  the  economy  is 
slowing,  that  inflation  is  not  a  threat,  and  that  the  Federal  Reserve's 
work  on  raising  short-term  interest  rates  is  about  finished.  In  the 


other  corner,  Fed  policymakers  appear  to  favor  a  more 
aggressive  approach  to  lifting  rates  in  order  to  contain 
inflation  and  find  it  puzzling  that  the  bond  market— and 
long-term  rates— are  resisting  the  Fed's  lead. 

By  historical  standards,  the  response  of  bond  yields  to 
the  Fed's  2  percentage-point  hike  in  the  federal  funds  rate 
since  last  June  is  highly  unusual.  At  this  point  in  the  Fed's 
policy  tightenings  that  began  in  1994  and  in  1999,  the  yield 
on  the  10-year  Treasury  bond  was  up  by  about  two 
percentage  points  and  one  percentage  point,  respectively, 
above  where  it  was  when  the  Fed  began  to  lift  short-term 
rates.  But  now  the  10-year  yield  is  a  half-point  below  where 
it  was  last  June.  Based  on  past  trends,  the  10-year  yield 
should  be  in  the  5%  to  6%  range,  instead  of  barely  4%. 

Market  rates  that  low  are  at  cross-purposes  with  the 
Fed's  goals.  As  was  made  clear  in  the  just-released  minutes 
of  the  Fed's  May  3  meeting,  policymakers  are  lifting  short 
rates  from  levels  that  are  still  too  stimulative  to  growth  and 
inflation.  However,  credit  remains  freely  available  in  the 
financial  markets,  and  banks  are  dramatically  easing  their 
lending  standards  to  their  corporate  customers  to  compete 
for  business.  Mortgage  rates  are  still  exceptionally  cheap, 
sending  April  home  sales  soaring  and  causing  Fed 
Chairman  Alan  Greenspan  to  admit  recently  that  there  is 
"froth"  in  some  local  housing  markets.  At  the  same  time, 
the  trend  in  inflation  outside  of  energy  continues  to  drift 
upward,  and  hourly  wage  growth  continues  to  pick  up  as 
the  labor  markets  tighten. 

Strangely,  none  of  this  seems  to  worry  the  bond 
market.  In  particular,  bond  folk  point  to  the  flattening  of 
the  yield  curve  as  a  traditional  sign  that  the  economy  is 
slowing  down  (chart).  That  is,  when  short-term  interest 
rates  begin  to  approach  or  even  exceed  long-term  rates,  it 
usually  has  been  a  signal  that  Fed  rate  hiking  has  been 
sufficient  to  chill  the  economy  and  its  inflation  potential, 
and  that  further  hikes  may  be  inappropriate. 

MAKE  NO  MISTAKE,  this  is  a  heavyweight  battle,  and 
the  outcome  could  have  crucial  implications  for  the 
economy.  If  the  Fed  is  wrong,  it  could  end  up 
overtightening  policy,  possibly  damaging  the  economy  in 
2006.  If  the  bond  market  is  wrong,  history  shows  that 
market  sentiment  tends  to  turn  on  a  dime,  and  a  sudden 


lurch  upward  in  yields  could  create  stresses  on  credit 
availability,  stocks,  and  the  dollar.  Financial  volatility 
could  ripple  more  broadly  through  the  U.S.  and  world 
economies.  Some  hedge  funds  may  be  particularly 
vulnerable  to  a  big  and  sudden  market  shift. 

By  a  large  measure  but  certainly  not  in  total,  the  path 
of  the  economy  in  coming  months  will  decide  the  debate. 

And  so  far,  it  looks  as  if 
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the  Fed  has  the  upper 
hand.  Economic  growth 
in  the  first  half  of  2005  is 
turning  out  to  be  a  lot 
stronger  than  it  appeared 
only  a  month  or  two  ago. 
Many  economists  now 
believe  that  first-half 
growth  will  show  little 
slowdown  from  the  3.9% 
annual  pace  in  the 
second  half  of  2004. 
Healthy  job  growth  has 
helped  get  consumers  over  the  energy  hump,  suggesting 
another  solid  contribution  to  second-quarter  growth 
from  household  spending.  And  businesses  remain 
confident  in  the  future,  based  on  the  rising  trend  in 
orders  for  capital  equipment.  Orders  for  capital  goods 
excluding  defense  and  aircraft  rebounded  1.6%  in  April, 
implying  no  letup  in  capital  spending. 

CONTRARY  TO  THE  FED'S  INTENTIONS,  much  of  this 
strength  is  the  result  of  the  current  low  yields  in  the  bond 
market.  Take  demand  for  housing  (chart,  next  page). 
April  existing  home  sales  rose  4.5%  to  hit  a  record  annual 
rate  of  7.2  million.  New  home  sales  for  the  month  edged 
up  to  a  record  pace  of  1.32  million.  Surely  to  the  surprise 
of  policymakers,  mortgage  rates  are  lower  now  than  they 
were  last  summer.  According  to  Freddie  Mac,  the  rate  on 
a  30-year  fixed  mortgage  averaged  5.86%  in  April, 
compared  with  6.29%  last  June.  Higher,  too,  is  the  easy 
availability  of  bank  loans,  enabling  businesses  to  build  up 
their  inventories  cheaply  and  expand  their  operations, 
another  contributor  of  growth  in  the  first  half. 
Unlike  the  bond  market,  which  is  often  more 
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impressed  by  the  monthly  squiggles  in  the  data,  the  Fed 
appears  to  be  taking  a  longer  view  of  the  economy's 
inflation  potential.  For  example,  in  the  minutes  of  the 
Fed's  May  3  meeting,  released  on  May  24,  all 
policymakers  "judged  that  the  current  level  of  short-term 
rates  remained  too  low  to  be  consistent  with  sustainable 
growth  and  stable  prices  in  the  long  run." 

Moreover,  some  policymakers  suggested  that,  to  the 
extent  higher  energy  prices  were  permanent,  the 
economy's  long-run,  noninflationary  growth  rate  might 
be  a  shade  lower.  That  would  mean,  with  an  economy 
growing  close  to  4%,  pricing  pressures  may  be  greater 
than  they  would  be  otherwise.  Indeed,  the  Fed  noted  that, 
since  companies  have  been  successful  in  passing  along 
their  higher  costs,  competitive  pressures  and  slack 
resources  may  not  be  restraining  inflation  as  expected. 

IT  IS  ALSO  IMPORTANT  to  bear  in  mind  that  the  credit 
markets  are  increasingly  global.  So  the  flattening  of  the 
yield  curve  may  not  be  signaling  a  U.S.  slowdown  at  all. 
One  of  the  reasons  bond  yields  are  so  low  is  because 
foreign  demand  for  U.S.  Treasuries  is  strong,  which 
pushes  their  prices  up  and  yields  down. 

Why  are  U.S.  securities  so  popular?  First,  with  the  rest  of 
the  world  awash  with  savings,  the  yields  in  the  U.S.  are 
very  attractive,  especially  relative  to  those  in  the  euro  zone, 
where  10-year  yields  are  generally  below  3.5%.  Second, 
growth  prospects  for  the  U.S.  are  strong.  In  its  semiannual 
Economic  Outlook,  the  Organization  for  Economic 
Cooperation  &  Development  revised  downward  its  growth 


forecasts  for  both  the  euro  zone  and  Japan,  to  1.2%  and 
1.5%,  respectively.  The  OECD  expects  the  U.S.  to  grow 
3.6%,  in  line  with  most  other  forecasts. 

Finally,  China  and  other  Asian  nations  continue  to 
recycle  their  foreign  currency  reserves— the  result  of  their 
huge  trade  surpluses  with  the  U.S.— into  purchases  of  U.S. 

Treasuries.  These  actions 


LOW  RATES  STILL 
BUOY  HOUSING 


MILLIONS  OF  UNITS 


I  SALES  OF  NEW  AND  EXISTING 


HOMES  AND  CONDOS 


have  little  to  do  with 
inflation  expectations,  the 
typical  primary  driver  of 
bond  yields.  Instead,  these 
emerging  nations  are 
trying  to  protect  their 
currencies  in  order  to 
boost  demand  for  their 
exports. 

The  increasing  U.S. 
dependence  on  foreigners 
to  fund  its  borrowing 
highlights  another 
danger  in  the  square-off  between  the  bond  market  and 
the  Fed.  Both  bond  traders  and  policymakers  must  pay 
heed  to  global  actions  to  a  greater  degree  than  was  the 
case  back  in  the  tightening  cycles  of  the  1990s.  The 
longer  the  clash  continues  between  bond  market 
sentiment  and  Fed  goals,  the  greater  the  risk  that  some 
unforeseen  development,  whether  the  collapse  of  an 
overextended  hedge  fund  or  a  spike  in  a  foreign  currency, 
could  provide  the  sucker  punch  that  fells  the  best 
intentions  laid  out  by  the  markets  and  the  Fed.  ■ 
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FRANCE 


Something's  Gotta  Give 


THE  FRENCH  ECONOMY  is  still 
chugging,  pulled  along  by 
households.  But  it  looks  increasingly 
unlikely  that  the  country  can  keep  up 
its  recent  pace  of  growth,  as  the 
stagnant  labor  market  may  compel 
consumers  to  put  the  brakes  on 
spending. 

The  preliminary  figures  for  first- 
quarter  real  gross  domestic  product 
showed  a  paltry  0.2%  quarterly  gain, 
or  an  increase  of  1.7% 
from  a  year  ago.  In 
the  first  quarter, 
consumers  led  the 
way  with  a  0.7% 
quarterly  increase  in 
private  consumption. 
A  second  straight 
0.8%  gain  in 
residential  investment 
showed  that  the 
French  housing 
market  is  still  robust 
as  interest  rates 
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remain  quite  low.  And  increased 
home  sales  are  driving  up  other 
spending.  In  April  consumer 
spending  on  manufactured  goods 
jumped  1%.  The  unexpected  gain 
resulted  from  a  4.4%  surge  in  home- 
related  durable  goods. 

In  recent  quarters  consumers  have 
received  extra  cash  to  spend  from  a 
few  sources.  The  French  government 
raised  the  minimum  wage  last 

summer  by  5.8%  and 
is  planning  on  a  5.5% 
increase  this  summer. 
Plus,  a  collection  of 
one-time  government 
measures,  such  as 
allowing  workers  to 
tap  into  company- 
sponsored  savings 
accounts,  also 
unlocked  extra  funds 
for  spending. 

However,  such 
maneuvers  will  not  be 


able  to  sustain  the  current  pace  of 
spending,  according  to  private 
economists.  Stubbornly  high  oil 
prices  are  dampening  consumer 
spirits.  And  companies  show  no  signs 
of  adding  jobs  which  would  provide 
more  fuel  for  consumer  spending. 
After  holding  at  10%  in  2004,  the 
jobless  rate  has  crept  up  to  10.2%.  In 
fact,  another  hike  in  the  minimum 
wage  may  act  as  a  disincentive  to 
hiring.  Thus,  even  if  interest  rates 
remain  low,  job  concerns  may  cause  a 
slowdown  in  the  housing  market 

France  is  unlikely  to  slip  into  the 
same  funk  as  its  euro  zone  neighbors 
Italy  and  Germany.  But  as  prospects 
for  household  spending  dim, 
economic  growth  forecasts  are  being 
trimmed.  On  May  24,  the 
Organization  for  Economic 
Cooperation  &  Development  revised 
its  2005  forecast  for  French  growth 
down  to  1.4%,  from  2%.  ■ 

-By  James  Mehring  in  New  York 
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You  don't  manage  13  customers.  You  manage  thousands, 
but  that  doesn't  mean  you  can't  treat  them  like  neighbors. 


Envy  the  small  town  businessman.  He  spends  every 
working  hour  personally  attending  to  every  aspect 
of  his  biggest  business  opportunity:  his  customers. 
He  knows  every  idiosyncrasy  and  can  predict  every 
problem.  At  Siebel  we  know  how  hard  it  is  to  retain 
this  level  of  customer  attention  when  you  are 


selling  to  thousands,  not  tens.  That's  why  we  provide 
software  solutions  to  help  companies  create 
richer,  deeper,  more  responsive  relationships  that 
yield  tangible  results.  When  you're  ready  to  get 
serious  about  customers,  call  the  people  more 
businesses  of  every  size  rely  on  at  1-800-366-5818. 


ITS  ALL  ABOUT  THE  CUSTOMER 


For  real  world  results  featuring  world-class  customer-driven  companies,  go  to  siebel.com/thecustomer 
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Analysis  &  Commentary 


AUTOS 


HERE  COME 

CHINESE 
CARS 


Detroit  isn't  looking  in 
its  rearview  mirror— yet 

BY  BRIAN  BREMNER 
AND  KATHLEEN  KERWIN 


AUDACIOUS,  GUTSY,  AND 
maybe  a  little  nutty- 
how  else  to  describe  the 
push  by  New  York  auto 
entrepreneur  Malcolm 
Bricklin  and  China's 
Chery  Automobile  Co. 
President  Yin  Tongyao  to  import  and  sell 
250,000  mainland-made  sport  utilities, 
sedans,  and  sports  coupes  in  the  U.S. 
starting  in  2007?  After  all,  Chery  pro- 
duced only  80,000  cars  in  all  of  2004,  has 
near-zero  brand  recognition  outside  Chi- 
na, and  has  been  sued  by  General  Motors 
Corp.'s  South  Korean  unit  for  allegedly 
ripping  off  the  design  for  its  best-selling 
QQ  minicars  in  China— a  charge  Chery 
denies.  And  while  Bricklin  was  expected 
to  announce  his  first  dealer  on  May  26, 
U.S.  auto  execs  aren't  exactly  losing  sleep 
over  the  Chery  threat— not  yet,  anyway. 
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Big  Three  execs  did  take  notice,  how- 
ever, when  Honda  Motor  Corp.  an- 
nounced plans  to  export  compact  cars 
from  China  to  Europe  starting  in  June. 
Honda  already  sells  about  200,000  local- 
ly built  vehicles  in  China  a  year,  ranging 
from  Accord  sedans  to  Odyssey  SUVs.  In 
April,  with  local  partners,  it  began  pro- 
duction at  a  new  assembly  plant  in 
Guangzhou  that  will  eventually  build  and 
export  50,000  Fit  compacts  a  year  to  be 
sold  in  Europe  as  the  Jazz.  Honda  won't 
say  if  it  plans  to  send  China-built  cars  to 
the  U.S.,  but  it  hasn't  ruled  out  exporting 
other  models  from  China  eventually. 

In  the  global  auto  industry,  Chery  and 
Honda  are  on  opposite  ends  of  the  spec- 
trum. But  they  do  share  this:  Both  are 
betting  big  that  the  Chinese  auto  industry 
is  entering  a  new  phase  that  will  see  a 
shift  from  manufacturing  only  for  the 
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fast-growing  local  market  to  become  an 
export  base  for  the  rest  of  the  world,  too. 

This  transition  is  in  the  early  stages.  Of 
the  405,000  vehicles  exported  last  year, 
according  to  J.D.  Power  &  Associates  Inc., 
just  10,000  were  passenger  cars.  Low 
quality  and  high  component  costs  will 
keep  Chinese  auto  exports  to  the  U.S.  and 
Europe  in  the  novelty  category  for  the 
next  few  years,  analysts  say. 

That's  no  reason  for  Western 
carmakers  to  be  complacent, 
though.  China  is  closing  the 
quality  gap  and  building  a  base 
of  low-cost  suppliers  that  could 
eventually  allow  it  to  unleash  in- 
expensive, well-made  cars  on  the 
West.  And  because  local  produc- 
tion capacity  of  3  million  vehicles 
a  year  is  currently  outstripping 
demand  by  about  half  a  million 
vehicles,  there  are  already  a  lot  of 
wheels  looking  for  a  garage.  "It's 
inevitable,"  says  Mark  LaNeve, 
chief  of  sales  and  marketing  at 
GM.  "They'll  follow  the  example 
of  the  Koreans  and  Japanese." 

RISING  QUALITY 

KOREAN  CARS  gave  Detroit  fits 
in  the  late  '90s  by  undercutting 
domestic  small  cars  on  price  and 
outdoing  them  on  quality— then 
moving  up  into  other  segments. 
Autos  from  China  could  provide 
more  lower- cost  competition  for 
the  Big  Three  at  a  time  when 
GM  and  Ford  Motor  Co.  are  al- 
ready reeling.  That  could  cost 
them,  along  with  Chrysler,  more 
market  share  and  prod  them  to 
move  more  of  their  own  produc- 
tion offshore. 

How  fast  can  the  Chinese  gear 
up?  The  way  things  are  going,  it 
won't  take  20  years  to  match 
Toyota  Motor  Corp.  quality  lev- 
els, as  it  did  for  the  Koreans.  And 
with  Chinese  auto  assembly 
workers  earning  $2  an  hour— vs.  ^^^ 
$22  in  Korea  and  nearly  $60  in 
the  U.S.  for  wages  and  benefits— it  may 
not  be  long  before  China  has  the  where- 
withal to  start  selling  competitively 
priced  cars  overseas.  "The  Chinese  are 
probably  five  or  six  years  away  from  being 
able  to  sell  a  competent  low- end  car," 
says  auto  analyst  Maryann  N.  Keller. 

The  Chinese  government  is  putting  its 
heft  behind  the  export  push— subsidizing 
the  export  drive  of  such  local  players  as 
Chery  and  giving  the  likes  of  Honda  big 
incentives.  Beijing  also  is  nudging  foreign 
auto  makers  to  divert  investment  into  ex- 
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port  production  so  local  partners  can  be- 
come familiar  with  managing  foreign-ex- 
change risk  and  global  supply  chains.  If  s 
also  pushing  domestic  companies  such  as 
Chery,  Geely  Auto,  Brilliance  China  Auto- 
motive, and  Shanghai  Automotive  Indus- 
try to  develop  their  own  brands  overseas. 
For  smaller  players  such  as  Chery  and 
Geely,  the  crucial  test  will  be  delivering 
quality   products.    Chinese    carmakers" 
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Another  challenge  is  a  bit  of  a  mind 
bender:  While  China's  labor  costs  are 
cheap,  the  overall  cost  of  bolting  a  car  to -J 
gether  there  is  anything  but.  Honda  offi 
rials  say  the  cost  of  making  the  Accord 
China  is  still  higher  than  in  Japan  or  t 
U.S.  And  it  costs  about  the  same  to  buil 
the  Fit  compact  in  China  as  it  does 
Japan.  Honda  makes  money  selling  c 
locally  because  prices  are  high. 

Blame  expen 

THE  "FIT' 

In  Europe, 

Honda's  car 

will  be  called 

the  Jazz 


Made  in  China: 

Your  Next  Car? 

Auto  makers  are  starting  to  put  together  plans  to 
export  mainland-built  cars  to  Western  markets. 

HONDA  With  two  local  partners,  Honda  in  June  plans  to 
start  exporting  China-built  Fit  compact  cars  to  Europe. 

CHERY  A  leading  Chinese  player  best  known  for  its  QQ 
sedan,  Chery  plans  to  export  a  lineup  of  cars  and  SUVs  to 
the  U.S.  starting  in  2007. 

DAIMLERCHRYSLER  The  German-American  giant  is 
considering  the  option  of  making  cars  in  China  for  shipment 
to  the  U.S. 


sive  parts  for  th 
high  costs.  De 
spite    a 
production  s 
^^^  to      China 

Western  parts 
makers,  the  nation  remains  a  net,  t 
importer  of  auto  components,  es- 
pecially high-end  gear  such  as  ttl 
engines  and  transmissions  --■ 
Those  parts  face  tariffs  of  up  to  ::, 
20%,  plus  shipping  costs.  Part>  -  - 
made  by  Chinese  partners  or  for-  ™ 
eign  transplants  are  pricey,  too.  $  a 
because  of  local-content  rules  &la 
that  result  in  generally  low  pro-  -  - 
duction  runs.  Bernd  Leissner  ... 
president  of  Volkswagen  Group 
China,  notes  that  while  labor  ac-  r 
counts  for  only  6%  of  production  <r 
costs,  materials  eat  up  85%. 

That  will  begin  to  change  as    ,ve 
higher  volumes  start  bringing    m 
costs  down.  Jack  Perkowski,  CE< 
of  ASMICO  Technologies,  which    ro 


have  made  big  strides,  with  a  19%  boost 
in  quality  last  year  over  2003,  says  a  re- 
cent study  on  initial  quality  by  J.D.  Power. 
Still,  Cilery's  locally  sold  QQs  have  374 
problems  per  100  vehicles,  vs.  the  '04  U.S. 
average  of  118  problems  per  100. 

Quality  isn't  the  only  challenge  facing 
Chinese  carmakers.  They  also  will  have  to 
meet  U.S.  safety  and  emissions  standards 
—an  exhaustive  process  that  includes  ex- 
pensive testing.  Without  a  global  partner 
experienced  in  meeting  U.S.  standards, 
the  task  will  be  especially  tough. 


owns  13  parts  factories  in  China,  !i 
figures  that  will  happen  once  the 
domestic  market  gets  closer  to  10 
million  units  a  year.  Analysts  see 
economies  of  scale  kicking  in  by 
2010.  That's  when  China  should 
be  able  to  start  beating  Thailand. 
Japan,  and  the  U.S.  on  cost. 

The  first  cars  to  reach  the  U.S. 
from  China  will  be  starter 
wheels  that  won't  pose  a  threat 
to  Western  auto  makers.  By  early 
2006,  for  example,  Scottsdale 
(Ariz.)-based  China  Motor  Corp. 
expects  to  begin  selling  0661/8 
bare-bones  Solo  sedan  for  about  $7,000. 
But  Bricklin  and  Chery  aim  to  begin  with 
models  that  will  compete  with  main- 
stream vehicles.  Starting  in  2007,  they 
plan  to  roll  out  a  four-door  sedan,  a 
crossover  SUV,  and  a  sports  car.  The  SUV, 
which  Bricklin  grandly  compares  to  the 
$31,000  BMW  X3,  will  sell  for  $15,000. 
While  analysts  say  Chery  will  face  a  mar- 
keting challenge,  analyst  Jim  Hall  of  Au- 
toPacific  Inc.  says  its  cars  will  generate  in- 
terest "because  of  a  price  advantage,  just 
as  Hyundai  did  in  the  beginning." 


But  what  Detroit  really  fears  are  ex- 
ports from  Chinese  joint  ventures  with 
the  likes  of  Volkswagen,  Honda,  or  Toy- 
ota. They  know  how  to  build  cars  that 
meet  U.S.  safety  and  emissions  require- 
ments and  Western  quality  expectations. 
Just  as  important,  they  have  established 
dealer  networks  that  could  be  used  to  sell 
China-built  models  with  familiar  brand 
names.  The  potential  threat:  ultra-low- 
priced  Honda  Civics  or  VW  Passats. 

COUNTER-STRATEGIES 

FOR  DETROIT,  that's  a  scary  prospect. 
"Our  strategy  is  to  become  competitive  at 
the  low  end  of  the  market,"  says  GM's  La- 
Neve.  That  means  importing  cars  built  by 
its  Korean  affiliate,  Daewoo,  to  sell  as 
Chevys,  such  as  the  $10,000  Aveo  sub- 
compact  launched  in  fall,  2003.  LaNeve 
wouldn't  discuss  GM's  long-term  plans. 
But  analysts  say  that,  under  pressure 
from  Chinese  cars,  the  auto  giant  could 
step  up  exports  from  Korea,  where  quali- 
ty and  supplier  connections  are  already 
established.  Eventually,  though,  it  might 
turn  to  its  own  plants  in  China,  where  it 
has  been  producing  cars  since  1999. 

Latecomer  Ford  is  still  expanding  its 
factory  base  in  China  just  to  meet  local 
demand.  Analysts  note  that  Ford  could 
one  day  choose  to  start  bringing  cars 
over  from  its  plants  in  Thailand,  which 
now  supply  the  Asian  market.  Moving 
production  offshore  would  be  sure  to 
anger  the  United  Auto  Workers,  though. 
Indeed,  when  DaimlerChrysler  said  in 
April  that  it  is  considering  exports  of 
small  cars  from  China  to  the  U.S.,  the 
union  squawked. 

In  the  meantime,  China's  auto  industry 
is  roaring  into  the  future— building  out 
its  supplier  networks  and  boosting 
quality.  Sho  Minekawa,  president  of 
joint  venture  Guangzhou  Honda 
Automobile  Co.,  says  that  when  an 
assembly  error  in  the  braking  sys- 
tem of  its  Fit  model  surfaced  this 
spring,  a  team  of  Japanese  and  Chi- 
nese workers  fixed  the  problem  in 
a  matter  of  weeks.  What's  more, 
Honda  says  in-house  quality  tests 
show  that  the  China-made  Accord  is 
actually  superior  to  the  one  made 
in  the  U.S.  If  those  quality  gains 
hold  and  a  far  bigger  market 
drives  down  costs,  China  could 
start  throwing  its  heft  around  the 
global  auto  market  in  a  big  way. 
Look  out,  Detroit.  ■ 

-  With  Dexter  Roberts 

in  Beijing,  Gail  Edmondson 

in  Frankfurt,  and 

David  Kiley  in  New  York 


AUTOMOBILES 


'A  Bit  of  P.T.  Barnum  in  Me' 


Ford  dealer  Bob  Tasca  III  was  wary 
of  Malcolm  Bricklin  when  he  first 
showed  up  proposing  a  scheme 
to  bring  Chinese  cars  into  the 
U.S.  A  third-generation  car  dealer 
in  Rhode  Island,  Tasca  and  his  family  had 
never  sold  anything  that  didn't  come  from 
Ford  Motor  Co.  Now,  Bricklin  was  asking 
Tasca  to  sell  the  Chery,  a  Chinese  car 
largely  unknown  in  America.  "We  were 
skeptical  of  Malcolm,"  says  Tasca,  29.  "We 
had  heard  things." 

That  doesn't  surprise  Bricklin  one  bit. 
After  all,  this  is  a  man  who,  in  the  course  of 
a  four-decade  career,  has  founded  one  car 
company,  Subaru  of  America,  that  went  on 
to  become  a  great  success;  watched 
another,  Yugo  America,  fail;  and  botched 
the  launch  of  an  exotic  DeLorean-like 
sports  car  called— what  else?— the  Bricklin. 
Indeed,  the  65-year-old  entrepreneur 
acknowledges  he's  pretty  good  at  starting 
companies  but  has  had  problems 
managing  them.  "Bricklin  is  a  great  idea 
guy,  but  his  history  shows  that  it  takes 
someone  else  to  execute  after  the  start- 
up," says  automotive  analyst  Joseph  S. 
Phillippi  of  AutoTrends  Consulting. 

Clearly,  this  is  no  Harvard  Business 
School  grad.  In  fact,  Bricklin  finished  only 
two  years  at  the  University  of  Florida. 
But  at  age  28,  he  and  college  buddy 
Harvey  Lamm,  impressed  by  the 
inroads  being  made  by  Japanese 
auto  makers,  started  a  business 
importing  Subarus  from  Fuji  Heavy 
Industries.  Quality  was  a  major 
issue  from  the  get-go-as  it  was 


for  Toyota  and  Honda-and  a  damning  1972 
report  in  Consumer  Reports  tanked  sales. 
Bricklin  left  Subaru's  management  but 
retained  an  8%  share,  which  he  later  sold. 
But  Fuji  later  bought  the  company,  and 
Subaru  went  on  to  become  a  success. 

Over  the  next  few  years,  Bricklin  started 
a  range  of  small  companies,  including  the 
early  1970s  launch  of  his  eponymous 
sports  car;  the  company  collapsed 
spectacularly  in  1975,  bedeviled  by  quality 
problems  and  money  woes.  But  he's  best 
known  for  founding  Yugo  America  in  1985. 
Yugo's  now-jokey  legacy-How  do  you 
double  the  value  of  a  Yugo?  Fill  the  gas 
tank— dogs  Bricklin  still.  He  unloaded  the 
company  for  $18  million  in  1988,  under 
pressure  from  investors,  he  says.  The 
company  soon  collapsed  amid  the  political 
upheaval  in  Yugoslavia.  But  before  he  left, 
Bricklin  managed  to  create  a  phenomenon 
around  a  25-year-old  Fiat  hatchback  built 
at  a  50-year-old  factory  in  a  Communist 
state-ultimately  selling  160,000-plus  cars 
in  seven  years.  "I  have  a  bit  of  P.T.  Barnum 
in  me  to  have  pulled  that  off,"  says  Bricklin. 

Bricklin's  credibility  took  a  beating  in 
2002,  when  he  announced  he  was  starting 
a  company  called  ZMW  (Zastava  Motor 
Works),  which  would  supply  him  cars  built 
in  Serbia-formerly  part  of  Yugoslavia.  The 
auto  press  snickered  at  the  notion,  and  it 
wasn't  long  before  Bricklin  headed  off  to 
China,  where  his  first  sight  of  Chery  cars 
drove  the  Serbian  idea  clear  out  of  his 
head.  "I  knew  when  I  went  to  Chery  I  had 
been  on  the  wrong  continent,"  he  says. 
So  will  his  current  project  suffer  the 
same  sort  of  problems  that  have  plagued 
him  in  the  past?  Not  if  Bricklin  can  help  it. 
This  time,  he  says,  he  has  blue-chip  talent 
to  help  him  run  the  show,  including 
investment  bank  Allen  &  Co.,  PepsiCo 
co-founder  Donald  M.  Kendall,  and 
Swiss  shipping  magnate  Per  Arneberg. 
"The  last  time  I  had  a  real  investment 
bank  and  such  people  behind  me 
was  never,"  says  Bricklin.  Adds 
Arneberg:  "Malcolm  has  a  lot  of 
help  to  make  sure  it  gets  executed 
properly."  Dealer  Tasca,  who 
figures  to  spend  $10  million  before 
selling  his  first  Chery,  still  has 
questions.  No  doubt  Bricklin  will 
have  answers. 

-By  David  Kiley  in  New  York 
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LABOR 


THE  UAW  ISN'T  BUYING 
DETROIT'S  BLUES 

Carmakers  want  workers  to  sacrifice  more, 
but  the  union  doesn't  see  why  they  should 


GIVEN  THE  DEAL  THE 
United  Auto  Workers 
(UAW)  just  cut  with  Vis- 
teon  Corp.,  it  may  look 
as  if  the  union  is  in  a 
generous  mood.  Faced 
with  the  possibility  that 
the  auto-parts  maker  could  fall  into 
bankruptcy,  the  union  agreed  on  May  24 
to  let  Visteon  hand  20  union  factories 
back  to  Ford  Motor  Co.,  its  former  parent. 
Even  better,  the  UAW  agreed  to  Ford's 
plan  to  buy  out  up  to 
5,000  Visteon  workers 
and  sell  most  of  the  plants 
to  other  partsmakers  that 
will  likely  pay  lower 
wages.  "This  agreement 
removes  an  untenable 
burden,"  says  Visreon 
Chairman-elect  and  CEO 
Michael  F.  Johnston. 

GETTELFINGER  His  aging 
constituents  are  unlikely 
to  vote  for  retiree  cuts 


But  don't  expect  the  UAW  to  go  easy  on 
Ford  and  General  Motors  Corp.,  even 
though  they  have  plenty  of  woes  of  their 
own.  Under  pressure  for  cuts,  the  union 
will  give  something,  but  only  what  it  feels 
is  absolutely  necessary.  The  strategy  aims 
to  protect  the  interests  of  the  union's  ag- 
ing members,  though  it's  hardly  cost-free: 
Given  the  carmakers'  financial  and  com- 
petitive woes,  it  risks  hastening  the  loss  of 
competitiveness— and  ultimately  jobs— to 
rivals  with  lower  costs.  "We  are  in  a  glob- 


VISTEON  Facing 
bankruptcy,  it 
won  big  union 
concessions 


al  market  for  labor,  sc 
if    they    don't    give  \ 
they'll  find  [the  work! 
will    go    elsewhere,T 
says  Roberts.  Millei 
Jr.,  nonexecutive  chairman  of  partsmaker 
Federal  Mogul  Corp.  and  a  candidate  tc 
head  rival  Delphi  Corp. 

HEALTH  CARE  HAS  TO  WAIT 

CONSIDER  FORD'S  DEAL  with  Visteon 
Workers  in  its  U.S.  plants  make  $60  an 
hour  in  wages  and  benefits— twice  what 
many  other  partsmakers  pay.  Ford  CFO 
Donat  R.  Leclair  says  by  2010  the  Visteon 
deal  will  help  it  save  up  to  $700  million 
through  lower  parts  costs.  But  first,  Ford 
must  pay  at  least  $1.15  billion  in  restruc-fl 
turing  charges  this  year  and  up  to  $4751' 
million  more  by  the  end  of  2006.  Likewise. 
GM  will  probably  not  get  the  massive 
health-care  concessions  it  wants.  Instead, 
the  union  is  likely  to  let  it  close  plants— bu 
GM  will  have  to  pay  up  with  similar  buyout 
deals.  "There  are  lots  of  ways  to  downsize 
but  the  [union]  won't  touch  health  care  at! 
least  until  2007,  when  its  contract  expires,"  I 
says  Sean  R  McAlinden,  a  labor  economist  I 
at  the  Center  for  Automotive  Research  I 
(CAR)  in  Ann  Arbor,  Mich. 

Without  dramatic  concessions,  U.S.I 
carmakers  may  find  it  tough  to  escape! 
their  financial  woes.  GM  pays  more  than 
$5  billion  a  year  in  health  care  which  j 
dwarfs  what  the  Japanese  pay,  since  the} 
have  younger  workers  and  few  U.S.  re- 
tirees. Absent  a  major  sales  rebound— 
which  few  expect— GM  and  Ford  will 
struggle  to  rebuild  profits  and  will  keep 
spending  cash  that  might  otherwise  go  to 
building  new  models.  If  that  continues  for 
two  more  years,  even  some  labor  officials 
think  the  UAW  will  be  forced  to  give 
ground  on  its  gold-plated  health  care. 
"The  next  labor  contract  will  be  a  depar- 
ture from  what  we've  seen,"  predicts 
David  E.  Cole,  chairman  of  CAR. 

Why  doesn't  the  UAW  give  in  now? 
Union  leaders  know  GM  and  Ford  keep 


: 


What  Crisis? 

Why  the  UAW  says  it's  in  no  mood  to  offer  big  cuts  to  Detroit 

THINGS  AREN'T  THAT  BAD  The  union  has  seen  employers  slog  through  worse 
times,  including  the  early  '80s,  when  Chrysler  couldn't  afford  to  pay  its  bills. 

YOU  HAVE  OODLES  OF  CASH  GM  and  Ford  may  be  struggling,  but  both  have 
fully  funded  pension  plans  and  big  cash  hoards.  GM  also  has  about  $20  billion 
in  cash  while  Ford  has  some  $23  billion. 

WE'VE  SHOULDERED  PLENTY  OF  PAIN  The  UAW  has  let  the  Big  Three  trim  by 
cutting  jobs  as  workers  retire.  GM  has  been  especially  tough,  downsizing  its 
hourly  workforce  from  151,000  to  111,000  since  1998. 
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losing  market  share— and  hence  jobs— 
to  Asian  rivals.  But  they  think  the  solu- 
tion is  for  Detroit  to  make  cars  Ameri- 
cans prefer.  Since  massive  benefit  cuts 
wouldn't  change  that,  they're  unwilling 
to  bail  out,  with  deep  cuts,  what  they 
perceive  as  poor  management  choices. 
UAW  President  Ronald  Gettelfinger  is 
also  in  a  squeeze  with  a  majority  of  his 
members.  He  knows  management  is  be- 
sieged by  rapid  health-care  inflation  and 
global  competition.  But  Japanese  car- 
makers in  the  U.S.  match  the  UAW's 
pay— and  its  benefits,  too.  The  difficulty 
lies  with  the  legion  of  retirees  at  the  Big 
Three:  GM  alone  has  430,000  to  carry. 

HUGE  CASH  HOARDS 

PROBLEM  IS,  HALF  OF  Gettelfinger's 
members  at  the  Big  Three,  Delphi,  and 
Visteon  are  eligible  to  retire  by  2008. 
And  with  an  average  age  of  about  45, 
Detroit  has  few  younger  workers.  So 
they're  unlikely  to  vote  for  givebacks  on 
post-employment  benefits  in  the  hope 
that  it  would  strengthen  the  carmakers' 
ability  to  create  new  jobs  in  the  future. 

What's  more,  they  say,  execs  aren't 
sharing  the  pain.  When  Chrysler  wrung 
mid-contract  cutbacks  from  the  UAW  in 
1981,  the  company  was  strapped. 
Chrysler  canceled  its  dividend,  top  execs 
took  a  10%  pay  cut,  and  then-Chairman 
Lee  A.  Iacocca  worked  for  a  dollar  that 
year.  Today,  both  GM  and  Ford  still  pay 
a  dividend,  and  GM  CEO  G.  Richard 
Wagoner  Jr.  got  a  $2.5  million  bonus  for 
2004— on  top  of  his  $2.2  million  in 
salary.  Both  companies  also  have  huge 
cash  hoards— $20  billion  at  GM  and 
$23  billion  at  Ford.  Until  the  companies 
are  close  to  bankruptcy,  union  leaders 
see  no  reason  to  give  up  benefits. 

In  the  past,  the  UAW  has  made  big 
mid- contract  concessions  only  when  a 
company  is  in  dire  straits.  Visteon's  deal 
is  one  example;  the  union  also  agreed  to 
bigger  co-pays  on  health-care  premi- 
ums at  equipment  maker  Caterpillar 
Inc.  this  year.  For  all  their  current  trou- 
bles, the  Big  Three  aren't  at  that  point 
today.  So  Gettelfinger  would  have  a 
tough  time  offering  more. 

Unless  U.S.  auto  makers  and  suppli- 
ers stage  a  miracle  comeback  over  the 
next  two  years,  the  UAW  is  likely  to  find 
that  its  health  and  retiree  costs  are  out 
of  sync  with  global  realities.  The  risk  of 
waiting,  says  Cole,  is  that  the  companies 
may  be  even  more  desperate— and  need 
greater  aid  than  they  do  now.  If  so,  Get- 
telfinger may  face  the  kind  of  crisis  that 
warrants  more  drastic  action.  ■ 

-By  David  Welch  in  Detroit 
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TRAVELERS  MAY  BE 
HEAVY  BAGGAGE 

MetLife's  pricey  acquisition  of  the 
insurer  could  take  time  to  pay  off 


WHEN  METLIFE 
Inc.  announced  in 
January  that  it 
would  buy  the  last 
vestiges  of  the  in- 
surance giant 
Travelers  Inc.  from 
Citigroup  for  $11.5  billion,  the  agreement 
was  instantly  hailed  on  Wall  Street  as  a 
brilliant  back-to-basics  move  for  both 
companies.  MetLife  would  expand  its 
presence  as  a  global  insurance  giant  in 
new  markets  and  become  the  largest  sell- 
er of  U.S.  life  insurance  overnight.  Citi 
would  finally  ditch  the  idea  of  being  a 
one-stop  shop  for  all  products  and  focus 
on  its  higher-margin  banking  business. 

There's  little  doubt  that  Citi  made  out 
on  the  deal.  At  first  glance,  the  transac- 
tion, set  to  close  on  July  1,  looks  like  a 
smart  move  for  MetLife  as  well.  The  Trav- 
elers unit  will  broaden  the  company's  life 


insurance  distribution  network  through 
new  partnerships  with  Citi's  Smith  Bar- 
ney brokerage  and  Citibank  branches  in 
the  U.S.,  Europe,  Asia,  and  Latin  America. 
And  Travelers  will  help  MetLife  sell  more 
retirement  products  and  services  to  aging 
baby  boomers  in  the  U.S.  So  certain  is 
MetLife  of  success  that  on  May  3  it  upped 
its  earnings  forecast  for  this  year  and 
2006,  citing  its  purchase  of  Travelers  Life 
&  Annuity  as  a  main  source  of  strength. 

REVENUES  UNDER  SIEGE 

THAT  NEWS,  along  with  a  65%  surge  in 
first-quarter  earnings,  has  since  fueled  a 
10%  rise  in  the  stock,  to  $44  a  share,  more 
than  making  up  for  the  loss  it  had  suf- 
fered since  the  transaction  was  an- 
nounced. Yet  as  details  of  the  merger 
come  into  focus,  if  s  looking  increasingly 
like  MetLife  has  stiff  challenges  ahead. 
The  insurer's  initial  estimate  of  good- 
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EARLY  OUT  CEO  Benmosche's 
exit  next  spring  raises  concerns 


will— the  premium  it  paid  for 
Travelers'  assets— has  risen  to  $5 
billion  from  $3  billion  since  Jan. 
31.  Rating  agencies  have  put  it  on 
negative  credit  watch  over  con- 
cerns about  MetLife's  ability  to  fi- 
nance the  deal  and  smoothly 
merge  the  two  companies.  And 
Travelers'  revenues  are  under 
siege:  Many  institutional  clients 
who  bought  insurance  from  both 
MetLife  and  Travelers  are  diversi- 
fying by  doing  business  with  ri- 
vals in  the  wake  of  the  merger. 

Further  raising  concerns  was 
the  Apr.  26  news  that  MetLife 
Chairman  and  Chief  Executive 
Robert  H.  Benmosche,  60,  will 
be  stepping  aside  next  spring. 
MetLife  President  Robert  C. 
Henrikson  will  assume  the  top 
job.  Although  Benmosche  has 
said  publicly  that  he  has  had  ongoing  dis- 
cussions with  the  board  on  succession 
planning,  some  question  the  timing. 
"This  is  a  huge  deal  for  MetLife,"  says 
Rob  Haines,  an  insurance  analyst  with 
New  York  researcher  CreditSights.  "So  for 
the  CEO  to  leave  that  quickly,  if  s  curi- 
ous." Benmosche  and  other  top  execs  de- 
clined to  comment  for  this  story. 

Local  politics  is  also  complicating  the 
merger.  Connecticut  Attorney  General 
Richard  Blumenthal  fiercely  opposed  the 
pending  sale  because  it  would  "destroy 
jobs,  damage  our  economy,  and  disadvan- 
tage families."  MetLife  buckled  in  mid- 
April  and  agreed  to  lay  off  only  490  instead 
of  600  employees  in  Hartford.  Eric  N. 
Berg,  an  analyst  for  Lehman  Brothers  Inc., 
now  estimates  that  the  deal  will  create  less 
than  $60  million  in  savings,  rather  than 
the  $150  million  MetLife  is  promising. 

If  all  that  weren't  enough,  regulatory 
heat  from  New  York  Attorney  General 
Eliot  Spitzer's  office  and  other  state  AGs  on 
broker  compensation  has  only  just  begun. 
MetLife  and  other  life  insurance  compa- 
nies are  being  investigated  for  commission 
payment  practices.  Similar  probes  into  the 
commercial  insurance  brokerage  industry 
resulted  in  multimiUion  dollar  fines  by  reg- 
ulators against  the  largest  players— Aon, 
Marsh  &  McLennan,  and  Willis  Group.  In- 
vestigations into  American  International 
Group's  business  practices  are  ongoing. 

All  of  this  is  leading  some  to  question 
how  quickly  the  merger  will  pay  off.  At 
the  $10  million  Forester  Value  Fund, 
portfolio  manager  Thomas  H.  Forester 


unloaded  the  fund's  entire  MetLife  stake, 
valued  at  about  $400,000,  in  the  first 
quarter.  "I  believe  the  story  in  the  long 
term,"  says  Forester.  "But  frankly  there 
are  some  real  serious  issues." 

GROWING  DEBT 

METLIFE  INSISTS  the  deal  still  makes 
sense.  "The  integration  to  date  is  going 
well,"  MetLife  Chief  Financial  Officer 
William  J.  Wheeler  said  at  a  May  25  in- 
vestor conference.  "It's  not  simple,  but  we 
are  focusing  all  our  resources  on  making 
sure  it's  successful."  But  the  $2  billion  in- 
crease in  goodwill  suggests  the  insurer 
discovered  something  after  it  inked  the 
agreement,  says  Lehman's  Berg.  MetLife 
won't  comment,  but  analysts  believe  the 
problem  may  stem  in  part  from  the  lost 
institutional  sales  to  pension  funds  and 
401(k)  retirement  plans.  These  cus- 
tomers are  the  primary  buyers  of  complex 
insurance  products  called  guaranteed  in- 


That's  Life 

MetLife's  $11.5  billion  deal  to  buy 
Travelers  Life  &  Annuity  from  Citigroup 
is  hitting  snags: 

■  Goodwill  write-offs  have  spiked  to  $5  billion 
from  the  original  estimate  of  $3  billion 

■  Travelers'  institutional  sales  fell  30% 

in  the  first  quarter,  as  clients  turned  to 

rival  insurers 

■  Because  MetLife  plans  to  pay  for  the 
acquisition  mainly  by  borrowing  $9  billion,  its 
credit  rating  has  been  put  on  negative  watch 


Data:  Lehman  Brothers  Inc..  BusinessWeek 


vestment  contracts  (GICs),  which  are 
used  mainly  to  insure  large  retirement  ac- 
counts. The  business  accounted  for  30% 
of  the  operating  earnings  of  the  Travelers 
unit  in  2004.  But  first-quarter  institution- 
al sales  dove  30%,  to  $1  billion. 

More  worrisome  is  how  MetLife  plans 
to  finance  the  purchase.  The  heated  New 
York  real  estate  market  helped  the  compa- 
ny raise  about  $2.6  billion  by  selling  two 
well-known  Manhattan  skyscrapers,  in- 
cluding its  headquarters.  But  the  transac- 
tion is  also  using  more  debt  than  initially 
forecast  because  MetLife  had  planned  to 
sell  even  more  assets.  Instead,  it  will  raise 
roughly  $8  billion  in  debt  and  preferred 
stock  that  carry  fixed  interest  payments. 

That  could  be  problematic,  since  Stan- 
dard &  Poor's  put  the  insurer  on  a  credit 
watch  for  a  possible  downgrade  when  the 
deal  was  announced.  S&P  insurance  ana- 
lyst Kevin  T.  Ahern  will  be  looking  to  see 
if  the  company  has  enough  cash  to  cover 
the  increase  in  interest  payments. 
MetLife's  debt  load  will  climb  to 
30%  of  total  capital,  vs.  25%  in  the 
past.  Ahern,  who  reaffirmed  his 
negative  rating  watch  on  May  20, 
says  that  the  purchase  has  "strate- 
gic value"  but  the  outcome  of  the 
proposed  financing  is  murky. 
"We're  taking  a  hard  look,"  he  says. 
Analysts  also  will  be  keeping 
tabs  on  MetLife's  plans  to  maintain 
close  ties  with  Citi's  brokers.  The 
two  companies  entered  into  10-year 
pacts  under  which  MetLife  will  sell 
products  through  Smith  Barney 
brokers  and  bank  branches.  Keep- 
ing those  relationships  intact  will 
be  critical  to 
KA-CHINGMet-      making        the 

buXTromthe    ->"*«    «$ 
sale  of  its  HQ         says  Ahern     At 

m^^^  the  end  of  the 

day,  that's  a  fair 
amount  of  what  they  are  buying." 

Given  Travelers'  price  tag, 
MetLife  has  little  room  for  mis- 
takes. Even  fans  of  its  stock  don't 
think  the  acquisition  will  improve 
the  insurer's  profitability  any  time 
soon.  Says  analyst  John  Nadel  of 
New  York  investment  bank  Fox- 
Pitt,  Kelton:  "If  we  had  to  be  on 
one  side  or  the  other,  we  like  Citi- 
group's  side  of  that  equation  a  little 
bit  better."  Unlike  Citi,  a  perennial 
buyer  until  recently,  MetLife  is  new 
to  the  acquisitions  game.  It  will 
have  to  work  hard  to  prove  that  it, 
too,  has  cut  a  smart  deal.  II 

-By  Mara  Der  Hovanesian 
in  New  York 
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INTELLECTUAL  PROPERTY 

GOOGLE  THIS: 
'COPYRIGHT  LAW 

The  search  giant's  plans  to  scan 
whole  books  have  publishers  steaming 


GOOGLE  CAN  SEARCH  AN 
astonishing  8  billion 
Web  pages.  That's  a  drop 
in  the  bucket  compared 
with  the  knowledge 
stored  in  the  world's  li- 
braries. It's  Utile  wonder, 
then,  that  many  scholars  and  readers 
were  thrilled  when  Google  Inc.  an- 
nounced in  December  that  it  planned  to 
scan  the  complete  texts  of  millions  of 
books  from  major  libraries  around  the 
globe  and  make  them  searchable  online. 
Google's  library  project  would  make 
digital  versions  of  whatever  libraries  hand 
over— including  copyrighted  books 
—regardless  of  whether  authors  or  pub- 
lishers agree.  Already,  five  major  li- 
braries—Harvard, Stanford,  Oxford, 
Michigan,  and 
the  New  York 
Public  Library- 
are  sending  the 
first  of  millions  of 
books,  which  Google  is  dig- 
itizing. The  goal  is  to  gather 
as  much  of  the  world's 
knowledge  as  possible  and 
make  it  accessible  on 
Google.  For  public  domain 
books,  users  will  be  able  to 
see  full  text.  For  copyright- 
ed books,  viewing  will  be  "only  a  few  sen- 
tences," says  Google.  When  Google  gets 
up  to  speed,  its  scanning  machines  will  be 
able  to  process  5,000  books  a  day. 

It's  a  marvel  of  technology,  no  doubt. 
But  Google's  big  plan  has  set  off  a 
firestorm  among  authors  and  their  pub- 
lishers. They  worry  that  giving  Google 
carte  blanche  access  to  their  copyrighted 
material  could  pose  serious  financial  and 
piracy  risks  for  them.  Problem  No.  1  is  that 
Google's  plan  is  a  clear  violation  of  copy- 
right laws,  according  to  publishers  and 
many  lawyers.  Copyright  laws  generally 


forbid  duplicating  or  distributing  materi- 
al without  explicit  permission  from  the 
copyright  holder.  That  could  be  either  the 
publisher  or  the  author,  depending  on 
the  details  of  each  original  book  contract. 
In  a  May  20  letter,  the  Association  of 
American  University  Presses  President 
Peter  Gilver  blasted  Google's  so-called 
Print  for  Libraries  program,  saying  that 
it  "appears  to  involve  systematic  infringe- 


Google  print  for  libraries ... 
appears  to  involve  systematic 
infringement  of  copyright  on 
a  massive  scale. 

-Peter  Givler,  executive  director, 
Association  of  American  University  Presses 


ment  of  copyright  on  a  massive  scale." 

Many  lawyers  agree.  Says  Laura  N.  Ga- 
saway,  a  University  of  North  Carolina  law 
professor:  "If  it's  not  a  right  specifically 
transferred  by  the  author,  then  it  isn't  a 
valid  copy."  Others  are  more  blunt.  Says 
Joni  Evans,  a  literary  agent  at  William 
Morris  Agency  Inc.:  "It  makes  a  fool  of  our 
copyright  laws."  Google  would  not  com- 
ment for  this  story,  but  in  a  written  state- 
ment said  that  it  respects  the  rights  of 
copyright  holders;  moreover,  it  adds,  pub- 
lishers can  prevent  scanned  books  from 
being  viewed  if  they  wish.  Separately,  some 


legal  experts,  such  as  Stanford  law  profes- 
sor Lawrence  Lessig,  say  there  is  some  flex- 
ibility in  the  "fair  use"  exemption  in  copy- 
right law,  which  makes  allowances  for 
limited  reproduction  for  purposes  such  as 
criticism,  scholarship,  or  research. 

BREAD-AND-BUTTER  CONCERNS 

NO  MATTER  HOW  the  issue  is  resolved,  the 
risk  is  clear:  By  digitizing  libraries  on 
servers,  Google  could  "Napsterize"  the 
written  word,  says  Nigel  Newton,  CEO  of 
Bloomsbury  Publishing  PLC,  which  pub- 
lishes Harry  Potter  books.  If  servers  full  of 
books  were  hacked,  copyrighted  material 
would  be  freely  available  all  over  the  Web. 
Publishers  are  also  troubled  by  the  po- 
tential financial  hit  They  worry  that  the 
worth  of  their  backlist— books  more  than 
two  years  old,  upon  whose  sales  both  the 
academic  publishers  and  trade  houses  de- 
pend rely— could  be  eroded  or  even  de- 
stroyed if  Google's  plans  go  awry.  Leg- 
endary Random  House  co-founder  Bennett 
Gerf  once  noted  that  his  backlist  was  like 
"picking  up  gold  from  the  sidewalk." 

Another  reason  for  the  industry's  vehe- 
mence is  the  way  Google's  digital  library 
was  announced.  Just 
two  months  before, 
many  major  publish- 
ers had  worked  out 
their     own     agree- 
ments     with      the 
search  giant  to  dis- 
play selected  titles,  in 
a  project  called  Print 
for  Publishers.  Simi- 
lar    services,     like 
Amazon's     "Search 
Inside    the    Book," 
have  increased  online  sales.  And 
many  publishers   remain   excited 
about  the  prospects  of  Google's  pro- 
gram doing  the  same.  "We're  very 
careful  about  protecting  our  con- 
tent," says  Kate  Tender,  vice-presi- 
dent and  publisher  at  Simon  & 
Schuster  Online.  "But  we  do  think 
this  could  be  a  great  additional  mar- 
keting and  sales  tool."  But  now  the  library 
program  has  caught  them  off  guard. 

Authors  are  scratching  their  heads,  too. 
They  like  the  exposure  their  books  get  on 
Amazon,  but  also  worry  about  the  conse- 
quences of  having  their  work  readily  avail- 
able online.  "It  seems  completely  clear  to 
me  that  both  the  libraries  and  Google  are  vi- 
olating the  law,"  says  James  Gleick,  a  for- 
mer editor  at  The  New  York  Times  and  au- 
thor of  Isaac  Newton.  That's  a  risk  writers 
and  publishers  will  increasingly  face.  ■ 

-By  Burt  Helm  and  Hardy  Green 
in  New  York 
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Services,  we  enable  businesses  and  individuals  to  find,  connect, 
secure,  and  transact  across  today's  complex  Internet,  telecom, 
and  converged  networks. 

We  operate  the  systems  that  manage  com  and  .net.  handling 
14-billion  Web  addresses  and  emails  every  day.  We  run  one  of  the 
largest  telecom  signaling  networks  in  the  world,  enabling  services 
such  as  cellular  roaming,  text  messaging,  caller  ID,  and  multimedia 
messaging  We  manage  network  and  user  security  for  over  3.000 


global  businesses  and  400,000  Web  sites.  And  we  handle  over 
30  percent  of  all  e-commerce  transactions  in  North  America, 
processing  $100-million  in  daily  sales.  As  next-generation  networks 
emerge  and  converge,  VenSign  will  be  there,  deploying  the 
Intelligent  Infrastructure  Services  necessary  for  everything  from 
RFID-enabled  supply  chains  to  inter-enterprise  VoIP  to  mobile 
and  rich  media  content  distribution. 

Whether  you're  a  telecom  carrier  looking  to  rapidly  deploy  new 
services:  a  Fortune  500  enterprise  needing  comprehensive, 
proactive  security  services;  or  an  e-commerce  leader  wanting 
to  securely  process  payments  and  reduce  fraud,  we  can  help. 
We're  VeriSign.  Where  it  all  comes  together. 


I  200*5  VenSign.  Inc  All  rights  reserved  VeriSign.  the  VenSign  logo. 
"Where  it  all  comes  together.-'  and  other  trademarks,  service  marks, 
and  designs  are  registered  or  unregistered  trademarks  of  VenSign 
and  its  subsidiaries  m  the  United  States  and  in  foreign  countries 


www.VeriSign.com 

Download  now:  pree  white  paper  on  Intel  1  ructure  Se- 


VeriSign 


News  Analysis  &  Commentar 


COMMENTARY 


BY  MICHAEL  J.  MANDEL 


The  Cost  of  All  Those  McMansions 

Resources  siphoned  off  by  housing  could  fuel  sectors  that  better  drive  growth 


RED-HOT  HOUSING 
TOPS  THE  TECH  BOOM. 


PERCENT 


'91  '95 

Data:  Bureau  of  Economic  Analysis 


IT'S  LIKE  LIVING  IN  a  parallel  uni- 
verse. Surprising  most  economists, 
mortgage  rates  have  gone  down  in 
recent  weeks  rather  than  up.  The 
housing  market,  instead  of  cooling, 
has  stayed  hot,  with  record  sales  of  exist- 
ing homes  in  April.  And  prices  are  up  15% 
over  a  year  ago.  Even  Feder- 
al Reserve  Chairman  Alan 
Greenspan,  who  has  regu- 
larly dismissed  the  possibil- 
ity of  a  housing  bubble,  is  worrying  that 
current  trends  are  "unsustainable." 

But  whether  prices  level  out,  crash,  or 
even  keep  going  up,  the  housing  boom  is 
already  having  pernicious  economic  ef- 
fects. The  real  problem:  the  incredible 
amount  of  resources— workers,  materials, 
and  money— being  sucked  into  home  con- 
struction and  renovation.  Residential  in- 
vestment has  become  a  black  hole,  ab- 
sorbing a  staggering  5.8%  of  gross 
domestic  product.  That's  the  highest  level 
since  the  late  1940s  and  early  '50s,  when 
an  entire  generation  of  returning  soldiers 
was  setting  up  families  and  expanding 
into  newly  built  suburbs.  This  time,  Amer- 
icans are  building  second  homes  and  en- 
larging current  ones  at  a  record  pace. 

By  comparison,  the  tech  boom  of  the 
'90s  was  at  worst  a  baby  bubble.  Starting 
in  1991,  business  investment  in  informa- 
tion technology  and  communications  gear 
began  a  steady  climb,  going  from  3.1%  to  a 
peak  of  4.8%  in  2000  before  collapsing. 

Without  much  fanfare,  residential  con- 
struction basically  followed  the  same  path 
in  the  1990s.  Starting  at  3.4%  of  GDP  in 
1991,  it  rose  to  4.6%  in  2000.  But  rather  than  turn  down,  as  tech 
did,  spending  on  housing  just  kept  climbing,  fueled  by  low  in- 
terest rates.  Measured  by  the  increase  in  its  share  of  GDP,  the 
housing  boom  so  far  is  about  40%  larger  than  the  tech  boom. 
Is  the  housing  boom  a  bubble?  As  Greenspan  has  said,  it's 
hard  to  tell.  But  what's  certain  is  that  housing-driven  growth, 
while  creating  jobs  and  lifting  wealth,  is  also  distorting  the  econ- 
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...AND  CONSTRUCTION 
DOESN'T  LIFT  TECH 

PERCENT  OF  INDUSTRY  DEMAND  SPENT  ON 
TECH-RELATED  GOODS  AND  SERVICES* 

Construction 

1.6% 

Retail  trade 

2.8% 

Transportation  and  warehousing 

2.8% 

Finance  and  insurance 

3.2% 

Health  and  social  assistance 

5.0% 

Manufacturing 

5.1% 

Professional  and  technical** 

6.0% 

•Includes  tech  equipment  and  software,  telecom,  and  data  processing 
"Including  law.  consulting,  accounting,  and  architecture 
Data:  Census  Bureau.  Bureau  of  Economic  Analysis 

omy,  benefiting  low-tech  commodity  sectors  rather  than  the  high 
tech  industries  at  the  heart  of  America's  competitive  strength 
New  homes  are  built  mainly  out  of  materials  such  as  wood  for  the' 
frame  and  floors,  plasterboard  for  the  walls,  and  fabricated  met- 
al parts  for  plumbing  fixtures.  High-tech  equipment  plays  a  very 
small  role.  Even  when  new  homes  include  cable  for  broadband- 
so-called  structured  wiring— the  high-tech  component  accounts 
for  at  most  1%  or  2%  of  the  entire  cost  of  the  home. 

Calculations  by  BusinessWeek  show  that  construction  is 
among  the  least  info -tech-intensive  of  all  industries.  In  2003, 
the  latest  data  available,  only  1.6<t  of  every 
construction  dollar  was  used  for  info -re- 
lated products  and  services,  such  as  com- 
puter gear,  data-processing  services,  and 
telecom  services.  This  includes  both  the 
tech-related  products  used  in  the  building 
process  and  tech  investment  by  construc- 
tion companies.  Most  other  industries- 
including  retailing,  manufacturing,  edu- 
cation, and  health  care— are  much  heavier 
users  of  info  tech. 

Astonishingly,  the  entire  construction 
industry  invested  only  $1.2  billion  in  in- 
formation-processing equipment  in  2003, 
according  to  new  data.  Thus,  an  industry 
with  about  6%  of  private  employment  had 
only  0.7%  of  private  IT  investment. 

What  happens  when  the  housing  boom 
finally  slows?  The  share  of  GDP  going  into 
housing  construction  will  fall  sharply, 
hurting  construction  workers,  architects, 
and  homebuilders.  Homeowners  will  no 
longer  be  able  to  draw  on  rising  home  eq- 
uity. And  what  about  Americans  who  bor- 
rowed heavily  to  buy  properties  for  invest- 
ment, expecting  prices  to  keep  climbing? 
Much  like  the  companies  who  built  miles 
of  now-unused  fiber-optic  cable  during  the 
1990s,  they  will  be  in  deep  trouble. 

Yet  even  if  there  are  temporary  disrup- 
tions, the  end  of  the  housing  boom  maybe 
good  news  for  the  overall  economy.  The 
U.S.  doesn't  need  to  drive  growth  with  ornate  new  homes  and 
elaborate  kitchens  with  expensive  marble  counters.  Instead,  a 
shift  away  from  housing  could  free  up  hundreds  of  billions  of 
dollars  for  other,  more  productive  investments.  ■ 
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REGULATORS 


AN  ACID  TEST  FOR 
NICKEL  NEEUE 

The  EC's  new  competition  czarina  has 
to  bring  Microsoft  to  heel 


HE  HOT  SEAT  DOESN'T 
get  much  more  scorching 
than  this.  European  Com- 
petition Commissioner 
Neelie  Kroes,  in  office  just 
since  November,  has  given 
software  giant  Microsoft 
Corp.  until  May  31  to  comply  with  the  Eu- 
ropean Commission's  March,  2004,  anti- 
trust ruling  or  face  fines  of  up  to  $5  mil- 
lion a  day.  For  Kroes,  still  struggling  to  fill 
the  big  shoes  of  predecessor  Mario  Mon- 
ti, the  Microsoft  face-off  is  a  crucial  test. 
"How  this  turns  out  will  be  a  defining 
moment,"  says  Christopher  Bright,  a 
London-based  partner  with  law  firm 
Shearman  &  Sterling. 

At  stake  is  more  than  Kroes's  reputa- 
tion. Monti's  decision  against  Microsoft, 
which  came  after  the  company  settled  its 
antitrust  travails  with  the  U.S.  Justice 
Dept.,  was  the  first  time  the  EC  has  ever 
landed  an  antitrust  blow  against  a  tech 
company.  He  ordered  Microsoft  to  create 
a  version  of  Windows  with  its  Media 
Player  stripped  out,  license  secret 
software  protocols  used  for  com- 
munication among  Windows 
servers,  and  pay  a  $605  million 
fine— the  largest  the  EC  ever  levied. 
More  than  14  months  later,  the  EC 
still  isn't  satisfied  with  Microsoft's 
response.  If  Kroes  blinks,  Europe's 
fledgling  high-tech  antitrust  pro- 
gram could  be  dealt  a  setback— and 
Microsoft  will  have  dodged  the  last 
major  governmental  effort  to  rein 
in  its  power. 

So  far,  the  63-year-old  business- 
woman is  sticking  with  the  tough 
talk  that  earned  her  the  moniker 
"Nickel  Neelie."  On  May  23  she 
went  public  with  the  commission's 
May  31  deadline,  adding  that  "we 
are  waiting  for  the  Microsoft  people 
to  do  their  homework."  Microsoft 


Associate  General  Council  Horacio 
Gutierrez  declined  to  comment, 
saying  only  that  Kroes  has  de- 
manded results  "over  a  clearly  de- 
fined timetable."  If  the  commis- 
sion isn't  happy  with  Microsoft's 
proposal,  it  can  begin  proceedings 
to  levy  a  fine  of  up  to  5%  of  the 
company's  daily  revenue.  Even 
with  nearly  $40  billion  in  cash,  Microsoft 
would  feel  the  sting.  The  fine  would  drain 
about  12%  of  earnings  for  the  current 
quarter  and  the  fiscal  year  that  starts  July 
1,  says  Charles  DiBona,  an  analyst  with 
Sanford  C.  Bernstein  &  Co.  Microsoft 
would  almost  certainly  appeal  the  levy. 

Microsoft  has  already  addressed  two 
parts  of  Monti's  three-pronged  order.  It 
paid  the  $605  million  penalty  months  ago. 
And  a  version  of  Windows  without  Media 
Player  will  launch  in  June.  The  remaining 
hurdle  is  the  server  protocols.  The  EC  or- 
dered Microsoft  to  reveal  unpublished 
software  interfaces  so  that  rival  server  ap- 
plications such  as  Samba  can  better  link  to 


GE/HONEYWELL  Mario  Monti's  decision  to 
block  their  merger  in  2001  is  under  appeal.  A 
reversal  could  leave  the  EC  facing  lawsuits. 

OPEN  MARKETS  Some  European  governments 
are  pushing  local  mergers  while  trying  to  keep 
out  foreign  buyers.  After  chiding  Italy  for 
meddling  in  two  recent  bank  deals,  Kroes  may 
crack  down  further. 

MERGERS  AND  CARTELS  With  M&A  picking  up, 
Kroes  will  have  lots  of  deals  to  review.  She  has 
already  blocked  a  takeover  of  Gas  de  Portugal 
and  slapped  fines  on  BASF  and  Akzo  Nobel  for 
operating  a  cartel. 

MICROSOFT  First  hearings  on  the  software 
giant's  appeal  are  likely  by  yearend. 


KROES'S  NEST 

Predecessor 
Monti  is  a  tough  | 
act  to  follow 


Data  European  Commission 


Windows.  Arguing 
that  doing  so  is  tanta- 
mount to  handing 
over  trade  secrets,  Mi- 
crosoft is  holding  out 
for  restrictive  licensing  terms.  But  rivals- 
especially  open  source  software  maker; 
such  as  Red  Hat  and  Mandriva— say  tha 
without  the  specs,  their  programs  play  sec 
ond  fiddle  in  Windows  networks.  The  bot 
torn  line:  Microsoft  wants  to  charge  a  roy 
alty  for  every  copy  of  the  spec,  while  oper 
sourcers  want  to  pay  for  a  one-time  li- 
cense. The  EC  seems  inclined  to  the  lattei 
approach. 

The  spotlight  on  Kroes  is  intense.  A 
longtime  power  broker  in  the  Nether- 
lands, her  nomination  to  the  EC  sparked 
controversy  because  she  had  sat  on 
dozens  of  corporate  boards.  That  fed  con 
cerns  Kroes  might  be  soft  on  antitrust 
and  merger  enforcement.  To  assuage 
doubts,  she  agreed  to  resign  her  board 
positions  and  recuse  herself  from  cases 
involving  former  affiliates.  She  put  her 
shareholdings  in  trust  and  vowed  never! 
to  return  to  the  private  sector. 

Now,  as  one  European  antitrust  lawyer  i 
put  it,  Kroes  "needs  to  prove  herself."  Shejl 
must  craft  a  settlement  that  upholds  the)  I 
spirit  of  Monti's  case  while  allowing  Mi-  p 
crosoft  a  graceful  retreat.  Otherwise,! 
she'll  spend  years  facing  flack  for  cavingl 
in— or  overseeing  a  never-ending  legal  [ 
tussle  with  the  software  colossus.  ■ 

-By  Andy  Reinhardt  in  Paris  and 
Jay  Greene  in  Seattle 
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In  his  company,  business  intelligence  on  the  ERP  system  lifts  everyone's  performance. 
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Business  performance  on  an  entirely  new  scale.  Now  your 
ERP  data  goes  to  work  instead  of  hiding  in  a  silo.  Enterprise  reporting 
and  analysis  are  available  to  everyone.  One  solution  standardized 
for  every  department  thanks  to  the  world's  only  integrated  business 
intelligence  platform.  Excellence  everywhere. 
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HEADLINER 

SANDRA 
MORRIS 


HER KODAK 
MOMENT 


Sandra  Morris,  an  Intel  vice- 
president  who  oversaw  its 
conversion  to  e-business,  is 
joining  the  team  leading 
Eastman  Kodak's  charge  into 
digital.  On  May  23,  Morris,  50, 
became  general  manager  of 
Kodak's  digital  imaging 
services  group  in  San 
Francisco.  She  will  head  the 
Kodak  EasyShare  Gallery, 
formerly  known  as  Ofoto.  It 
has  become  the  No.  1  online 
photo  service,  with  some  20 
million  members  who  store 
over  1  billion  images  for  free 
but  pay  extra  for  prints  and 
other  services. 

Morris,  whose  17  years  at 
Intel  included  a  stint  as  co- 
chief  information  officer, 
spearheaded  a  program  that 
got  clients  to  place  nearly  all 
orders  online,  saving  the 
chipmaker  hundreds  of 
millions.  At  Kodak,  she  will 
oversee  a  fledgling  service 
aimed  at  getting  people  who 
take  photos  with  their  cell 
phones  to  download  the  pics 
to  the  EasyShare  Gallery  and 
print  thenr  Some  analysts 
predict  the  number  of  images 
captured  on  cell  phones  will 
eventually  exceed  those  taken 
by  digital  still  cameras. 

-William  Symonds 


WHY  E-TAILERS 
AREE-LATED 

A  decade  after  its  debut, 
e-commerce  is  getting  more 
profitable.  Average  operating 
profit  margins  for  online 
retail  by  both  traditional  and 
Web-only  merchants  rose 
considerably  last  year,  to 
28%,  from  21%  in  2003, 
according  to  a  survey  of  137 
retailers  by  the  Forrester 
Research  and  Shop.org,  the 
National  Retail  Federation's 
online  unit.  The  reasons: 
economies  of  scale  and  better 
marketing.  While  sales 
growth  is  slowing  as  e- 
commerce  reaches  7.7%  of 
total  retail  sales  this  year,  or 
$172  billion,  the  rate  of 
decline  is  leveling  off.  The 
forecast  2005  sales  growth 
rate  of  22%  is  way  down  from 
51%  in  2003,  but  only  slightly 
less  than  24%  in  2004. 


THE  ELECTRIC 
ORACLE 


Warren  Buffett  and  his 
buddies  at  Berkshire  Hathaway 
have  finally  found  a  use  for 
some  of  that  $43  billion  in 
cash  they've  been  hoarding. 
On  May  24,  MidAmerican 
Energy  Holdings— in  which 
Berkshire  has  an  80.5% 
stake— announced  it  would 
buy  PacifiCorp  from  Scottish 
Power  for  $9.4  billion.  Buffett 
also  indicated  he's  sniffing 
around  the  energy  sector  for 
other  opportunities.  The 
acquisition,  Buffett's  largest 


since  picking  up  General  Re 
back  in  1998,  comes  just 
weeks  after  the  Oracle  of 
Omaha  lamented  to 
shareholders  at  his  annual 
confab  in  April  about  the  lack 
of  investment  ideas. 
PacifiCorp's  appeal  is 
obvious:  It  not  only  has  a 
stronghold  in  the  fast- 
growing  Western  states  but  is 
also  a  low-cost  energy 
producer. 


WRINGING 
HANDHELDS 

There's  turmoil  at  the  two 
Palms.  On  May  16,  David 
Nagel,  chief  executive  officer 
of  Palm  operating  system 
maker  PalmSource,  resigned 
suddenly.  A  day  later, 
palmOne,  maker  of  the  Treo- 
branded  smart  phones  and 
Tungsten  and  Zire 
handhelds,  announced  it's 
changing  its  name  back  to 
Palm  Inc.  later  this  year  after 
agreeing  to  pay  PalmSource 
$30  million  over  3V2  years  for 
sole  rights  to  the  moniker. 
The  changes  suggest 
PalmSource's  board  is 
looking  for  new  blood  to  lead 
the  company.  PalmSource 
increasingly  is  falling  behind 
rivals  Microsoft  and  Symbian 
as  well  as  Linux-based 
operating  systems  in  the  race 
to  become  the  brains  of 
mobile  devices.  PalmOne 
remains  one  of  the  last  major 
backers  of  the  Palm  OS,  but 
even  executives  there  say  they 
are  not  wedded  to  the 
operating  system. 


A  FIGHT  FOR 
SORE EYES 

Genentech  reported  on  May 
23  that  Lucentis,  its 
experimental  drug  for 
macular  degeneration— the 
leading  cause  of  blindness  in 
the  aged— improved  or 
stabilized  vision  loss  in  95% 
of  patients  in  a  clinical  trial. 


It  is  the  first  time  a  drug  has 
actually  improved  vision  for 
this  disease,  and  the  news 
didn't  go  down  well  at 
Eyetech  Pharmaceuticals, 
whose  rival  drug,  Macugen, 
won  Food  &  Drug 
Administration  approval  in 
December.  Eyetech's  stock 
plunged  46%,  to  $12.95,  the 
day  after  the  Lucentis  news 
came  out. 


ETCETERA... 

»  Gruner  +  Jahr  is  selling 
four  magazines  to  Meredith 
for  $350  million. 
»  Qwest  Communications  told 
shareholders  it  has  dropped 
its  efforts  to  acquire  MCI. 
»  Guidant  said  that  24,000 
implanted  defibrillators  may . 
be  defective. 


CLOSING  BELL 


After  Phillips-Van 
Heusen's  first- 
quarter  earnings 
forecast  beat 
expectations,  the 
shirtmaker's  shares 
rose  4.4%,  to 
$30.28,  on  May  25. 
Strong  sales  of  such 
PVH  brands  as  Sean 
John,  Chaps,  and 
Arrow  also  moved 
the  company  to 
raise  its  outlook  for 
the  rest  of  the  year. 
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PHILLIPS-VAN  HEUSEN 
STOCK  PRICE 
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How  secure  is  your 
digital  information? 


All  the  productivity  you  want. 
All  the  document  security  you  need. 


Make  sure  your  copier  is  security  compliant.  Financial  facts, 
personnel  records,  customer  lists:  networked  copiers/printers 
process  sensitive  information  every  day.  Unfortunately,  their  hard 
drives  can  be  accessed  via  the  network,  contributing  to  $60  billion  in 
data  theft  every  year*  To  protect  this  weak  link,  we've  created  our 
Data  Security  Kit.  It's  the  first  copier  and  printer  protection  validated 
by  Common  Criteria,  a  government-sponsored  program,  and  it's 
available  with  our  Digital  IMAGER™  series  of  copiers/printers. 
Sharp's  Data  Security  Kit.  Be  Secure.  Be  Sharp. 


sharpusa.com/security 


«.'  Common  Criteria 


be  sharp 
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Aetna's  Leadership 


Our  innovations  in 
consumer-directed 
plans  keep  us 
ahead  of  the  pack. 

The  Aetna  HealthFund®  family  of  plans 
was  the  first  consumer-directed  solution 
offered  by  a  national,  full-service  health 
insurer.  And  we've  been  innovating 
and  improving  it  ever  since.  Today,  we 
offer  a  suite  of  products,  including 
Medical,  Dental,  Pharmacy,  and  Long- 
Term  Care  coverage  for  companies  of 
all  sizes.  We're  also  one  of  the  first  to 
release  studies  showing  high  levels  of 
member  satisfaction,  and  our  plans' 
ability  to  help  control  costs.  And  now 
our  products  include  the  option  of 
Health  Savings  Accounts.  To  find  out 
how  our  experience  can  help  you  find 
plans  that  are  right  for  your  business, 
call  your  broker,  Aetna  representative, 
or  visit  us  today  at  aetna.com. 

We  want  you  to  know 
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XAetna 


Health 

Dental 

Pharmacy 

Disability 

Long-Term  Care 

Life 


©  2004  Aetna  Inc.  Aetna  HealthFund  plans  are  offered  through  Aetna  Life  Insurance 
Company.  Plans  contain  exclusions  and  limitations.  Information  is  based  on  an  Aetna 
Integrated  Informatics  Study  of  Aetna  HealthFund  enrollment  (January-September  2003). 
-2004104 
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Howard  Dean's  Raised 
Voice  Isn't  Raising  Cash 


ONE  HUNDRED  DAYS  into  his  tenure  as  the  high-energy,  higher-deci- 
bel chairman  of  the  Democratic  Party,  Howard  Dean  is  in  trou- 
ble with  party  moneybags.  The  former  Vermont  governor  seems 
to  be  doing  a  better  job  flaying  the  Republicans  than  bridging 
the  cash  chasm  between  the  parties.  Given  Dean's  2004 

run  as  a  populist  crusader,  moderates  were      Batoff,  who  claims  he  will  help  fund  the 


never  wild  about  his  takeover  of  the  Demo- 
cratic National  Committee.  So  some  big 
donors  are  sitting  on  their  wallets. 

Dean  wowed  the  faithful  in  '04  with  his 
Web-based  fund-raising  magic.  But  major 
business  donors  stiD  count,  and  in  his  new 
role  as  party  honcho,  the  feisty  doctor  seems 
to  be  struggling  to  connect.  After  achieving 
money  parity  with  the  GOP  in  2004,  Dem- 
ocrats have  fallen  far  behind.  According  to 
the  Federal  Election  Commission,  the  DNC 
raised  $14.1  million  in  the  first  quarter  of 
2005,  vs.  the  Republican  National  Commit- 
tee's $32.3  million.  Dean  drew  about 
20,000  new  donors,  while  his  rivals  picked 
up  68,200.  The  bottom  line: 
Republicans  have  $26.2  mil- 
lion in  the  bank  vs.  $7.2  mil- 
lion for  the  Dems. 

Why  the  yawning  gap? 
For  starters,  Dean  is  not  a 
natural  fit  for  the  "stroke  and 
joke"  style  that  traditional 
party  chiefs  use  to  extract 
cash  from  well-heeled  con- 
tributors. "It  appears  that  the 
chairman  has  come  to  the 
conclusion  that  he  doesn't 
need  major  donors,"  sniffs 
one  fat  cat.  "He  hasn't  made 
any  effort  to  reach  out." 

Personality  factors  aside, 
Dean's  business-bashing  '04  ^^^" 
campaign  makes  him  a  hard  sell  in  corpo- 
rate circles.  "There's  a  wait-and-see  attitude 
from  business  and  major  contributors," 
says  Nathan  Landow,  a  Maryland  developer 
and  big-time  donor.  "This  guy  has  some 
work  to  do  to  get  the  comfort  level  up." 
William  W.  Batoff,  a  Philadelphia  real  estate 
developer  and  longtime  Democratic  fund- 
raiser who  backed  President  Bush  in  2000 
and  2004,  is  less  diplomatic.  "Howard 
Dean  is  the  wrong  person  to  be  chair,"  says 


DEAN  Stroking 
the  fat  cats 
doesn't  come 
naturally 


Dems'  congressional  efforts  but  will  boycott 
the  national  committee  while  Dean  reigns. 

"Kind  of  a  Dustpan" 

RECENT  EVIDENCE  of  big-donor  discom- 
fort: A  DNC  event  scheduled  for  May  25  at 
Manhattan's  cavernous  Jacob  K.  Javits 
Convention  Center  was  scaled  back  to  a 
smaller  venue  at  the  Essex  House  hotel. 
Bridget  Siegel,  the  DNC's  New  York  finance 
chair,  says  the  event  was  moved  because 
the  new  room  "just  worked  better." 

According  to  his  defenders,  Dean  is  do- 
ing just  fine  in  the  money  wars.  Internet 
and    direct-mail    appeals    have    started 
pulling  in  $1  million  a  week, 
says    party    spokeswoman 
Karen  Finney,  and  the  chair- 
man "is  pleased  overall  with 
[the  pace  of]  fund-raising." 
Former   DNC   Chair   Steve 
Grossman,  a  close  ally,  says 
Dean   "is  becoming   more 
comfortable  with  [asking  for 
money]  by  the  day."  Dean 
may  yet  find  ways  to  build 
bridges  to  reluctant  donors, 
but  few  think  he'll  ever  be 
another  Terry  McAuliffe,  the  human 
money  machine  whom  he  replaced. 
"McAuliffe  was  like  a  vacuum  clean- 
er," says  Rutgers  University  political 
scientist  Ross  K.  Baker.  "Dean  is  kind 
of  a  dustpan." 

He  may  be  no  McAuliffe,  but  Dean  de- 
fenders note  that  his  predecessor's  golden 
cash  register  was  accompanied  by  stinging 
setbacks  at  the  polls.  The  new  boss  repre- 
sents the  grassroots'  desire  to  take  the  fight 
to  the  Republicans.  That  he's  doing.  Still, 
unless  Dean  narrows  the  huge  cash  dispar- 
ity, he  may  not  be  able  to  build  the  political 
dynamo  he  promised.  ■ 
-By  Eamonjavers  and  Richard  S.  Dunham 


CAPITAL 
WRAPUP 


HYBRID  VEHICLES 
IN  CAMOUFLAGE 

WITH  THE  U.S.  Army  spending 
$100  a  gallon  to  buy  gasoline 
and  lug  it  to  Iraq  and 
Afghanistan  for  Humvees,  the 
brass  wants  to  cut  its  fuel  costs. 
One  possible  solution:  the  Army 
National  Automotive  Center's 
push  to  boost  the  market  for 
hybrid  engine  technology.  In 
April,  Quantum  Fuel  Systems 
Technologies  Worldwide  Inc.  in 
Irvine,  Calif,  gave  the  Army  the 
first  of  two  jeep-like  electric 
hybrids.  The  service  also  is 
subsidizing  purchases  by 
American  utility  companies  of 
expensive  hybrid  trucks 
averaging  27,500  lbs.  The  goals: 
promote  production  of  trucks  in 
a  size  the  Army  would  buy  and 
gather  performance  data.  The 
Army  wants  to  switch  logistics 
vehicles  to  hybrids  first  so  they 
will  not  only  save  fuel  but  also 
provide  electricity  for  outposts. 
Later,  combat  vehicles  could 
become  gas  misers,  too. 

GHOSTWRITERS 
ROIL  ASBESTOS  TALKS 

IT'S  ONE  OF  Washington's  dirty 
secrets  that  lobbyists  routinely 
draft  legislation.  But  enviros  are 
crying  foul  after  a  judge  broker- 
ing an  asbestos-liability  deal 
enlisted  business  to  write  part  of 
a  proposed  law.  Third  Circuit 
Court  Judge  Edward  Becker  asked 
biz  execs  to  draft  a  key  provision 
in  order  to  speed  progress  on  a 
deal.  Richard  Wiles  of  the 
Environmental  Working  Group  says 
sick  and  dying  asbestos  victims 
have  issues  with  the  bill,  too,  and 
deserve  a  crack  at  it.  Don't 
bother  telling  that  to  the  judge: 
"Look  at  the  health  and  safety 
provisions.  They  were  written  by 
labor,"  Becker  says.  "Business 
complained  about  them,  but 
they're  in  the  bill."  Indeed, 
he  says,  "there  are  a  lot  of 
individual  companies  whose  ox 
is  gored"  by  the  proposed  deal. 
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CURRENCIES 


SQUEEZED  BY  THE  EURO 

Europe's  single  currency  has  not  promoted  growth.  It  has 
also  failed  to  spark  needed  reforms  and  fiscal  discipline 


WERE  THE  SKEP- 
tics  right?  In  early 
1998,  University  of 
Bonn  Professor 
Manfred  J.  M.  Neu- 
mann mobilized 
155  fellow  econo- 
mists to  protest  the  coming  introduction 
of  the  European  common  currency.  The 
euro  was  dangerously  premature,  they 
argued  in  open  letters  to  major  newspa- 
pers. Big  countries  such  as  Germany  and 
France  lacked  the  flexible  labor  markets 
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they  needed  to  compensate  for  losing 
control  over  monetary  policy  as  a  tool  to 
promote  growth.  Needless  to  say,  the 
protests  had  litde  effect.  The  euro  blasted 
off  on  Jan.  1, 1999,  as  planned. 

Six  years  later,  Neumann's  warning 
seems  ominously  prescient.  Far  from  be- 
coming a  powerhouse  to  compete  with 
the  U.S.  and  Asia,  the  euro  zone  has 
recorded  average  annual  growth  of  only 
1.2%  since  2002.  Meanwhile,  it's  hard  to 
overlook  the  superior  economic  perform- 
ance of  Britain  and  Sweden,  European 


Union  members  that  opted  to  stay  out  of 
the  euro. 

Even  common  currency  champions 
such  as  European  Central  Bank  President 
Jean-Claude  Trichet  see  litde  chance  of  a 
euroland  boom  anytime  soon.  Just  as 
Neumann  predicted,  overregulated  labor 
markets  in  much  of  the  euro  zone  prevent 
pay  scales  from  reacting  fast  enough  to 
competitive  pressure  from  abroad.  And 
individual  countries  can  no  longer  com- 
pensate for  these  rigidities  by  devaluing 
their  currencies  to  boost  exports,  usually 


I 


through  the  swift  downward 
movement  of  interest  rates. 
"Unfortunately,"  says  Neu- 
mann, "we  were  right." 

That  raises  a  larger  ques- 
tion: Was  the  euro  a  mistake? 
Not  even  euro-skeptics  such 
as  Neumann  argue  that  the 
currency  should  be  scrapped 
now  that  euro  coins  and  notes 
are  a  fact  of  life  from  Finland 
to  Greece.  "We  have  to  make 
the  most  of  it,"  he  says. 

Still,  the  question  hangs  in 
the  air,  especially  amid  evi- 
dence of  growing  popular  dis- 
content. A  dramatic  expression  of  that  un- 
happiness  came  on  May  22  when 
German  Chancellor  Gerhard  Schroder's 
Social  Democratic  Party  (SPD)  was  boot- 
ed from  power  in  North  Rhine-West- 
phalia, an  economically  battered  indus- 
trial state  ruled  by  the  party  for  four 
decades.  Schroder,  in  what  amounts  to  an 
admission  that  his  tepid  economic  re- 
forms have  failed,  has  called  for  national 
elections  in  September.  In  addition, 
French  and  Dutch  voters  may  reject  the 
proposed  European  constitution  in  refer- 
endums  on  May  29  and  June  1.  If  so,  the 
votes  will  surely  be  seen  as  protests 
against  a  European  system  that  is  ever 
more  powerful  yet  ever  more  unable  to 
deliver  jobs  and  prosperity.  The  euro  is  in- 
tegral to  that  system. 

Stagnation  and  upheaval  were  obvi- 
ously not  part  of  the  plan  when  the  cur- 
rency was  launched  six  years  ago.  The 
idea  was  this:  Before  they  could  adopt 
the  currency,  countries  like  France,  Ger- 
many, Italy  and  others  would  rein  in 
their  budget  deficits  and  keep  spending 
in  check  to  support  strong  monetary 
union.  The  existence  of  one  currency, 
backed  by  fiscal  discipline,  would  meld 


THE  SLOW-GROWTH  EURO  ZONE 


European  countries  that  spurned  the  euro 
have  performed  better 

PERCENT  CHANGE 
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Europe's  various  economies  into  one. 
Internal  barriers  to  competition  would 
tumble  and  the  best-managed  countries 
and  companies  would  pull  ahead.  Na- 
tions that  lagged  would  respond  by  loos- 
ening labor  rules  and  cutting  taxes  to 
boost  competitiveness.  The  ECB  would 
squash  any  hint  of  inflation  with  a  rate 
hike.  If  countries  wanted  to  grow,  they 
would  have  to  deregulate  and  keep 
wages  in  line  with  productivity. 

STRENGTH  AND  SKEPTICISM 

NOW  CHECK  OUT  what  happened.  The 
euro  certainly  eliminated  a  lot  of  curren- 
cy risk:  no  need  to  hedge  the  lira  against 
the  franc,  for  example.  Finnish  mobile- 
phone  maker  Nokia  Corp.  estimates  that 
it  saves  at  least  $6  million  a  year  in 
transaction  costs  within  the  euro  zone. 
"It  makes  the  whole  supply  chain  more 
efficient,"  says  Nokia  Chief  Financial 
Officer  Rick  Simonson.  Financial  mar- 
kets have  gotten  a  huge  boost,  too.  Com- 
panies in  countries  whose  currency  had 
been  weak,  such  as  Italy  and  Portugal, 
saw  their  credit  ratings  jump.  The  euro, 
bolstered  by  initially  high  rates,  also 
ushered  in  an  era  of  low  inflation. 


That's  the  bright  side.  But  Europeans 
remain  skeptical  about  the  euro,  which 
they  see  as  a  project  driven  by  politicians 
with  little  regard  for  ordinary  citizens. 
Huge  majorities  are  convinced  that  mer- 
chants used  the  launch  of  euro  notes  and 
coins  to  raise  prices,  which  in  fact  was  of- 
ten the  case.  These  resentments  have  in- 
creased doubts  about  the  whole  European 
project.  "Now  we  can't  buy  as  much," 
says  Catherine  Dumont,  47,  a  secretary 
who  spoke  while  shopping  at  a  Monoprix 
supermarket  in  Paris.  "It  will  have  an  im- 
pact on  my  opinion  on  referendum  day," 
she  adds,  leaving  little  doubt  about  her  in- 
tention to  vote  "no"  on  the  constitution. 

More  important,  the  virtuous  circle  of 
competition  and  reform  that  the  euro  was 
supposed  to  kick  off  never  materialized. 
The  ECB,  sworn  to  fight  inflation,  cut  rates 
gradually  from  4.75%  in  2000  to  2%  now. 
That  kind  of  monetary  discipline  was 
tough  for  Italy  (box,  page  54),  which  hasn't 
adjusted  to  a  world  where  it  can't  devalue 
its  way  out  of  trouble,  says  Domenico 
Smiscalco,  Italy's  Finance  &  Economics 
Minister.  "It's  like  taking  a  tiger  and  trying 
to  make  it  turn  vegetarian."  To  compen- 
sate for  the  loss  of  currency  fkxibility,  Italy, 
France,  and  Germany  could  opt  to  reform 
much  faster.  But  not  even  the  harangues  of 
the  ECB  can  get  the  Italians,  French,  and 
Germans  to  confront  politically  explosive 
tasks,  whether  it's  changing  rules  in 
France  that  make  it  costly  to  fire  workers  or 
getting  Germany  to  allow  Dutch  plumbers 
to  compete  in  Diisseldorf. 

Even  the  fiscal  discipline  imposed  as  a 
precondition  to  monetary  union  is  going 
by  the  board.  Germany's  budget  deficit  has 
exceeded  the  limit  of  3%  of  gross  domestic 
product  since  2002.  Italy  and  Portugal  are 
also  overdrawn.  Rather  than  reining  in 
spending,  euro-zone  countries  are  loosen- 
ing the  deficit  restrictions.  Meanwhile, 


Calculating  The  Euro's  Success 


The  European 
Monetary 
Union  has 
promoted 
stability  but 
falls  short 
in  leading 
governments 
to  enact 
tough  changes 


PROS 

■  Lower  interest  rates  for  countries 
such  as  Italy 


CONS 

■  Strong  euro  deadly  for  exporters  who 
face  competition  from  China 


■  Europe  is  better  able  to  absorb  shocks 
such  as  9/11 

■  Eliminates  exchange  rate  risk  within 
euro  zone 


■  Average  folks  still  don't  like  it;  the  euro 
feeds  resentment  toward  EU 

■  Encourages  politicians  to 
procrastinate  on  unpopular  reforms 


■  Helps  create  deeper  capital  markets, 
making  bigger  deals  possible 


■  Risk  that  a  financial  crisis  in  one 
nation  will  infect  whole  zone 


■  The  euro  is  becoming  a  popular  reserve 
currency,  representing  19.7%  of  central 
bank  holdings  as  of  February,  2004 


■  The  unified  monetary  policy  is  a 
straitjacket  for  slow-growth  countries 
and  spurs  inflation  in  high-growth  ones 


Data:  European  Central  Bank.  BusinessWeek 


June  6.  2005  I  BusinessWeek  !  53 


NGWS  International  Business 


some  of  the  countries  clearly 
need  a  policy  of  tighter 
money.  Spain  has  an  infla- 
tion rate  of  3.5%,  vs.  2%  for 
the  ECB's  benchmark  inter- 
est rate.  In  effect,  it  has  neg- 
ative interest  rates. 

This  divergence  makes  it 
almost  impossible  for  the 
ECB  to  formulate  a  policy 
that  fits  all  the  countries. 
Derek  Scott,  former  eco- 
nomic adviser  to  British 
Prime  Minister  Tony  Blair,  says  the  ECB 
cannot  risk  hurting  Germany  by  tighten- 
ing the  money  supply,  even  if  it  means 
higher  inflation  elsewhere.  Yet  that 
stance  could  undermine  the  ECB's  repu- 
tation as  an  inflation  hawk.  "With  a  sin- 
gle currency,  you  exchange  the  apparent 
stability   of  nominal    exchange    rates 


ITALY 


One  rate 
policy  for  all 
fuels  hot 
economies 
and  stalls 
weak  ones 


for  greater  instability  of 
the  things  that  matter:  out- 
put, jobs,  and  inflation," 
Scott  says. 

European  central  bankers 
dispute  such  views.  "One 
size  does  fit  all!"  insisted  Ot- 
mar  Issing,  a  member  of  the 
ECB's  executive  board,  in  a- 
speech  to  a  Frankfurt  audi- 
ence on  May  20.  The  diver- 
gence in  members'  growth 
rates  is  below  the  average, 
he  said,  a  sign  that  the  euro  is  not  push- 
ing countries  to  move  at  different  speeds. 
Likewise,  ECB  President  Trichet  was  at 
pains  to  point  out  the  euro's  benefits  to 
Italian  executives  recendy.  But  in  a  sign  of 
growing  nervousness,  he  warned  political 
leaders  to  step  up  the  pace  of  reform. 
The  euro  nations  will  enter  uncharted 


territory  if,  say,  Italy  and  Portugal  contin- 
ue to  deteriorate  or  Germany  is  unable  tc 
return  to  health.  In  the  worst  case,  a 
country  might  get  into  such  trouble  that  it 
would  seek  to  drop  the  euro.  Patrick  Min- 
ford,  an  economist  at  Cardiff  Business 
School  in  Britain,  thinks  it  more  likeh 
that  one  of  the  weakest  members  would 
seek  a  bailout  from  its  neighbors— pro- 
voking a  backlash  in  Germany,  where  the 
euro  was  never  popular.  "The  weakest 
point  is  Germany,"  he  says.  He  considers  I 
the  chances  of  a  euro  meltdown  remote 
but  adds:  "It  could  be  a  very  uncomfort-  j 
able  decade."   Can  the  euro  survive?! 
That's  a  question  no  one  wants  to  con- 1 
template.  It's  up  to  Europe's  leaders  to 
make  sure  they  never  have  to.  ■ 

-By Jack  Ewing  in  Frankfurt, 

Stanley  Reed  in  London,  Maureen 

Kline  in  Milan,  and  bureau  reports 


The  Euro  Zone's 
Sickest  Patient 


Giacomo  Capogreco  moved  to 
Turin  from  Calabria  17  years 
ago  to  take  a  factory  job  at  Itca, 
one  of  the  area's  many  parts 
suppliers  for  auto  makers  Fiat 
and  Ferrari.  Now,  Itca  is  closing  three  out  of 
its  four  Turin-area  factories-and  labor 
leaders  fear  most  of  the  59  automobile 
suppliers  in  the  region  are  doomed  to 
extinction  by  Fiat's  woes.  "We  want  a  future— 
we  don't  want  to  watch  this  area  decline  to  a 
wasteland,"  says  37-year-old  Capogreco. 

That  bleak  vision  is  haunting  Italy  as  its 
industry  falters  in  the  face  of  global 
competition.  First-quarter  data  released 
this  month  reveal  that  the  euro  zone's  third- 
largest  economy  is  officially  in  recession. 
That  news,  coupled  with  Brussels'  upward 
revision  of  Italy's  budget  deficits  for  the 
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It's  in  recession,  while  its  deficit  is  growing 
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past  two  years,  has  raised  fears 
that  the  country  is  in  worse 
shape  than  previously  thought. 
With  textiles,  clothing,  shoes,  and 
autos  battered  by  cheap  Asian  exports,  Italy 
is  fast  turning  into  the  European  Union's  top 
problem.  "The  risk  is  a  European  version  of 
the  Argentinian  crisis,"  warns  Francesco 
Giavazzi,  professor  of  economics  at 
Bocconi  University  in  Milan. 

A  sharp  recession  in  a  country  that 
contributes  16%  of  Europe's  gross  domestic 
product  could  shave  as  much  as  0.4%  a  year 
from  EU  output.  The  Organization  for 
Economic  Cooperation  and  Development 
expects  Italy's  GDP  to  contract  by  0.6%  this 
year.  But  what  has  many  really  worried  is  the 
prospect  of  a  prolonged  downturn.  Four  or 
five  years  of  recession  or  even  stagnation 
could  lead  Italy  to  abandon 
the  euro  and  revert  to  the 
lira,  says  Morgan  Stanley 
economist  Eric  Chaney.  That 
in  turn  would  trigger  a  de- 
fault on  domestic  debt  and  a 
currency  devaluation  of  as 
much  as  20%.  "It's  a  very 
remote  possibility  but  you 
can't  exclude  it,"  he  says. 

In  the  past.  Italy  relied  on 
repeated  devaluations  of 


the  lira  to  revive  its  industries.  But  with  the 
country  now  locked  into  the  euro,  the  only 
alternative  is  to  introduce  painful  reforms 
such  as  making  labor  markets  more  flexible 
and  overhauling  the  banking  sector.  Even  if 
policymakers  launch  reforms  soon,  Italy 
faces  5  to  10  years  of  wrenching 
dislocation.  As  industry  shifts  low-cost 
production  offshore  and  migrates  into  more 
competitive  sectors,  thousands  of 
manufacturing  jobs  will  disappear.  "Italian 
industry  needs  to  adapt,"  says  Finance  and 
Economy  Minister  Domenico  Siniscalco. 

The  process  is  already  unfolding  in 
Italy's  textile  and  apparel  industries.  To 
blunt  competition  from  China  and  other 
low-wage  countries,  Italian  companies  like 
apparel  giant  Benetton  Group  have  begun 
shifting  production  abroad.  Even  fashion 
houses  such  as  Prada  and  Giorgio 
Armani— known  for  exquisite  Italian 
workmanship-are  considering  making  less 
exclusive  items  such  as  leisure  wear  and 
jeans  in  China.  If  that  doesn't  scare  Italy's 
politicians  into  action,  what  will? 

-By  Gail  Edmondson  in  Frankfurt, 
with  Maureen  Kline  in  Milan 
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Progressive  thinking  can  set  the  pace  for  extraordinary  change.  In  Qatar  it  has  swept  across  the  entire  nation. 
What  was  once  a  vision  has  now  found  its  way  to  implementation. Today,  Qatar  is  proud  to  unveil  the  new  Qatar 
Financial  Centre.  A  gateway  to  one  of  the  world's  wealthiest  economies,  at  the  threshold  of  a  new  era.  Built  on 
choice,  an  open  mindset  arid  world-class  credibility.  It's  your  strategic  business  hub  of  the  future,  and  it's  open 
for  business. 

www.qfc.com.qa 
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Using  a  phone 
to  buy  soda 


JAPAN 


$5,000?  SURE,  PUT  IT 
ON  MY  CELL  PHONE 

NTT  DoCoMo's  next  big  move:  Phones 
that  double  as  credit  cards 


IN  THE  BEGINNING,  THE  CELL 
phone  was  a  phone— handy  for 
making  calls  but  little  else.  Then 
manufacturers  added  cameras,  e- 
mail,  and  even  television  to  their 
phones,  making  the  gadgets  an  es- 
sential part  of  daily  routines.  Now, 
Japanese  carrier  NTT  DoCoMo  Inc.  wants 
to  entrench  the  once-humble  cell  phone 
even  deeper  into  consumer  lifestyles  by 
turning  it  into  an  electronic  wallet. 

To  boost  its  effort  to  make  mobiles  the 
new  way  to  pay,  DoCoMo  is  taking  a  34% 
stake  in  Sumitomo  Mitsui  Financial 
Group  Inc.'s  credit-card  business.  In  late 
April,  DoCoMo  said  it  would  pay  $935 
million  for  the  stake  in  Japan's  second- 
largest  credit-card  issuer.  The  company 
has  also  held  talks  with  Japan's  No.  1  is- 
suer, JCB  International  Co.,  about  a  tie-up. 
DoCoMo  airfts  "to  move  into  areas  where 
we  are  not  so  dependent  on  communica- 
tion usage,"  said  Masao  Nakamura,  Do- 
CoMo's chief  executive,  on  announcing 
the  Sumitomo  deal.  "The  credit-card 
business  will  be  a  turning  point." 

DoCoMo  is  in  need  of  a  turning  point. 


It  was  the  world's  first  carrier  to  offer  3G, 
but  has  struggled  to  find  growth  lately, 
since  just  about  every  Japanese  adult  has 
a  cell  phone.  For  the  year  ended  Mar.  31, 
DoCoMo  posted  operating  profits  of  $7.3 
billion— down  29%  from  the  previous 
year.  Sales  also  dropped— by  4%,  to  $45 
billion.  "If  they  stick  with  simply  carrying 
voice  and  data,  there's  no  way  to  go  but 
down,"  says  Philip  Sugai,  a  marketing  re- 
searcher at  the  International  University  of 


Mobile  Wallet 

What  you  can  buy  with  a  cell  phone  in  Japan 


GROCERIES  A  swipe  of  the 
handset  pays  for  purchases 
at  convenience  stores  and 
vending  machines 

ONLINE  SHOPPING  Use  the 

phone's  scanner  to  order 
products  from  catalogues 

MOVIES  Book  tickets  via  the 
phone's  Net  link,  then  wave 


it  over  a  sensor  to  enter  the 
cinema 

TRAIN  TRAVEL  Next  year 

commuters  will  be  able  to 
use  handsets  to  pass 
turnstiles  and  board  trains 

CREDIT  CARDS  Phones  that 
double  as  credit  cards  will 
likely  be  available  this  year 


Japan  in  Niigata.  That's  the  direction  Do- 
CoMo's share  price  has  been  heading,  j 
falling  by  15%  in  the  past  year. 

Transforming  phones  into  credit  cards 
shouldn't  give  DoCoMo  much  trouble. 
Since  last  July,  it  has  sold  some  3  million 
handsets  with  FeliCa  chips— tiny  radios 
that  send  out  a  signal  when  the  phone  is 
placed  near  a  sensor.  The  technology  lets 
subscribers  pay  for  drinks  at  vending  ma- 
chines, buy  groceries  at  convenience 
stores,  or  gain  entry  to  cinemas.  In  Janu- 
ary commuters  will  be  able  to  use  FeliCa 
phones  at  railway  turnstiles. 

ROOM  FOR  GROWTH 

TURNING  PHONES  into  credit  cards, 
though,  would  dramatically  expand  then- 
use.  So  far,  FeliCa  phones  have  worked  as 
debit  cards.  Subscribers  buy  credits  of  up 
to  $500,  then  each  time  they  buy  some- 
thing, the  cost— usually  no  more  than  a 
few  dollars— is  deducted  from  their  bal- 
ance. If  the  phone  also  included  a  credit 
card,  it  could  be  used  for  much  larger 
purchases.  And  via  its  Sumitomo  stake, 
DoCoMo  would  get  a  bigger  piece  of  the 
transaction  fees  as  well  as  the  profits  from 
any  interest  payments  customers  make. 
Better  still,  the  country's  card  market  has 
room  for  growth.  In  Japan,  credit  cards 
are  used  in  just  8%  of  purchases,  com- 
pared with  more  than  20%  in  the  U.S. 

The  logistics  of  the  enterprise,  though, 
are  daunting.  It  will  require  new  phone- 
friendly  scanners  in  stores,  FeliCa  chips  in 
phones,  and  new  network  infrastructure. 
The  total  bill  could  reach  $5  billion,  bro- 
kerage JP  Morgan  estimates.  A  further 
worry  is  DoCoMo's  lack  of  experience  in 
the  credit- card  business,  particularly 
since  DoCoMo  will  also  be  launching  its 
own  traditional  plastic  cards. 

And  the  payoff  from  owning  a  credit- 
card  business  in  Japan  is  less  than  it  might 
be  in  the  U.S.Japanese  tend  to  pay  off  their 
card  bills  each  month,  so  there's  less  op- 
portunity to  earn  interest  income.  Sumito- 
^^^^^^  mo's  card  business  post- 
ed operating  earnings  of 
$215  million  last  year, 
peanuts  compared  with 
DoCoMo's  $3  billion 
profit  drop.  Still,  the  com- 
pany is  determined  to 
proceed,  and  aims  to  sell 
the  technology  abroad.  If 
the  concept  catches  on, 
expect  the  humble  cell 
phone  to  wriggle  its  way 
ever  deeper  into  lifestyles 
worldwide.  ■ 

-By  Ian  Rowley 
in  Tokyo 
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When  forest  products 
are  your  business, 


planting  1 .7  million  trees  every  day  is  a 
smart  investment. 


The  Sustainable  Forestry  Initiative®  program  is  dedicated  to  the  future 
of  the  nation's  forests,  as  well  as  the  challenge  of  preserving  rare  and  endangered 

forests  around  the  world.  Respect  for  nature  and  sound  business  practices  are 

integrated  to  the  benefit  of  the  environment,  landowners,  shareholders,  customers 

and  the  people  they  serve.  And  that  allows  us  to  meet  the  demand  for  wood  and 

paper  products,  while  helping  to  ensure  our  forests  will  be  around  forever. 
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SUSTAINABLE  FORESTRY  INITIATIVE 
Growing  Tomorrow's  Forests  Today' 
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People  Friendly. 


The  bottom  line...  Kyocera  performs.  Our  award-winning  color  and 
monochrome  printers,  copiers,  and  MFP's  give  you  outstanding  document 
solutions  that  fit  every  business  need.  Kyocera  uses  advanced  technology  to 
make  things  simple,  and  lets  you  share  documents  with  ease.  And  Kyoceras 
low  cost  of  ownership  means  bigger  savings.  It  adds  up  to  happier  people  at 
work.  And  smiles  all  around,  www.kyoceramita.com/us 
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How  Putin  May 
Hang  On  to  Power 


RUSSIAN  PRESIDENT  VLADIMIR  V.  PUTIN'S  second  presidential  term 
doesn't  end  for  three  more  years.  Yet  Russian  media  are  already 
buzzing  with  speculation  about  what's  called  "the  2008  prob- 
lem"—the  question  of  who  will  replace  Putin,  and  how  the  suc- 
cession will  come  about.  While  Putin's  grip  on  power  is  strong, 

the  Kremlin  has  been  closely  watching  re-  plans  to  change  the  constitution,  that 
cent  anti-government  protests  in  Uzbek-  hasn't  quelled  intense  speculation.  "The 
istan,  which  followed  popular  revolts  that     biggest  problem  is  the  absence  of  any  un- 


toppled  authoritarian  leaders  in  Georgia, 
Ukraine,  and  Kyrgyzstan. 

Opinion  polls  show  that  most  Russians 
have  little  sympathy  for  the  revolutions  in 
neighboring  countries.  Nevertheless,  the 
Kremlin  is  revealing  signs  of  nervousness. 
Putin's  supporters  have  launched  a  new 
pro-Kremlin  youth  movement  aimed  at 
countering  possible  anti-government  ten- 
dencies among  young  people,  who  played  a 
key  role  in  the  Ukrainian  events.  And  the 
Kremlin  is  introducing  legislation  to  tight- 
en restrictions  on  nongovernmental  organ- 
izations, which  intelligence 
chief  Nikolai  Patrushev  has 
called  fronts  for  Western  in- 
telligence agencies. 

No  Easy  Options 

WHAT'S  UNCLEAR  is  how  far 
Putin  will  go  to  ensure  that 
the  ruling  elite,  including 
perhaps  himself,  stays  in 
power.  Under  Russia's  con- 
stitution, no  President  can 
serve  more  than  two  consec- 
utive four-year  terms.  For  the 
current  ruling  group  to  re- 
main in  office,  Putin  must 
rewrite  the  constitution  or  ^^^^ 
find  a  loyal  successor  whom 
the  public  will  support,  just  as  they  backed 
him  when  he  succeeded  President  Boris 
Yeltsin  in  2000.  Another  widely  discussed 
idea  is  replacing  Russia's  presidential  sys- 
tem with  a  parliamentary  one,  where  the 
leading  party  controls  the  premiership.  Un- 
der this  scenario,  Putin  might  continue  run- 
ning the  country  as  Prime  Minister,  or  in  an 
informal  position  such  as  ruling  party 
leader.  The  President  would  be  a  figurehead. 
While  senior  Kremlin  officials  deny  any 


PUTIN  He  could 
succeed  himself 
by  changing  the 
constitution 


derstandable  mechanism  about  how  power 
will  be  transferred  that  is  supported  by  ma- 
jor elite  groups,"  says  Nikolai  Petrov,  an  an- 
alyst at  the  Carnegie  Moscow  Center  think 
tank.  Rewriting  the  constitution  to  allow 
Putin  a  third  term  would  likely  provoke 
strong  criticism  from  abroad.  "Obviously  it 
would  not  be  a  positive  development,"  U.S. 
Secretary  of  State  Condoleezza  Rice  told  re- 
porters in  Moscow  in  April. 

But  the  ruling  elite's  other  option,  a 
managed  succession,  is  no  less  risky.  While 
Putin  enjoys  high  approval  ratings,  little  of 
this  popularity  has  rubbed 
off  onto  members  of  his  gov- 
ernment or  Kremlin  offi- 
cials, who  are  the  only  obvi- 
ous candidates  to  succeed 
him.  Putin  also  faces  the 
hurdle  of  satisfying  both  lib- 
eral and  hard-line  factions  of 
the  elite.  Few  strong  person- 
alities are  acceptable  to  all 
sides.  Recently,  talk  has  cen- 
tered on  Dmitry  Kozak,  a 
former  lawyer  and  Kremlin 
aide  whom  Putin  appointed  to  over- 
see the  troubled  North  Caucasus  re- 
gion last  year.  But  he  is  little  known  to 
the  public. 

Of  course,  few  Russians  had  heard 
of  Putin  until  Yeltsin  named  him  Prime 
Minister  shortly  before  resigning  as  Presi- 
dent. But  the  precedent  is  hardly  reassur- 
ing. The  last  months  of  Yeltsin's  presiden- 
cy saw  scandals,  terrorist  attacks,  and  the 
launching  of  a  second  Chechen  war.  As 
long  as  Russia's  politics  resemble  a  Byzan- 
tine court  more  than  a  developed  democra- 
cy, the  words  "succession"  and  "crisis"  are 
all  too  likely  to  go  together.  ■ 

-By  Jason  Bush  in  Moscow 
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VIOLENCE  RISES  ON  THE 

U.S.-MEXICAN  BORDER 

ESCALATING  DRUG-RELATED 
violence  along  the  Mexico-U.S. 
border  has  claimed  as  many  as 
500  lives  so  far  this  year, 
challenging  Mexican  law 
enforcement  and  threatening  to 
scare  off  tourists  and  investors. 
Two  of  the  most  recent  victims 
were  a  city  police  chief  and  a 
municipal  jail  director  in  Baja 
California,  gunned  down  on 
May  21  and  24.  U.S. 
Ambassador  Tony  Garza  has 
asked  the  State  Dept.  to  ramp 
up  its  warning  to  U.S.  citizens 
visiting  border  cities  such  as 
Nuevo  Laredo  and  Ciudad 
Juarez,  where  dozens  of 
Americans  have  been  among 
the  victims  in  the  past  year  as 
turf  wars  intensified  between 
drug-trafficking  cartels. 
President  Vicente  Fox  blamed 
lawmakers  for  failing  to 
approve  his  plan  to  overhaul 
Mexico's  justice  system. 

A  POLITICAL  FLAP  OVER 
I.D.  CARDS  IN  BRITAIN 

HAVING  JUST  won  an  historic 
third  term,  British  Prime 
Minister  Tony  Blair  is  wasting  no 
time  following  up  on  campaign 
pledges.  On  May  25,  Labour 
introduced  a  controversial  bill 
that  would  require  British 
residents  to  register  for  national 
identity  cards  for  the  first  time 
since  World  War  II.  Registrants 
would  have  to  provide  the 
government  a  range  of 
information  including  name, 
nationality,  and  distinguishing 
physical  characteristics.  Backers 
say  the  plan,  which  would  be 
phased  in  from  2008,  will  fight 
terrorism,  illegal  immigration, 
and  misuse  of  the  National 
Health  Service.  But  human 
rights  groups  fear  a  national 
register  will  threaten  individual 
privacy.  The  Conservative  and 
Liberal  Democrat  parties  said 
they  will  oppose  the  bill. 

June  6.  2005  I  BusinessWeek  I  59 
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Mighty  Morphing 
Power  Processors 

IBM  and  others  are  racing  to  create 
chameleon  chips  that  change  to  suit  the  job 
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VEN  BY  THE  STANDARDS 
of  the  Lone  Star  State,  the 
claim  by  two  Texas 
researchers— Douglas  C. 
Burger  and  Stephen  W. 
Keckler— can  seem  a  trifle 
grandiose.  "We're  reinvent- 
ing the  computer,"  asserts  Keckler. 

A  glance  at  their  backers,  though,  dis- 
pels some  of  the  skepticism.  IBM  is  work- 
ing closely  with  the  two  University  of 
Texas  computer  scientists.  And  the  Pen- 
tagon's Defense  Advanced  Research  Pro- 
jects Agency  in  2001  handed  them  $11 
million  in  development  funds.  Now,  IBM 
is  gearing  up  to  manufacture  the  first 
prototype  of  their  concept  for  a  radically 
new  computer-brain  chip.  If  it  delivers 
what  Burger  and  Keckler  promise,  high- 
tech  gurus  are  betting  it  will  spawn  a  new 
family  of  superchips  from  Big  Blue— 
chips  capable  of  crunching  a  trillion  cal- 
culations every  second. 

Such  blistering  speed  would  itself  be 
amazing;  if  s  roughly  the  oomph  of  a  $50 
million  supercomputer  in  1997.  But  more 
impressive,  the  chip  can  rewire  itself  on 
the  fly— a  feat  known  as  reconfigurable 
computing.  With  this  technology,  a  future 
Macintosh  from  Apple  Computer  Inc. 
might  rejigger  the  circuitry  on  its  Power- 
PC chip  and  then  run  software  written  for 
Intel  Corp.'s  microprocessors.  Or  an  iPod 
music  player  could  turn  into  a  handheld 
computer— or  detect  an  incoming  call 
and-convert  itself  into  a  cell  phone. 

IBM  is  hardly  the  only  chipmaker 
chasing  morphing  semiconductors.  Vir- 
tually every  major  supplier  of  so-called 
logic  chips  is  working  on  some  such  no- 
tion, including  Hewlett-Packard,  Intel, 
NEC,  Philips  Electronics,  and  Texas  In- 
struments. A  dozen  or  more  startups  are 
in  the  race  as  well,  including  Velogix, 
picoChip  Designs,  and  MathStar. 


Laying  a  new  foundation  for  proces- 
sors is  crucial  because  the  usual  way  of 
boosting  performance,  by  adding  more 
transistors,  is  running  out  of  steam.  Or 
rather,  it's  running  into  steam— in  the 
form  of  too  much  heat.  The  chips  coming 
by  2008  will  have  circuit  lines  so  skinny 
that  an  advanced  microprocessor  could 
sport  roughly  20  miles  of  tiny  wires.  The 
juice  needed  to  push  signals  through  cir- 


cuitry that  long  could  generate  enough 
heat  to  melt  the  wires. 

One  way  to  avoid  that  is  to  carve  up 
each  silicon  slab  into  two  or  more  proces- 
sors with  shorter  circuitry.  Advanced  Mi- 
cro Devices  Inc.  is  already  doing  this.  In- 
tel's upcoming  "dual  core"  chips  will 
further  exploit  this  approach  with  some- 
thing called  Vanderpool  Technology7. 
These  chips  can  simultaneously  boot  up 
two  different  operating  systems— say, 
Windows  XP  and  Linux— each  running 
different  software  applications. 

BRAINY  CONSOLE 

THE  BRAIN  IN  Sony  Corp.'s  PlayStation  3 
video-game  console,  slated  to  hit  Japa- 
nese markets  late  this  year,  will  contain' 
nine  processors:  a  PowerPC  overseeing 
eight  simpler  processors.  This  multicore 
chip,  called  Cell,  was  developed  jointly  by 
IBM,  Sony,  and  Toshiba.  Sony  claims  the 
Cell  will  make  the  PlayStation  3  as  pow- 
erful as  Deep  Blue,  the  IBM  computer 
that  dethroned  chess  champion  Garry 
Kasparov  in  1997.  And  Toshiba  Corp.  en- 
visions Cell  seeding  a  new  generation  of 
"smart"  high-definition  TVs  and  other 
consumer- electronics  gear. 
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Cell  has  another  form  of  reconfigura- 
bility.  Each  sliver  of  silicon  is  studded 
with  thousands  of  so-called  eFuses.  If  the 
chip's  watchdog  circuit  detects  a  mal- 
|  function,  it  will  disconnect  that  segment 
by  blowing  one  of  the  fuses,  then  call  up 
spare  circuitry  that  was  held  in  reserve. 

IBM's  Power5  chips  also  feature  this 
technology.  For  Big  Blue,  eFuses  have  an 
economic  benefit:  IBM  can  crank  out  high 
volumes  of  identical  chips,  then  blow  fus- 
es to  tailor  them  for  a  given  market.  "The 
graphics  processor  has  to  be  configured 
one  way  in  an  IBM  computer  and  anoth- 
er way  for  a  Macintosh,"  notes  Subra- 
manian  Iyer,  an  engineer  and  co -inventor 
of  the  eFuse  technique.  "Before,  we  had 
to  make  two  different  chips  and  try  to  pre- 
dict how  many  of  each  we  would  need. 
Now,  we  just  make  one  chip." 

In  terms  of  dexterity,  though,  the  cur- 
rent champ  of  reconfigurability  is  the 
field-programmable  gate  array  (FPGA). 
Think  of  an  FPGA  as  a  wire  grid  with  sil- 
icon traffic  lights  at  every  junction.  Spe- 
cial control  instructions  adjust  the  stop 
and  go  lights,  directing  electronic  signals 
along  a  specific  route.  This  process  can 
map  the  zigzag  path  of  a  new  circuit 


thousands  of  times  a  sec- 
ond. So  the  chip  can  create 
a  custom  circuit  for  pro- 
cessing each  successive 
step  in  a  program. 

Eventually,  such  chips 
may  turn  anything  electron- 
ic into  "a  mass  market  of 
one,"  says  Ivo  Bolsens,  chief 
technology  officer  at  Xilinx 
Inc.,  an  FPGA  supplier  in 
San  Jose,  Calif.  "Say  you  buy  a  new  re- 
mote control,"  he  says.  "It  starts  out  emp- 
ty. But  when  you  bring  it  home,  it  recog- 
nizes all  the  systems  you  have— the  make 
and  model  of  your  TV,  your  DVD  player, 
your  stereo— and  customizes  itself  to 
send  the  proper  signals." 

FIENDISH  PROGRAMMING 

WHILE  THAT  DEGREE  of  reconfigura- 
bility in  consumer  products  is  still  down 
the  road,  FPGAs  are  finding  their  way 
into  big  computers.  Last  February  su- 
percomputer pioneer  Cray  Inc.  reported 
remarkable  results  with  its  compact  new 
system,  the  Cray  XD1.  It's  built  with 
motherboards  that  each  have  one  AMD 
chip  and  six  FPGAs.  Primed  for  breaking 
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at  home 


uick-Change  Artists 

i/ith  reconfigurable  chips,  products  can  rewire  themselves  to 
rocess  different  types  of  signals.  Here's  how  it  works  in  semi- 
onductors  known  as  field-programmable  gate  arrays  (FPGAs): 


chips  have  millions 
f  little  traffic  switches  that 
an  open  or  close  thousands 
t  times  a  second,  as  in  this 
implifieddiagram.lt  the 
psk  at  hand  is  arithmetic, 
ay,  the  chip  arranges  these 
witches  so  the  series  of 
Hectronic  signals  (green 
»alls)  are  routed  through 
circuit  to  perform  addition 
lop).  If  the  next  task  is  to 
reate  sounds,  the  traffic 
Iwitches  would  change  and 
nakeadigital-signal- 
irocessing  circuit  (bottom), 
ioon,  this  basic  approach 
iromises  to  create 
;hameleon  processors 
hat  can  instantly  turn  an 
^od  music  player  into  a 
ell  phone  or  a  handheld 
omputer. 
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cryptographic  codes,  the 
FPGAs  boosted  speeds  by 
1,000  times.  But  that's  un- 
usual, admits  Steven  L. 
Scott,  Cray's  chief  technol- 
ogy officer.  More  typical 
results  come  from  geologi- 
cal modeling  of  oil  compa- 
ny seismic  data.  At  that,  the 
XD1  was  15  times  to  100 
times  faster. 
Unfortunately,  writing  the  programs 
that  rewire  an  FPGA  is  difficult  and  time 
consuming.  But  several  academic  institu- 
tions are  striving  to  simplify  the  chore. 
The  Ohio  Supercomputer  Center  is  as- 
sembling a  library  of  mix-and-match 
software  modules,  for  example. 

Programming  the  chip  that's  emerging 
in  Texas  won't  be  such  a  hassle,  says 
Burger,  because  the  chip  was  designed 
precisely  to  make  the  task  easier.  Partly 
that's  done  with  multiple  cores  preconfig- 
ured  for  common  logic  operations,  so  the 
traffic  switches  just  need  to  shunt  signals 
to  the  proper  core. 

Burger  figures  the  transition  to  recon- 
figurable chips  will  stretch  into  the  next 
decade.  But  Tsugio  Makimoto,  Sony's 
chief  technology  officer,  predicts  the 
turning  point  will  be  2007  From  then  on, 
he  expects  adaptive  chips  to  be  the  norm 
for  new-product  design  efforts. 

Computer  visionaries  believe  reconfig- 
urability will  help  usher  in  the  next  leap 
in  digital  evolution:  ubiquitous  comput- 
ing. Then,  practically  everything  you 
touch  at  home  or  the  office  will  contain 
chips  that  know  you  and  your  prefer- 
ences—and can  talk  wirelessly  to  nearby 
chips.  For  this  new  era,  Intel  plans  a  mul- 
ticore  chip  for  controlling  not  only  PCs 
but  also  TVs,  appliances,  and  copy  ma- 
chines. And  a  wireless  networking  chip, 
or  a  core,  won't  care  whether  the  jabber- 
ing is  wrapped  in  Bluetooth  or  Wi-Fi— 
two  different  wireless  standards.  It  will 
just  adapt  to  whatever  is  in  the  air. 

How  all  this  will  be  achieved  is  still  un- 
certain. Current  morphing  techniques 
could  get  hammered  by  some  new  break- 
through, such  as  the  FPGA-like  grid  in  the 
works  at  Hewlett-Packard  Co.,  which 
would  replace  silicon  with  a  cheap  con- 
ducting plastic.  But  among  chip  mavens, 
the  vision  of  the  final  payoff  is  surprising- 
ly consistent.  All  the  smart  gear  in  homes, 
offices,  and  cars  is  linked  together,  and  no 
product  will  be  frozen  in  time  by  the  chips 
installed  at  the  factory.  With  chameleon 
chips,  regardless  of  how  frenetic  the  pace 
of  innovation  becomes,  even  hardware 
upgrades  will  be  just  a  download  away.  ■ 
-By  Otis  Port  in  New  York 
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THE  BEST-RUN  BUSINESSES  RUN  SAP 


Your  business  needs  are  unique.  Your  goals  are  defined.  But  the  issues  you  deal  with  every  day 
are  complex.  Which  is  why  SAP  creates  modular  software  solutions  for  the  business  you're  in. 

NEITHER  HAVE  WE. 


Individual  solutions  for  individual  industries. 
At  SAP  we  know  business  fundamentals,  and  we  know 
what  makes  each  business  fundamentally  different. 
So  whether  you're  a  large  company  or  a  not-so-large 
company;  whether  you're  into  high  fashion  footwear  or 
high  performance  engines,  SAP  has  a  specific  solution 
for  you  —  and  it's  grounded  in  our  years  of  working 
with  the  best-run  businesses  in  your  industry. 


What  can  SAP  do  for  your  company?  We  ian  give 

you  flexible  solutions  to  help  you  be  successful  in  an 
ever-changing  market.  Solutions  that  let  you  create 
innovative  business  processes  that  will  keep  \ou 
ahead  ot  the  competition.  We  know  you  don't  want 
to  buy  more  than  you  need.  So  we  have  modular 
solutions  that  enable  you  to  tackle  a  problem  with 
precision  and  within  budget. 


Small,  medium  and  large  companies  run  SAP. 

While  many  SAP  customers  are  in  the  Fortune  500, 
thousands  of  midmarket  leaders  —  icons  like  The 
North  Face,  Oakley  and  Montblanc  -  run  SAP.  And 
so  do  companies  that  may  not  be  on  the  tip  of  your 
tongue,  like  YAK  PAK  and  Crestron  Electronics. 


We  recognize  you  want  a  system  that  will  work  with 
what  you  ahead)  have.  So  we  have  an  open  platform 
that  lets  \ou  leverage  your  existing  investments  and 
keep  \our  options  open  for  the  future.  SAP  has 
33  years  of  experience  partnering  with  some  of  the 
world's  most  successful  companies. 


We  also  have  a  network  ot  qualified  channel  partners,        Find  out  at  sap.com/unique  how  we've  helped  them 
so  you  can  be  sure  you're  getting  the  best  solution  for       deliver  results  and  how  we  can  help  you  do  the  same. 
\our  needs  and  the  best  service  for  your  investment. 
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superhero  movie 
family  is  an  apt 
allegory  for  small 
fry  superachievet 


<J        C> 


IN  PIXAR'S  MEGAHIT  THE  INCREDIBLES,  A  RETIRED 
superhero  and  his  family  pool  their  talents  to  triumph 
over  mediocrity.  Taking  their  various  superpowers  off  the 
shelf,  they  foil  a  villain  named  Syndrome  whose  evil  goal 
is  to  eliminate  all  high  achievers  from  society.  The  fami- 
ly flick— which  has  brought  in  more  than  $630  million  in 
worldwide  ticket  sales— helped  propel  Pixar  Animation 
Studio  onto  this  year's  Hot  Growth  list  of  America's  fastest- 
growing  small  companies. 

The  Incredibles  also  serves  as  an  apt  allegory  for  Business- 
Week's annual  survey  of  high-achieving  small  fry.  What  these 
companies  prove  is  that  talent,  teamwork,  and  creativity  often 
win  out,  even  against  tough  foes  like  a  struggling  economy  and 
fierce  competition.  Most  of  this  year's  top  performers  have  hit 
on  innovative  ideas  or  tapped  into  economic  trends  that  con- 
tinue to  fuel  their  growth.  Some  are  famous  names.  But  many 
have  toiled  in  obscurity  for  years— even  decades— tweaking 
their  business  models  multiple  times  before  finally  hitting  on 
winning  formulas.  What  they  all  have  in  common  is  that,  like 


the  Incredibles  family,  they've  learned  to  exploit  their  special 
strengths  to  persevere  against  rivals.  And  there's  not  a  hint  of 
mediocrity  among  them. 

For  Pixar,  the  winning  mix  has  been  talent  tempered  by  re- 
straint. The  19-year-old  company— which  makes  its  Hot 
Growth  debut  at  No.  32— has  released  fewer  than  one  film  a 
year.  Chief  Executive  Steven  P.  Jobs  of  Apple  Computer  Inc. 
fame  even  brags  that  on  each  of  its  six  films  to  date,  Pixar  has 
incurred  additional  expenses  to  stop  production  and  fix  prob- 
lems with  the  stories.  "Quality  is  more  important  than  quanti- 
ty, and  in  the  end,  it's  a  better  financial  decision  anyway,"  says 
Jobs.  "If  you  can  make  a  film  a  year  that' s  a  home  run,  it's  a  lot 
better  than  hitting  two  doubles."  Hits  such  as  Toy  Story,  Finding 
Nemo,  and  The  Incredibles  have  brought  in  billions  in  box-office 
receipts  and  merchandise  sales.  Over  the  past  three  years, 
Pixar's  sales  have  risen  an  average  54.4%  annually,  while  prof- 
its have  jumped  55.9%  a  year. 

Pixar  is  the  only  movie  maker  on  this  year's  Hot  Growth  list, 
but  it  is  far  from  alone  in  its  ability  to  thrive.  Small  companies 
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continue  to  boost  a  sputtering  economy  by  hooking  customers 
on  their  distinctive  goods  and  services.  They  are  a  prime  source 
of  innovation,  producing  13  times  as  many  patents  as  large 
companies  do.  They  account  for  50%  of  the  nonfarm  gross  na- 
tional product  and  create  75%  of  all  new  jobs,  according  to  the 
Microcap  Company  Political  Action  Committee  in  Washington. 
And  as  many  alumni  of  the  Hot  Growth  100  can  attest,  their 
hard  work  often  pays  off.  Past  hst  members  who  have  graduat- 
ed to  the  big  time  include  Abercrombie  &  Fitch,  Whole  Foods 
Market,  Cisco  Systems,  eBay,  and  Apollo  Group,  which  man- 
ages the  University  of  Phoenix. 

COLD  WINDS  BLOW 

BEING  HOT  NEVER  GUARANTEES  longevity.  The  small-com- 
pany  world  is  rife  with  volatility.  Some  past  Hot  Growth  en- 
trants ended  up  on  our  list  after  staging  spectacular  turn- 
arounds but  then  failed  to  sustain  enough  growth  to  keep  them 
on  top.  Others  were  fueled  by  fads  or  trends  that  turned  stale, 
and  then  they  got  left  in  the  dust  when  their  customers  moved 
on  to  the  next  big  thing.  Investors  are  particularly  unforgiving 
of  small,  fast-growing  companies  that  turn  cool,  making  this 
sector  an  especially  risky  one. 

For  some  on  this  year's  Hot  Growth  hst,  success  has  been  a 
hard  slog.  No.  10  Laserscope,  a  San  Jose  (Calif.)  maker  of  med- 
ical devices,  made  the  hst  in  1991  but  then  faltered  as  it  tried  to 
sell  its  laser-based  systems  in  too  many  markets.  In  1999,  CEO 
Eric  M.  Reuter  refocused  marketing  efforts  on  the  rapidly  grow- 
ing population  of  aging  baby  boomers.  Today,  Laserscope  is 
back  on  top,  thanks  to  a  line  of  products  called  GreenLight, 


The  Winners 


used  to  treat  enlarged 
prostates— a  condi- 
tion that  30%  of  men 
over  the  age  of  50  will 
eventually  develop. 

Laserscope's  solu- 
tion lit  up  a  sorely 
underserved  market. 
The  standard  treat- 
ment for  enlarged 
prostates  has  been 
surgery  that  can 
cause  dangerous 
bleeding  and  loss  of 
sexual  function.  The 
operation  is  so  dread- 
ed   that    urologists 

jokingly  refer  to  it  as  the  Roto-Rooter.  Now  many  of  them  are] 
using  Laserscope's  device  instead.  It  fires  a  green  laser  direct- 
ly at  the  blood  vessels  in  the  enlarged  prostate  gland,  which  va- 
porizes the  abnormal  tissue,  causing  few  side  effects.  "If  s  like 
a  blowtorch  on  a  snowbank,"  Reuter  explains.  Laserscope 
earns  about  $600  per  procedure  by  selling  a  disposable  fiber- 
optic catheter  that  must  be  replaced  each  time  the  GreenLight 
machine  is  used— a  classic  razor/razor-blade  business  model. 
In  the  three  years  since  it  introduced  GreenLight,  Laserscope 
has  seen  its  sales  jump  an  average  38%  a  year.  Profits  in  the 
first  quarter  of  this  year  rose  124%,  to  $5  million,  on  sales  of 
$28.2  million. 
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HOT  GROWTH  CLASS  OF  2003 

These  Alums  Really 
Make  The  Grade 


As  frequent  returnees  to  the  Hot 
Growth  list  can  attest,  the  key  to 
staying  hot  is  adapting  to  new 
trends  without  growing  too  fast. 
Few  have  done  that  better  than 
Philadelphia-based  retailer  Urban  Outfitters 
Inc.,  which  has  made  an  impressive  six 
appearances  on  the  Hot  Growth  100.  The  35- 
year-old  clothing  and  lifestyle  accessories 
chain,  aimed  at  hip  twentysomethings,  has 
steadily  expanded  its  reach,  using  cash— not 
debt— to  grow  to  78  stores.  Urban  also  has 
carved  out  a  lucrative  niche  with  its  67-store 
Anthropologie  chain,  which  deftly  translates 
the  cool  Outfitters  look  to  older  females. 
Urban  has  been  good  to  investors,  too:  Its 
stock  has  returned  a  phenomenal  495%  over 
the  past  two  years,  making  it  the  top 
performer  of  the  Hot  Growth  Class  of  2003. 

Each  year,  as  we  prepare  our  rankings, 
BusinessWeek  takes  a  look  back  to  the  Hot 
Growth  class  from  two  years  before  to  see 
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how  well  it  fared.  That  leaves  enough  time  to 
account  for  any  short-term  anomalies  and  to 
make  fair  comparisons  with  growth-oriented 
and  broad  indexes. 

The  results  have  never  been  better.  Of  the 
100  companies  on  the  2003  list,  81  had 
positive  returns,  while  just  16  produced  losses 
for  shareholders.  (Three  companies  were 
merged  or  acquired.)  Not  even  in  the  heady 
days  of  the  late  '90s  did  so  many  Hot  Growth 
alumni  perform  so  well.  An  investment  in  the 
Class  of  2003  would  have  been  a  winner:  As  a 
weighted  index,  the  group  netted  a  return  of 
47%.  That's  right  in  line  with  the  49%  gain  of 
the  small-cap  Russell  2000  index,  and  it  far 
outpaces  a  31%  return  on  the  Standard  & 
Poor's  500-stock  index. 

That  strong  run  reflects  the  favored  status 
that  small  and  mid-cap  stocks  have  won  over 
the  past  couple  years.  In  2003  small-cap 
stocks  traded  at  a  40%  discount  to  large  caps 
on  the  measure  of  price-to-sales,  estimates 


Richard  S.  Tortoriello,  a  Standard  &  Poor's 
equity  analyst.  That  led  value-hungry 
investors  to  pour  money  into  small  stocks. 
What's  more,  low  interest  rates  helped 
growing  companies  to  easily  tap  cash.  "If 
small  companies  have  decent  credit  access, 
that  tells  us  their  growth  rates  will  be  good," 
says  Satya  Pradhuman,  chief  small-cap 
strategist  at  Merrill  Lynch  &  Co. 

It  helps  to  develop  a  product  or  service 
that  fills  an  unmet  need.  Las  Vegas-based 
Shuffle  Master  Inc.,  which  returned  147.5%  for 
investors,  makes  a  shuffling  machine  that 
allows  casinos  to  deal  more  hands.  Innovative 
players  that  can  ease  the  burden  of  rising 
health-care  costs  have  been  rewarded 
handsomely,  too.  American  Healthways  Inc., 
based  in  Nashville,  has  posted  a  healthy 
return  of  202%  since  2003,  as  insurers  and 
big  businesses  clamor  for  its  programs,  which 
help  workers  manage  costly  diseases  such  as 
diabetes  and  heart  trouble.  "If  you  are  a 
company  that  has  proof  it  can  drive  down 
health-care  costs,  you  will  be  highly  in 
demand,"  says  CEO  Ben  R.  Leedle  Jr. 

A  rising  tide  and  favorable  economic 
conditions  are  no  fail-safe  against  growing 
pains,  though.  The  worst  performer  on  the 
Hot  Growth  list,  99tf  Only  Stores,  grew  too  fast 
for  its  own  good.  As  cash-strapped 
consumers  flooded  into  the  discount  chain, 
its  Los  Angeles  distribution  center  become 


i,:.. 


iree  Measures 


arnings  Growth* 

J  LOMAR  MEDICAL  TECHNOLOGIES 

1551.2% 

Return  on  Capital* 

USANA  HEALTH  SCIENCES 

49.8% 

SERSCOPE 

575.| 

AEROPOSTALE 

29.6 

WRANCE  ELECTRONICS 

454.2 

TESSERA  TECHNOLOGIES 

29.4 

DDES 

422.7 

ALLIANCE  RESOURCE  PARTNERS 

28.2 

ID  TECHNOLOGY 

389.0 

COGENT 

28.1 

Data:  Standard  &  Poor's  Compustat 

Laserscope  isn't  the  only  small  company  profiting  from  an 
aging  population.  This  year,  17  members  of  the  Hot  Growth  list 
are  manufacturers  of  medical  devices  and  other  health-related 
products— making  health  care  the  most  heavily  represented  in- 
dustry. Experts  say  the  sector  is  being  buoyed  not  only  by  dem- 
ographics but  also  by  enthusiastic  investors.  They're  hoping  to 
get  in  early  on  medical-device  successes— in  essence  trying  to 
spot  the  next  Boston  Scientific  Corp.  or  Medtronic  Inc.  "A  lot  of 
these  companies  have  taken  off  beyond  the  moon,  and  investors 
are  excited,"  says  Jack  Wynn,  manager  of  the  Microcap  Com- 
pany Political  Action  Committee. 

Many  health-care  companies  on  our  list  are  enjoying  huge 


investor  support.  They  include  No.  81 
Ventana  Medical  Systems  Inc.,  a  Tucson 
company  that  makes  diagnostic  tools, 
which  has  seen  its  stock  fry  66.6%,  to  42 
a  share,  in  the  past  year.  Shares  of  No.  4 
Palomar  Medical  Technologies  Inc.  in 
Burlington,  Mass.,  have  run  up  48.7% 
in  that  time.  The  Russell  2000  Health 
Care  Index,  by  contrast,  has  returned 
just  1.8%  over  the  past  year,  pulled 
down  by  weakness  in  the  pharmaceuti- 
cal and  biotech  sectors. 

Concerns  about  terrorism  are  bol- 
stering companies  that  make  security- 
related  products.  No.l  on  our  list, 
Cogent  Inc.,  makes  fingerprinting  sys- 
tems, facial-recognition  software,  and 
other  technologies  used  by  law-enforcement  agencies  and  the 
U.S.  government's  Homeland  Security  Dept.  And  the  South 
Pasadena  (Calif.)  company's  systems  were  used  to  validate  vot- 
er eligibility  in  Venezuela's  elections.  It's  no  wonder  Cogent's 
sales  have  grown  89.4%  per  year  on  average  for  the  past  three 
years  and  profits  are  up  332.3%  annually. 

HOW  SWEET  IT  IS 

TO  CRAFT  OUR  LIST  of  superachievers,  BusinessWeek  sifts 
through  a  database  of  2,200  publicly  traded  companies  with 
revenues  of  $50  million  to  $1.5  billion  a  year.  Then  we  rank 
them  by  sales  and  earnings  growth,  as  well  as  return  on  capi- 


overtaxed  and  inventory  didn't  reach  stores. 
At  the  same  time,  local  supermarket  chains 
competed  aggressively  against  990  Only  on 
pricing.  The  company's  woes  crystallized  in 
April,  2004,  when  the  stock  tanked  30%  after 
the  retailer  drastically  reduced  its  financial 
outlook.  Then  Chairman  David  Gold  had  heart 
bypass  surgery,  spooking  investors  even 


more.  Chief  Executive  Eric  Schiffer  did  not 
return  calls  seeking  comment. 

Such  cautionary  tales  were  few  and  far 
between  for  the  Hot  Growth  Class  of  2003.  In 
fact,  three  standouts  are  making  their  second 
consecutive  appearance  on  our  list  of  top  ten 
alumni:  Alliance  Resource  Partners,  a  coal 
producer  riding  the  commodities  boom; 
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URBAN  OUTFITTERS 

494.8% 

COGNIZANT  TECH  SOLUTIONS 

367.8 

QUALITY  SYSTEMS 

225.0 

CENTRAL  EUROPEAN  DISTR 

205.9 

AMERICAN  HEALTHWAYS 

201.8 

ALLIANCE  RESOURCE 

194.6 

LIFELINE  SYSTEMS 

188.4 

AMERICAN  VANGUARD 

163.7 

SHUFFLE  MASTER 

147.5 

American  Vanguard,  which  sells  a  portfolio  of 
pesticides;  and  Central  European  Distribution, 
which  had  the  foresight  to  stake  out  part  of  the 
vodka  market  in  Poland.  A  favorable  market 
helps,  but  as  the  best  Hot  Growth  performers 
show,  execution  matters  more. 

-By  Brian  Hindo  in  New  York, 
with  Amy  Barrett  in  Philadelphia 
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-56.4 

♦♦ 
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WHITE  ELECTRONIC  DESIGNS 
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-33.6 
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» 

ZOLL  MEDICAL 
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•a 
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alculated  using  the  stock  price  as  of  Apr.  29;  excludes  companies  not  trading  on  that  date 
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RELIEF  FOR 
BACK  PAIN 

Trussell's 
Tempur- 
Pedic  is  a 
newcomer 
this  year 


tal  over  three  years.  Contenders  must  have  a  market 
cap  of  $25  million  or  more  and  a  stock  that  trades 
for  at  least  $5  a  share.  We  ax  companies  whose 
shares  are  underperforming  the  NASDAQ  composite 
index.  Recent  earnings  disappointments  also  dis- 
qualify some  finalists.  The  top  100  survivors  make 
our  list. 

The  raw  numbers  prove  how  sweet  life  can  be  for 
small  companies  with  big  ideas.  Sales  for  the  100  top 
finishers  grew  an  average  annual  30.7%  over  three 
years.  Annual  earnings  jumped  a  staggering 
118.9%.  The  S&P  Industrials,  by  comparison,  posted 
revenue  growth  of  just  7.3%  a  year  and  earnings 
growth  of  34.6%.  The  Hot  Growth  management 
teams  also  displayed  a  talent  for  investing  their  as- 
sets. The  average  return  on  capital  was  14.8%— 
more  than  double  that  of  the  S&P  Industrials. 

Companies  that  address  upscale  audiences  ex- 
celled this  year,  including  retailers  Coldwater 
Creek  Inc.  (No.  70)  and  Chico's  FAS  Inc.  (No.  15), 
which  is  making  a  remarkable  seventh  appearance 
on  the  Hot  Growth  list.  New  to  the  list  this  year  is 
Tempur-Pedic  International  Inc.,  maker  of  pricey 
mattresses,  pillows,  and  other  sleep -friendly  prod- 
ucts. Tempur-Pedic— invented  by  a  couple  of 
Swedish  entrepreneurs  in  conjunction  with 
NASA— was  originally  marketed  direcdy  to  con- 
sumers as  an  alternative  to  mass-market  bedding. 
"We  were  the  back-pain  mattress,"  says  CEO  Robert  Trussell 
Jr.,  who  obtained  exclusive  rights  to  distribute  Tempur-Pedic 
products  in  the  U.S.  in  1992. 

After  consumers  saw  Tempur-Pedic's  ads  on  TV,  they  began 
asking  for  the  mattress  in  furniture  stores,  most  of  which  did 

The  Growth  Areas 

The  100  companies  on  our  list  come  from  all  parts  of  the 
economy,  but  at  any  given  time  certain  hot  sectors  dominate 
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Industries 

NO.  OF  COMPANIES  ON  THE 
2005  LIST          2002  LIST 

HEALTH-CARE  EQUIPMENT  &  SERVICES 

17 

21 

RETAILING 

13 

14 

TECHNOLOGY  HARDWARE  &  EQUIPMENT 

12 

3 

SOFTWARE  &  SERVICES 

12 

10 

ENERGY 

9 

0 

CAPITAL  GOODS 

9 

10 

COMMERCIAL  SERVICES  &  SUPPLIES 

5 

8 

SEMICONDUCTORS 

4 

0 

HOUSEHOLDS  PERSONAL  PRODUCTS 

4 

1 

CONSUMER  DURABLES  &  APPAREL 

4 

5 

MATERIALS 

3 

1 

CONSUMER  SERVICES 

2 

19 

Dale  Bus  'nes                         •  iPoor's  Co<- ; 

not  carry  it  "That  really  greased  the  wheels,"  says  Trussell,  wh< 
set  out  to  respond  to  customer  demand  by  increasing  Tempur 
Pedic's  retail  presence.  The  products  are  now  carried  in  4,60( 
stores,  including  chains  such  as  Brookstone,  Linens  'n  Thing.' 
and  Bed  Bath  &  Beyond.  Thanks  to  strong  retail  demand,  Tern 
pur-Pedic's  sales  have  jumped  an  average  47.1%  annually  fo 
the  past  three  years,  and  profits  have  risen  88.6%  a  year,  plac 
ing  the  Lexington  (Ky.)  company  62nd  on  our  list. 

"AHEAD  OF  THE  PUCK" 

ANTICIPATING  CUSTOMERS'  NEEDS  is  important  in  any  in 
dustry,  but  in  a  struggling  sector  it  can  make  the  difference  be 
tween  simply  surviving  and  thriving.  While  information  tech 
nology  hasn't  made  a  big  comeback  quite  yet,  some  tec! 
companies  have  roared  onto  the  Hot  Growth  list  by  targeting 
fast-growing  pockets  of  demand.  No.  46  Avid  Technology  Inc. 
for  example,  sells  editing  software  to  film  and  TV  producers 
Avid's  profits  have  grown  an  average  389%  annually  over  the 
past  three  years. 

Avid  was  one  of  the  first  companies  to  introduce  a  line  o 
digital  editing  tools  for  high- definition  television  production 
HDTV  has  been  slow  to  catch  hold,  but  Avid's  faith  that  the 
new  tech  format  would  eventually  prevail  is  beginning  to  reap 
dividends.  Last  season,  28  TV  shows  were  created  with  Avid'f 
HD  tools— a  40%  increase  over  the  previous  year.  CEO  David  A 
Krall  likens  his  job  to  that  of  a  hockey  player.  "We  spend  a  loi 
of  time  looking  at  trends  and  trying  to  get  out  ahead  of  the 
puck,"  he  says. 

One  of  Avid's  most  loyal  customers  is  fellow  Hot  Growth  en- 
trant Pixar,  which  used  Avid's  software  to  create  The  Incredibles 
Clearly,  when  you're  small,  it  helps  to  ride  the  coattails  of  youi 
fast-growing  friends.  But  as  these  and  the  other  Incredibles  or 
the  Hot  Growth  100  show,  it's  innovation,  nimbleness,  and 
plain  old  smarts  that  ultimately  set  the  winners  apart  from 
those  who  are  just  mediocre.  ■ 

-With  Peter  Burrows  in  San  Mateo,  Calif. 
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SHOULD  THE  PRIME  RATE  EVER  COME  AL  DENTE, 
WE'LL  MAKE  ONE  KIND  OF  SOFTWARE  SOLUTION. 


Your  business  is  unique.  Your  goals  are  defined.  But  the  issues  you  deal  with  every  day  are  complex.  Which  is  why 
SAP  makes  modular  software  solutions  tor  the  business  you're  in.  Whether  you're  a  large  company  or  a  not-so-large 
compart) .  Whether  your  eye  is  on  pasta  sales  or  periodic  rate  caps.  We  have  an  SAP*  solution  for  \  ou  -  and  it's  grounded 
in  our  years  ot  working  with  the  best-run  businesses  in  your  industry.  Because  we  know  business  fundamentals. 
And  we  know  w  hat  makes  your  business  fundamental])  different.  And  so  does  our  software.  Visit  sap.com/unique  or 
call  800  880  1727  to  see  how  we  can  help  your  business. 


THE  REST-RUN  RUSINESSES  RUN  SAP 
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JUICE  JOLTS  Schlosberg  anc 
Sacks  kept  adding  caffeine 
and  sugar,  and  consumers 
finally  took  note 
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Hansen  Natural 

Charging  at  Red  Bull  with 
a  brawny  energy  brew 


HEALTH  NUTS  KNOW 
Hansen  Natural  Corp. 
as  a  maker  of  whole- 
some beverages  such 
as  preservative-free 
natural  sodas  and  low- 
carb  peach  smoothies. 
But  these  days  Hansen  is  blowing 
through  beverage  aisles  with  an  entirely 
different  product.  Hansen's  Monster  En- 
erg}'  drinks  offer  giant  doses  of  caffeine 
and  sugar  in  big  black  cans  adorned 
with  neon-colored  claw  marks.  The 
scary  packaging,  plus  a  bevy  of  extreme- 
sports  sponsorships,  positions  Monster 
as  an  edgy  alternative  to  Red  Bull  in  the 
fast-growing,  $2  billion  a  year  energy- 
drink  market.  Monster's  slogan:  "Un- 
leash the  beast." 

Monster    has     certainly    energized 


Hansen.  The  company  has  seen  its  sales 
more  than  double  since  it  introduced  the 
brand  in  April,  2002.  Last  year,  Hansen 
earned  $20  million  on  sales  of  $180  mil- 
lion, up  from  just  $3  million  of  profits  on 
sales  of  $80  million  in  2001.  Sales  nearly 
doubled,  while  profits  quadrupled,  in 
this  year's  first  quarter.  Those  results 
helped  Hansen  earn  the  No.  26  spot  on 
BusinessWeek's  annual  ranking  of  Hot 
Growth  Companies. 

Hansen  owes  its  transformation  to  two 
South  African  businessmen,  Rodney  C. 
Sacks,  55,  the  company's  chairman  and 
chief  executive,  and  Hilton  H.  Schlosberg, 
51,  president  and  chief  financial  officer. 
After  raising  $6  million  from  family  and 
friends,  the  pair  bought  control  of  a  pub- 
licly traded  shell  company  in  1990  and 
began  searching  for  a  business  to  buy. 


Through  an  investmenl 
banker,  they  learned  ol 
Hansen,  a  maker  of  natural 
sodas  and  juices,  whicll 
dates  back  to  one  foundecl 
by  Hubert  Hansen  in  19351 
In  1992,  Sacks  and  Schlosf 
berg  paid  $14.5  million  foJ 
the  company,  which  wail 
doing  about  $17  million  | 
year  in  sales. 

MONSTER  HIT 

THE     BUSINESS     chugge 
along,  producing  decent  ii 
unspectacular  growth,  wit 
products  such  as  fruit-fla-j 
vored  ice  teas.  "There  wasni 
a  real  point  of  difference,'] 
Sacks  admits.  Then  the  p£ 
decided  to  take  on  Red  Bull  I 
which  they  had  observe 
starting  up  in  Europe. 
1997,  the  same  year  Red  Bi 
was  launched  in  the  U.S.J 
Hansen's  Energy  hit  shelves. 
The  drink  was  carbonated! 
slightly  citrusy,  and  heavy  on  the  sugar! 
and  caffeine.  But  unlike  Red  Bull— which! 
sampled  its  product  aggressively  at  sport- 1 
ing  events  and  on  campuses— Hansen's] 
Energy  failed  to  strike  a  chord  with  core 
energy-drink  consumers,  such  as  college 
kids,  truck  drivers,  and  action  sports  fans.  I 
So  Sacks  and  Schlosberg  went  back  to| 
the  drawing  board,  mixing  up  a  new  bev- 
erage with  even  higher  levels  of  sugar  and| 
caffeine.  They  launched  the  product  un- 
der the  new  Monster  label  and  packaged! 
it  in  16-ounce  cans— twice  the  size  of  Red! 
Bull.  By  selling  the  concoction  to  local! 
beverage  distributors  at  costs  comparable 
to  Red  Bull,  they  ensured  that  consumers 
would  pay  roughly  the  same  price  (about 


WHATSH0T 

An  energy  drink 
called  Monster 
that's  flying  off 
the  shelves.  Its 
sales  rose  162% 
last  year. 


RANKING 

#26 


SALES 

$180.3 

MILLION 


EARNINGS 

$20.4 

MILLION 


LOCATION 


Corona,  Calif. 
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Get  noticed. 


Get  your  point  across. 


Get  your  documents  read. 
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Get  your  ideas  remembered.    ' 


Get  the  impact  you  need. 


Get  color  affordably. 


Get  it  done. 


For  world-class  document  management  solutions  right  in  your  neighborhood, 
call  your  Gestetner  dealer  today,  or  log  onto  www.gestetnerusa.com. 


Gestetner  gets  it  done 
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WHEN  THE  INFORMATION  NEVER  STOPS,  NOTHING  CAN  STOP  YOUR  BUSINESS. 


In  business,  keeping  people  and  information  connected  is  critical  to 
keeping  customers  satisfied.  And  yet,  at  any  given  moment,  any 
number  of  events  can  easily  derail  that  connection.  That's  why  you 
need  a  company  like  SunGard  on  your  side.  Our  Information 
Availability  solutions  provide  redundant  systems  and  networks  at  over 
70  secure  facilities  worldwide  to  make  sure  your  customers, 
employees  and  suppliers  stay  connected  24/7.  And  at  the  same  time 
keep  your  IT  staff  in  complete  control  of  your  data  and  applications. 
So  while  you're  busy  running  your  business,  we're  busy  making  sure 
your  business  is  up  and  running.  No  matter  what. 


For  years,  companies  have  trusted  SunGard  to  restore  their  IT  systems 
when  something  went  wrong.  So  it's  not  surprising  that  today 
companies  are  turning  to  us  to  mitigate  risk  and  make  sure  they  never 
go  down  in  the  first  place.  To  learn  more  about  Information 
Availability  and  how  we  can  save  your  company  on  average  25%*  visit 
www.availability.sungard.com  or  call  1-800-468-7483. 


SUNGARD 

Availability  Services 


Keeping  People 
and  Information 
Connected?" 


'Potential  savings  based  on  IDC  White  Paper,  Ensiirwf  Muwiliw 
Heeds  wrtn  an  Optimal  Inrntment  Strateo 


MUmt  AffMt  Customer 


HOT  GROWTH 


$1.99  a  can)  but  get  double  the  volume. 

Hansen  has  jolted  the  Monster  brand 
with  a  dose  of  guerrilla  marketing. 
Teams  of  Monster  "ambassadors"  give 
out  samples  of  the  product  at  concerts, 
beach  parties,  and  other  events.  The 
company  also  sponsors  motocross,  surf- 
ing, and  skateboarding  competitions. 
Hansen  representatives  in  black  Mon- 
ster vans  supplement  the  company's 
network  of  300  independent  distribu- 
tors by  assembling  store  displays  and 
restocking  specially  designed  racks  in 
convenience  store  coolers.  "A  lot  of 
companies  say  they  will  do  that; 
[Hansen]  really  delivers,"  says  Daniel  R. 
Perry^  senior  vice-president  of  Ail- 
American  Bottling  Corp.,  a  Monster  dis- 
tributor based  in  Oklahoma  City. 

Hansen  now  owns  an  18%  share  of 
the  energy- drink  category,  according  to 
the  trade  publication  Beverage  Digest. 
While  Red  Bull  remains  the  leader  with 
nearly  half  of  the  market,  Hansen's  en- 
ergy-drink sales  increased  162%  last 
year— more  than  three  times  Red  Bull's 
growth  rate.  "A  small  subset  of  con- 
sumers is  going  wild  over  these  drinks," 
says  Beverage  Digest  editor  and  publish- 
er John  Sicher.  "Hansen  is  really  riding 
a  tiger." 

CROWDED  SHELVES 

IT'S  A  JUNGLE  out  there,  though. 
Coca-Cola  Co.  is  promoting  its  new 
Full  Throttle  energy  drink.  PepsiCo  Inc. 
is  marketing  energy  drinks  under  its 
SoBe  and  Mountain  Dew  brands.  And 
independent  entrepreneurs  have  el- 
bowed their  way  in  with  products  such 
as  Rockstar  and  FUZE  Mega  Energy. 
"Every  month  we  pick  up  a  new  prod- 
uct or  two,"  says  George  Kalil,  who 
runs  an  independent  bottling  company 
in  Tucson. 

Sacks  estimates  that  the  energy- 
drink  category  is  growing  50%  a  year 
and  that  there's  room  in  the  market  for 
everybody.  "These  are  the  new  soft 
drinks  of  the  world,"  he  declares. 

Sacks  and  Schlosberg  are  fending  off 
the  attack  by  diversifying.  They've 
launched  Joker,  an  energy  drink  sold  ex- 
clusively in  Circle  K  convenience  stores, 
and  Rumba,  a  caffeine-laced  juice  drink 
designed  to  be  a  morning  pick-me-up. 
And  they  introduced  Monster  Assault, 
which  comes  in  a  black-and-gray  cam- 
ouflage can  that  says  "Declare  war  on 
the  ordinary!"  It's  a  slogan  that  could 
describe  the  juiced-up  strategy  of  this 
formerly  sleepy  beverage  player.  II 

-By  Christopher  Palmeri 
in  Corona,  Calif. 


Build-A-Bear  Workshop 

Retailing  gets  interactive 
with  toys  designed  by  tots 


AT  A  BUILD-A-BEAR 
Workshop  in  Chicago, 
little  Emily  Gusich 
skips  excitedly  from 
one  end  of  the  store  to 
the  other  in  search  of 
her  mom.  "Look, 
Mommy,"  she  yells,  proudly  holding  up  a 
caramel-colored  teddy  bear.  Not  just  any 
oP  bear,  mind  you.  Emily,  7,  has  stuffed 
this  cub  herself,  given  it  a  cloth  heart,  and 
dressed  it  with  pink  panties  adorned  with 
one  of  her  favorite  characters,  Hello  Kitty. 
Within  minutes,  Emily  has  created  a  new 
friend,  complete  with  a  special  bear  condo 
and  a  birth  certificate.  "Her  name  is 
Fluffy,"  Emily  says.  "If  s  a  girl." 

Kids  all  over  the  world  are  stuffing 
millions  of  these  furry  creatures,  making 
No.  25  Build-A-Bear  Workshop  Inc.  the 
latest  high-flying  retail  concept.  At  an  av- 
erage price  of  $32,  the  bears,  dogs,  and 
other  creatures  are  far  from  cheap.  Every 
piece  of  clothing  hikes  the  price,  and  has 


helped  Build-A-Bear  roar  to  $600  per 
square  foot  in  annual  sales— double  the 
U.S.  average  for  mall  stores.  The  176- 
store  chain  boosted  sales  41%,  to  $301.7 
million,  in  2004,  while  net  income  near- 
ly tripled,  to  $20  million. 

Build-A-Bear  is  the  brainchild  of  Max- 
ine  K.  Clark,  56,  the  company's  energetic 
CEO.  After  25  years  with  May  Department 


WHAT'S  HOT 

Stuffed  bears  that 
tots  cant  wait  to 
build  themselves. 
That  has  made  for 
average  annual 
prof  it  growth  of 
108.8%  over  the 
past  three  years. 

RANKING 

#25 

SALES 

$318.1 

MILLION 

EARNINGS 

$22.7 

MILLION 

LOCATION 

St  Louis 
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Stores  Co.,  she  stepped  away  in  1996  to 
find  something  more  creative.  Clark, 
who  loves  children  but  doesn't  have  any 
of  her  own,  became  intrigued  with  the 
idea  of  stuffed  animals  while  taking  her 
neighbor's  kids  to  the  mall.  During  the 
Internet  boom,  malls  were  considered  di- 
nosaur destinations.  But  Clark  figured 
they  just  needed  some  imagination.  "Ray 
Kroc  didn't  invent  hamburgers,"  she  says 
of  McDonald's  Corp.  entrepreneur.  "He 
just  invented  a  way  to  do  it  differendy." 

FENDING  OFF  THE  FAD  CURSE 

CLARK  IS  WELL  aware  of  the  risk  that 
the  Build-A-Bear  concept  could  grow 
stale,  like  all  the  Cabbage  Patch  Dolls 
and  Beanie  Babies  of  years  gone  by. 
She's  working  hard  to  fend  off  the  fad 
curse.  The  bear  accessories  sold  at  the 
stores  change  along  with  children's 
fickle  tastes.  After  Spider-Man  hysteria 
hit  full  throttle,  for  example,  Build-A- 
Bear  added  bear-size  Spidey  costumes. 
Retail  experts  say  the  experience  of 
making  a  bear— nearly  theatrical  for 
boys  and  girls  alike— sets  Build-A-Bear 
apart  from  past  kid  crazes.  And  similar 
to  Harley-Davidson  motorcycles  or  Dell 
computers,  the  customization  feature  is 
so  satisfying,  says  analyst  Jaison  Blair  of 
Rochdale  Securities  Corp.,  that  it 
"builds  fiercely  loyal  customers." 

Maintaining  Build-A-Bear's  torrid 
pace  will  present  significant  hurdles. 
Clark  plans  to  open  at  least  25  North 
American  locations  every  year,  plus  ad- 
ditional outlets  overseas,  where  there 
are  already  15  franchises.  But  in  some 
cities,  new  stores  have  cannibalized 
sales  at  existing  locations— a  problem 
that  could  continue  to  dog  the  company. 
In  2002  and  2003,  same-store  sales  at 
Build-A-Bears  open  for  more  than  one 
year  fell  10%  and  16%,  respectively.  In 
2004  they  rebounded  18%,  but  that  was 
partly  due  to  a  $24  million  ad  cam- 
paign, which  included  a  blitz  during 
Saturday  television  cartoons. 

Rather  than  sit  on  her  paws,  Clark  is 
rapidly  extending  the  brand.  The  com- 
pany is  testing  a  new  concept,  dubbed 
Friends  2B  Made,  which  lets  creative 
kids  build  their  own  humanlike  doll 
with  contemporary  clothing  and  acces- 
sories. Clark  believes  the  universal  ap- 
peal of  customized  toys  will  resonate 
with  old  and  young.  "The  customer 
likes  to  smile,"  she  says.  With  so  many 
more  opportunities  to  dress  toys  in  Hel- 
lo Kitty  panties  or  Bear  boxers,  plenty  of 
other  kids,  just  like  Emily,  will  be  skip- 
ping with  joy.  ■ 

-By  Roger  0.  Crockett  in  Chicago 
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BADOVINUS 

He  delivers 
within  seven 
days 


Design  Within  Reach 

High-style  furniture 
without  the  snob  factor 


ALL  HAVE 
our  favorite 
consumer  com- 
plaints: having 
to  sit  home  half 
the  day  to  let  in 
the  cable  repair- 
man or  trying  to  compare  offers  for  cellu- 
lar phone  service,  to  name  just  two.  What 
used  to  exasperate  Rob  Forbes,  a  design- 
er with  an  MBA  from  Stanford  University, 
was  waiting  months  for  new  furniture  to 
be  delivered.  Unlike  most  of  us,  though, 
he  did  something  about  it.  Six  years  ago, 
he  opened  Design  Within  Reach  Inc. 

Forbes,  54,  now  sits  on  the  board  of  the 
San  Francisco  company,  which  has  a  large 
online  and  catalog  business  and  38  stores 
in  locales  that  range  from  posh  to  hip,  in- 
cluding West  Palm  Beach,  Berkeley,  and 


Boulder.  DWR,  as  it's  known,  has  upended 
many  of  the  conventions  of  modern-fur- 
niture boutiques.  Often  at  such  stores, 
customers  have  to  work  just  to  get  in  the 
door:  Appointments  are  required  and  so 


WHAT'S  HOT 

Minimalist 
furniture  sold 
through  stores 
and  direct  mail. 
Sales  have 
jumped  an 
average  43.9% 
annually  over  the 
past  three  years. 
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$37 
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Choosing  a  dynamic  and  innovating  bank  provides  you  with  new  perpectives  and  widened 
horizons,  to  help  you  achieve  your  ambitions  today  and  tomorrow.  With  SG  Corporate  & 
Investment  Banking  all  our  clients  -  from  corporate  clients  and  financial  institutions  to  public 
sector  clients  and  investors  -  benefit  from  sound  analysis,  reliable  advice  and  the  best  financial 
solutions.  With  a  growing  worldwide  leadership  in  our  areas  of  excellence,  we  will  do  our  best 
to  respond  to  your  financing,  capital  management  or  investment  requirements  by  combining  our 
areas  of  expertise,  our  innovation  and  our  cross-product  approach  ■  SG  CIB,  your  partner  in  euro 
capital  markets,  derivatives,  and  structured  finance  ■  www.sgcib.com 
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A  workstation  with  muscle. 

Built  for  the  road. 

Introducing  mobile  productivity  with  horsepower  -  the 
Dell  Precision™  M70  Workstation  with  Intel®  Centrino™  Mobile  Technology. 

Now  you  can  dramatically  increase  productivity  by  quickly  powering  through  your  most  complex  projects.  No  matter 
where  you  are  Create,  modify  and  demo  content  anywhere.  Analyze  and  research  on  the  go.  Plus,  you  never  have  to 
worry  with  the  M70  -  a  comprehensive  set  of  ISV  certifications  ensures  this  notebook  can  run  your  application,  while 
a  range  of  security  solutions  protects  your  data,  as  well  as  your  system.  And  of  course,  workstation  support,  should 
you  need  it,  is  just  a  phone  call  away.  Add  in  an  incredibly  attractive  price  and  256MB 
OpenGL  graphics,  and  you've  got  a  workstation  that 
packs  one  powerful  punch. 


MOBILE 
TECHNOLOGY 
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too  are  interior  designers.  At  DWR  any- 
one can  walk  in.  And  the  stores  them- 
selves aren't  so  high-style  that  they  in- 
timidate. "Fve  seen  traditional  design 
studios  with  signs  that  say:  'Don't 
touch,'"  says  Wayne  L.  Badovinus,  61, 
DWR's  chief  executive  since  2000  and  the 
former  head  of  clothier  Eddie  Bauer  Inc. 
"We  wanted  to  do  this  business  differ- 
endy."  Most  important,  perhaps,  is  that 
instead  of  special-ordering  items,  DWR 
actually  keeps  an  inventory  of  Isamu 
Noguchi  chairs  and  Philippe  Starck  ta- 
bles in  a  single  warehouse  in  Kentucky. 
That  means  furniture  can  be  delivered 
within  seven  business  days,  or  overnight 
if  you  pay  more. 

"10%  IS  ENOUGH" 

SO  FAR  IT'S  an  approach  that  has  sat 
well  with  customers.  In  2004,  DWR 
posted  net  income  of  $3.74  million,  a 
26%  increase  from  the  year  before. 
Sales,  almost  half  of  which  come  from 
its  catalog  and  Web  site,  rose  an  im- 
pressive 49%,  to  $120.6  million,  placing 
it  at  No.  8  on  BusinessWeek? s  ranking  of 
Hot  Growth  Companies.  DWR  expects 
to  open  at  least  18  stores  this  year. 

DWR'S  minimalist  pieces  may  be 
available  online,  but  the  company  isn't 
aiming  at  the  masses.  A  chrome  coffee 
table  designed  by  Le  Corbusier  sells  for 
$898;  a  simple  maple  bookcase  by  Niels 
Bendtsen  is  $1,998.  The  average  house- 
hold income  of  DWR's  customers  is 
$125,000,  about  a  third  have  a  master's 
degree,  and  many  work  in  creative 
fields  such  as  architecture,  art,  and  the- 
ater. "We  aren't  going  for  90%  of  the 
population,"  says  Badovinus.  "The  oth- 
er 10%  is  enough  for  us." 

The  company  also  has  an  unusual  be- 
hind-the-scenes strategy.  Since  about 
100  items  account  for  80%  of  sales, 
DWR  limits  itself  to  selling  just  some 
700  pieces,  which  makes  managing  in- 
ventory far  less  complicated  than  at 
most  furniture  chains.  And  keeping  its 
stock  all  in  one  warehouse  "is  a  highly 
efficient  model,"  says  Peter  S.  Benedict, 
an  analyst  at  CIBC  World  Markets. 

But  a  stronger  euro  and  higher  ship- 
ping costs  are  squeezing  margins.  In  re- 
sponse, Badovinus  may  raise  prices 
and  look  for  suppliers  outsi  Europe. 
Meanwhile,,  companies  from  Grate  & 
Barrel  to  Williams-Sonoma  .  are 
adding  modern  furniture.  So  Bac  inus 
is  planning  a  line  of  sleek  furnir  re- 
even  cribs— for  children.  That  It  es 
parents  tired  of  fussy  kid  stuff  with  (  ne 
less  thing  to  complain  about.  II 

-By  Louise  Lee  in  San  Francisco 


Cogent  Leaving  its  prints 
on  the  biometrics  market 


AFTER  SNIPERS  PARA- 
lyzed  the  Washington 
(D.C.)  area  for  22  hor- 
ror-filled days  in  2002, 
a  single  fingerprint 
broke  the  case.  The 
print,  left  by  Jamaican- 
born  teen  Lee  Boyd  Malvo,  popped  up  in 
a  database  created  for  the  Immigrant  & 
Naturalization  Services  by  Cogent  Inc.,  a 
company  that  was  started  in  1990  by  a 
onetime  electrical  engineer  from  China 
named  Ming  Hsieh,  49. 

Cogent  makes  software  that  identifies 


WHATSHOT 

Software  that  law 
enforcement 
types  use  to  nab 
bad  guys.  The 
U.S.  Homeland 
Security  Dept.  is 
a  top  buyer. 
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#1 
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$108.1 
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EARNINGS 

$48.1 

MILLION 


LOCATION 

South  Pasadena,  Cali£ 

people  using  biometrics— fingerprints, 
faces,  eyeballs,  and  other  personal  char- 
acteristics. In  the  post- September  11  se- 
curity rampup,  Cogent  has  quietly  be- 
come a  hot  provider. 

The  company  specializes  in  providing 
servers  with  its  software,  which  uses  algor- 
ithms to  identify  the  110  or  more  unique 
points  on  a  typical  fingerprint  In  fiscal 
2004,  it  earned  $33.4  million  on  $877 


million  in  revenues.  Now  Cogent 
landed  solidly  at  No.  1  on  BusinessWeek'. 
list  of  the  fastest-growing  companies. 

Cogent's  calling  card  is  its  longstand- 
ing contract  with  federal  border  control 
agents.  Now  it's  getting  a  piece  of  the 
Homeland  Security  Dept's  $10  billio 
effort  to  beef  up  border  security,  includ 
ing  a  system  that  will  collect  fingerprints 
and  snap  photographs  of  everyone  who 
legally  enters  the  U.S. 

Cogent' s  revenues  from  Homeland 
Security  contracts  ballooned  from  $1.3 
million  in  2001  to  $19.7  million  last 
year.  That's  part  of  the  reason  investors 
got  so  excited  in  September,  when  Co-, 
gent  raised  $248.4  million  in  its  initial 
public  offering.  On  May  16,  Cogent  filed 
with  the  Securities  &  Exchange  Com- 
mission to  sell  11  million  additional 
shares.  Because  of  an  SEC-mandated 
quiet  period,  Cogent  declined  to  com- 
ment for  this  article. 

In  an  industry  that  is  dominated  by 
heavyweights  such  as  NEC  and  Motoro- 
la, Cogent  is  holding  its  own.  Lieu- 
tenant Larry  Bryant  of  the  Los  Angeles 
County  Sheriffs  Dept.  says  Cogent's 
system  matches  fingerprints  in  less 
than  two  minutes— half  the  average 
time  of  other  systems.  Cogent  won  a 
$15-3  million  contract  with  the  Sheriffs 
Dept.  in  2002.  "It's  all  about  speed  and 
accuracy,  and  it's  hard  to  beat  these 
guys,"  Bryant  says. 

With  nearly  half  its  sales  coming  from 
federal  government  contracts,  Cogent  is 
working  hard  to  reduce  its  dependence 
on  the  public  sector.  It's  made  some 
progress  lately.  On  May  16,  it  won  a  $5 
million  contract  to  make  terminals  for 
San  Francisco -based  Pay  By  Touch, 
which  allows  consumers  to  pay  for  prod- 
ucts with  their  fingerprints.  That  moves 
Cogent  into  manufacturing,  which  could 
cut  into  the  company's  robust  49%  profit 
margins.  Still,  the  new  venture  should 
help  maintain  a  vigorous  run  for  a  com- 
pany that  has  seen  its  fair  share  of  flash— 
from  helping  to  catch  a  sniper  to  deliver- 
ing one  of  2004's  strongest  growth 
performances.  II 

-By  Ronald  Grover  in  Los  Angeles 
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Jutsourcing.  Software  Solutions.  Consulting. 
We  join  thought  and  action,  strategy  ar 
execution  for  our  clients' achievement  in  the 
eal  world.  It's  why  we've  become  the  global 
leader  in  customer  care,  billing  and  HR  service 


g  perfected  by  doing. 


oing  perfected  by  thinking. 

create  value  for  clients  from  thinking  strengthened 
,  experience  -  and  execution  informed  by  everything 
Ve  learned.  If  you  want  to  improve  customer  and 
iployee  satisfaction  around  the  world  efficiently, 
ict  us.  We'll  help  you  raise  the  ban 

1-800-344-3000  or  visit  convergys.com 


CONVERGYS 

•  •  •  •  • 
Outthinking  Out  di  ring. 
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VANITY  FARE 

Caruso  pushed 
for  a  focus  on 


Zapping  away  the 
signs  of  aging 


JEANNIE  ROGERS  WAS  ALWAYS 
embarrassed  by  the  sun  damage 
on  her  face.  The  longtime  life- 
guard was  scarred  with  so  many 
red  and  brown  spots  that  she 
had  to  pile  on  the  makeup  to 
even  out  her  skin  tone.  Then  she 
enrolled  in  a  clinical  trial  conducted  by 
Palomar  Medical  Technologies  Inc., 
which  makes  machines  that  use  light- 
based  technology  to  erase  sun  damage. 
After  one  15 -minute  treatment,  Rogers 
was  amazed  to  discover  that  most  of  the 
discoloration  had  vanished.  "I  don't  have 
to  wear  any  makeup  at  all,"  says  Rogers,  a 
restaurant  owner  in  Newton,  Mass.  "Ifs 
really  excellent." 

Many  more  baby  boomers  like  Rogers 
are.  buzzing  about  newfangled  treat- 
ments for  sun  damage,  wrinkles,  unwant- 
ed hair,  andjother  unpleasant  trappings  of 
age.  And  when  they  go  to  their  dermatol- 
ogists or  plastic  surgeons,  they're  often 
treated  with  Palomar  gizmos.  In  the  mid- 
1990s,  Palomar  was  one  of  the  first  to  win 
Food  &  Drug  Administration  approval  for 
a  laser-based  hair-removal  machine.  Now 
doctors  are  snapping  up  the  latest  itera- 
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tion  of  its  technology,  called  the  Lux  sys- 
tem, which  can  treat  many  different  cos- 
metic conditions.  In  2004,  the  Burlington 
(Mass.)  company's  sales  rose  56.6%,  to 
$54.4  million,  and  profits  more  than 
tripled,  to  $10  million,  helping  land  Palo- 
mar at  No.  4  on  the  Hot  Growth  list. 

After  14  years  of  struggling  in  a  highly 
competitive  industry,  Palomar  is  starting 
to  turn  heads.  In  2003,  Gillette  Co. 
formed  a  research  partnership  with  Palo- 
mar to  invent  a  home  hair-removal  sys- 
tem. And  last  fall,  Johnson  &  Johnson 


WHAT'S  HOT 

Wrinkle-reducing 
devices  and  other 
light-based 
technologies  that 
physicians  and 
spas  use  to  make 
aging  baby 
boomers  look 
good. 

RANKING 

#4 

SALES 

$58.7 

MILLION 

EARNINGS 

$13 

MILLION 

LOCATION 

Burlington,  Mass. 

Cos.  picked  Palomar  to  help  it  develo 
home-use  devices  for  treating  acne,  eel 
lulite,  and  wrinkles.  Those  deals  hav 
been  jet  fuel  for  the  stock,  which  ha 
blasted  from  $1  a  share  prior  to  th 
Gillette  news  to  a  recent  $24. 

That  has  been  sweet  validation  for  CE< 
Joseph  P.  Caruso.  In  1997  he  urged  Palo 
mar's  board  to  divest  nearly  a  dozen  un 
profitable  businesses  the  company  hai 
acquired  over  the  years  and  focus  solel 
on  cosmetic  lasers.  "I  thought  the  socia 
and  economic  drivers  would  make  this 
good  business,"  recalls  Caruso,  46. 

PHOTON  TORPEDOES 

PALOMAR'S  MACHINES  use  a  technolog; 
called  pulsed  light.  They  direct  photons^ 
bundles  of  energy— at  targets  in  the  skin 
Changeable  hand  pieces  that  attach  to  tht 
Lux  system  use  various  combinations  o 
wavelengths,  pulse  durations,  and  energ} 
levels  to  achieve  different  results.  Photon- 
fired  at  melanin  in  hair  shafts,  for  example 
destroy  hair.  A  different  combination  o 
light  properties  interacts  with  hemoglobir 
in  blood— providing  a  quick  way  to  eras* 
unsightly  veins. 

Palomar's  newest  system  offers  a  bif 
advantage  for  doctors.  Instead  o: 
shelling  out  $100,000  for  a  hair-remova 
laser,  another  $100,000  for  a  vein  eraser 
and  so  forth,  as  some  rival  systems  re 
quire,  they  can  spend  $82,000  on  Palo 
mar's  base  machine,  then  buy  han 
pieces  for  each  type  of  job  for  $10,000  tc 
$35,000  each.  "We  can  get  more  th 
one  laser  in  one  box,"  says  Tina  S.  Alster 
director  of  the  Washington  (D.C.)  Insti 
tute  of  Dermatologic  Laser  Surgery, 
which  ditched  a  competing  system  last 
year  and  signed  on  with  Palomar.  "That! 
allows  a  lot  more  flexibility." 

Still,  competitors  are  starting  to  devel- 
op Lux  copycats,  and  that  worries  some 
Wall  Street  analysts.  Candela  Corp.  and 
No.  80  Cutera  Inc.  are  among  the  rivals 
trying  to  invade  Palomar's  turf.  "The  val- 
uation assumes  [Palomar]  is  going  to 
have  this  market  to  themselves,"  says  An- 
thony Vendetti,  an  analyst  for  Maxim 
Group  LLC  in  New  York.  Indeed,  Palomar 
is  trading  at  a  pricey  28  times  his  2005 
earnings  estimate. 

Caruso  is  getting  ready  for  the  compe- 
tition with  new  products  and  an  expand- 
ed sales  force.  At  one  point,  he  tested  a 
Palomar  lamp  himself,  to  smooth  out 
some  blotchiness  on  his  face.  "It  was  an 
easy,  pleasant  experience,"  he  reports. 
And  one  that  he's  betting  many  more  age- 
averse  baby  boomers  will  embrace.  ■ 

-ByArlene  Weintraub 
in  Burlington,  Mass. 
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With  lightning  speed  and  brilliant  color,  no  wonder 

the  Xerox  Phaser"  8400  printer  is  getting  rave  reviews. 

And  starting  at  just  $999,  it's  cause  for  celebration. 

Xerox  Color.  It  makes  business  sense. 


What  does  $999  buy  you?  Quite  a  bit,  when  you're 
talking  about  the  Phaser  8400.  It  prints  vivid  color 
plus  black  and  white  at  the  same  incredible  speed— 24 
pages  per  minute.  So  it's  no  surprise  that  it's 
winning  all  kinds  of  industry  recognition.  Like  PC 
World's  Best  Buy  Award  for  Color  Laser  Printers,  as 

Best 
BUY 


Si 


well  as  Buyer's  Laboratory's  Pick  of  the  Year  for 
Outstanding  Critical  Color  Printer.  Not  to  mention 
Better  Buys  for  Business's  2004  Hot  Pick  Award.  To 
learn  more  about  our  full  line  of  Xerox  network 
printers,  digital  copiers  and  multifunction  systems, 
call  or  visit  our  website  today.  Champagne,  anyone? 


XEROX, 


xerox.com/office/winning8400 
1-877-362-6567  ext.  1977 


Technology  |  Document  Management  |  Consulting  Services  | 


©2005  XEROX  CORPORATION.  All  tights  reserved-  XEROX;  Phaser-  and  Xerox  Color,  It  makes  business  sense  are  trademarks  ot  XEROX  CORPORATION  in  the  United  States  and/or  other  countries. 


SPECIAL  REPORT 


Hot  Growth  Companie 


TO  WIN  A  POSITION  IN  THIS  TABLE,  a  company 
must  excel  in  three  ways.  The  selection  process 
begins  by  ranking  companies  according  to  their 
three-year  results  in  sales  growth,  earnings  growth, 
and  return  on  invested  capital.  The  ranks  in  the 
table  are  calculated  from  these  numbers.  A 
company's  composite  rank  is  the  sum  of  0.5  times 
its  rank  in  return  on  total  capital  plus  0.25  times  its 
sales-  and  profit-growth  ranks. 

COMPANIES  WERE  DRAWN  from  Standard  & 
Poor's  COMPUSTAT  database  of  more  than  10,000 
publicly  traded  corporations.  To  qualify,  a  company 
must  have  annual  sales  of  more  than  $50  million 
and  less  than  $1.5  billion,  a  current  market  value 
greater  than  $25  million,  a  current  stock  price  of  at 


least  $5,  and  be  actively  traded.  Banks,  insurers, 
real  estate  firms,  and  utilities  are  excluded.  So  are 
companies  with  declines  in  current  financial 
results  or  in  stock  price,  as  well  as  companies 
where  other  developments  raise  questions  about 
future  performance. 

SALES  AND  EARNINGS  are  the  latest  figures 
available  through  the  most  recent  12  months. 
Earnings  include  net  income  from  continuing 
operations  before  gains  or  losses  from 
extraordinary  items. 

INCREASES  IN  SALES  AND  PROFITS  are 

calculated  using  the  least-squares  method.  If 
results  for  the  earliest  year  are  negative  or  not 
available,  the  average  is  for  two  years. 


RETURN  ON  CAPITAL  is  earnings  expressed  as 
percent  of  total  debt  and  equity.  For  ranking 
purposes,  the  maximum  allowable  annual  return 
on  invested  capital  is  100%.  If  companies  have 
made  substantial  accounting  restatements,  long- 1 
term  returns  may  be  averaged  for  two  years  instea 
of  three  years. 

TIME  PERIODS  VARY  according  to  the  month  of  I 
company's  fiscal  yearend.  Profitability  and  growth| 
are  calculated  based  on  the  most  recently 
available  data. 

STOCK  PRICE  DATA  are  as  of  April  29. 2005. 
A  •  indicates  that  a  company  also  appeared  in  las| 
year's  rankings  (BW-June  7, 2004). 


COMPANY  (STOCK  SYMBOL) 

CURRENT  RESULTS 

SALES     EARNINGS 
SMIL         SMIL. 

THREE- YEAR  AVERAGES 

INCREASE (%)        RETURN  ON 
SALES      PROFITS       CAPITAL 

INVESTMENT  DATA 

STOCK  PRICE 

P-E 
RATIO 

MARKfj 
VALUE 
SMIL 

52-WEEK 
HIGH  LOW 

RECENT 

1  Cogent  (COGT)  South  Pasadena,  Calif.  626  799-8090 
Systems  for  capturing  and  analyzing  fingerprints 

108.1 

48.1 

89.4 

332.3 

28.1 

38- 

-16 

23 

37 

1818 

2  Tessera  Technologies  (TSRA)  San  Jose,  Calif.  408  894-0700 
Semiconductor  packaging  for  electronic  devices 

87.5 

66.9 

38.4 

200.5 

29.4 

46- 

-16 

27 

19 

1120 

3  USANA  Health  Sciences  (USNA)  Salt  Lake  City  801 954-7100  • 
Health  and  personal-care  products  sold  by  self-employed  vendors 

287.6 

33.5 

35.2 

141.4 

49.8 

53- 

-24 

41 

25 

783 

4  Palomar  Medical  Technologies  (PMTI)  Burlington,  Mass.  781 993-2300 
Laser  and  light  technology  for  aesthetic  procedures 

58.7 

13.0 

45.6 

1551.2 

20.2 

31- 

-13 

22 

31 

376 

5  Aeropostale  (ARO)  New  York  646  485-5398  • 
Clothing  stores  carrying  teen  fashions 

964.2 

84.1 

45.4 

95.0 

29.6 

35- 

-22 

28 

19 

15461 

6  Mannatech  (MTEX)  Coppell,  Tex.  972  471-7400 
Nutritional  and  personal-care  products 

294.5 

19.6 

32.1 

221.8 

24.0 

26- 

-9 

20 

28 

536 

7  W&T  Offshore  (WTI)  Houston  713  626-8525 
Offshore  petroleum  exploration,  drilling 

508.7 

149.5 

50.5 

93.6 

22.1 

22- 

-18 

20 

9 

1055 

8  Design  Within  Reach  (DWRI)  San  Francisco  415  676-6500 

Home  furnishings  sold  online,  through  catalogs,  and  in  showrooms 

120.6 

3.7 

43.9 

120.5 

20.3 

19- 

-13 

15 

53 

197 

9  Kanbay  International  (KBAY)  Rosemont,  III.  847  384-6100 
Info  tech  services  for  creditors,  banks,  insurers,  and  others 

199.1 

30.2 

37.1 

138.2 

19.1 

32- 

-13 

18 

21 

593 

10  Laserscope  (LSCP)  San  Jose,  Calif.  408  943-0636 
Laser-surgery  systems  for  doctors  and  hospitals 

103.2 

17.5 

38.2 

575.5 

15.6 

37- 

-15 

32 

41 

696 

11  Central  European  Distribution  (CEDC)  Bala  Cynwyd,  Pa.  610  660-7817  • 
Importer  and  distributor  of  beer,  wine,  and  spirits  in  Poland 

580.7 

21.8 

48.0 

102.7 

17.3 

40- 

-18 

37 

28 

613 

12  World  Air  Holdings  (WLDA)  Peachtree  City,  Ga.  770  632-8000 
A \r  transport  for  passengers  and  cargo 

503.9 

25.6 

17.3 

254.1 

27.1 

8- 

-3 

7 

6 

109 

13  Reliv  International  (RELV)  Chesterfield,  Mo.  636  537-9715  • 
Nutritional  supplements,  foods,  and  skin  products 

97.0 

5.4 

22.4 

149.7 

23.9 

12- 

-6 

10 

32 

164 

14  Cognizant  Technology  Solutions  (CTSH)  Teaneck,  N.J.  201 801-0233  • 
Offshore  outsourcing  for  tech  services 

648.6 

112.4 

50.0 

65.4 

19.8 

49- 

-20 

42 

54 

5637 

15  Chico's  FAS  (CHS)  Fort  Myers,  Fla.  239  277-6200  • 
Retailer  of  women's  fashions  and  accessories 

1066.9 

141.2 

41.6 

49.6 

26.1 

30- 

-17 

26 

33 

4587 

16  Portfolio  Recovery  Associates  (PRAA)  Norfolk,  Va.  888  772-7326 

It  collects  on  defaulted  debt 

123.9 

30.4 

51.9 

60.5 

18.1 

43- 

-24 

36 

19 

557 

17  NETGEAR  (NTGR)  Santa  Clara,  Calif.  408  907-8000 

Computer  networks  for  households  and  small  businesses 

403.7 

27.2 

25.8 

69.8 

23.0 

19- 

-9 

16 

19 

507 

18  Biosite  (BSTE)  San  Diego  858  455-4808 

Medical  diagnostic  products 

259.1 

46.3 

56.0 

83.5 

14.7 

64- 

-36 

57 

22 

936 
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Deploy  an  adaptable  software  solution  without  blowing  your  budget.  Get  a  free 
business  assessment  now  that  helps  show  how  you  can  streamline  accounting, 
payroll,  project  management,  financial  reporting,  budgeting,  and  human  resources 
processes  and  get  a  rapid  return  on  investment. 

To  qualify  for  your  free  business  assessment  from  a  Microsoft  Certified  Partner, 
visit  www.business-assessment.com/ledger  or  call  1-800-498-1494. 

©  2005  Microsoft  Corporation.  All  rights  reserved.  Micr;  Our  passion."  are 

trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  S'att 


Financial  Management 

Customer  Relationship  Management 

Supply  Chain  Management 


HOT  GROWTH  COMPANIES 

COMPANY                     7BOL) 

CURRENT  RESULTS 

SALES     EARNINGS 
SMIL         SMIL 

THREE- YEAR  AVERAGES 

INCREASE  (%)        RETURN  ON 
SALES      PROFITS       CAPITAL 

INVESTMENT  DATA 

STOCK  PRICE                      uiPK,] 

52-WEEK                       P-E 
HIGH -LOW     RECENT    RATIO     SMI. 

19  Engineered  Support  Systems  (EASI)  St.  Louis  314  553-4000  • 

922.0      808 

32.2        59.5       20.7 

43-24       35        18    1445 

Sells  electronic  and  support  equipment  to  the  U.S.  military 


20  Alliance  Resource  Partners  (ARLP)  Tulsa  918  295-7600  • 
It  mines  coal  for  industry  and  utility  companies 


691.1      B7.5  12.6       94.4       28.2         81-36      65 


13 


21  K-Swiss  (KSWS)  Westlake  Village.  Calif.  818  706-5100  • 
This  athletic  shoemaker  also  sells  clothes  and  accessories 

485.2 

75.3 

29.0 

48.9 

26.8 

35-17 

30 

14   1038 

22  Urban  Outfitters  (URBN)  Philadelphia  215  564-2313  • 

For  the  dorm  room:  Clothes,  housewares,  and  hip  accessories 

827.8 

90.5 

33.0 

81.5 

17.1 

49-22 

44 

41   3618 

23  Websense  (WBSN)  San  Diego  858  320-8000 

Network  security,  management,  and  user  surveillance 

121.4 

29.7 

44.8 

89.3 

14.7 

62-28 

53 

44   1248 

24  Lowrance  Electronics  (LEIX)  Tulsa  918  437-6881 
Location  devices  for  hunters  and  fishermen 

123.5 

9.2 

14.7 

454.2 

183 

37-21 

24 

11      1221 

25  Build-A-Bear  Workshop  (BBW)  St.  Louis  314  423-8000 

These  stuff-it-yourself  stores  help  you  get  your  teddy  ready 

318.1 

22.7 

39.8 

108.8 

14.5 

37- 

-23 

27 

23 

534  ■ 

26  Hansen  Natural  (HANS)  Corona.  Calif.  909  739-6200 
Thirsty?  Juices,  sodas,  and  other  beverages  for  hipsters 

180.3 

20.4 

24.5 

89.7 

18.8 

63- 

-13 

57 

33 

619 1 

27  American  Healthways  (AMHC)  Nashville  615  665-1122  • 
Provider  of  disease  management  and  care 

283.7 

33.0 

47.0 

99.6 

13.5 

40- 

-19 

37 

39 

1238 

28  Diodes  (DIOD)  Westlake  Village,  Calif.  805  446-4800 
Discrete  semiconductor  manufacturing 

192.9 

27.9 

24.2 

422.7 

13.4 

30- 

-16 

29 

16 

418 

29  Clinical  Data  (CLDA)  Newton,  Mass.  617  527-9933 
Laboratory  instruments  and  services 

59.4 

4.6 

76.5 

218.9 

10.2 

21- 

-11 

16 

16 

72 

30  Marine  Products  (MPX)  Atlanta  404  321-7910  • 
Manufactures  Chaparral  powerboats 

263.2 

24.9 

223 

41.0 

24.6 

21- 

-9 

13 

21 

510 

31  Pacific  Sunwear  of  California  (PSUN)  Anaheim,  Calif.  714  414-4000  • 
A  retailer  of  hot  fashions  for  young  people 

1229.8 

106.9 

21.7 

57.5 

18.9 

29- 

-17 

23 

16 

1694  1 

32  Pixar  Animation  Studios  (PIXR)  Emeryville,  Calif.  510  752-3000 
Computer-generated  box-office  hits 

273.5 

141.7 

54.4 

55.9 

12.5 

51- 

-31 

46 

38 

5345  1 

33  Remington  Oil  &  Gas  (REM)  Dallas  214  210-2650 

Independent  petroleum  exploration,  development,  and  production 

246.9 

66.0 

31.8 

107.5 

12.1 

35- 

-20 

29 

13 

831  1 

34  Multi-Fineline  Electronix  (MFLX)  Anaheim,  Calif.  714  238-1488 
Manufacturer  of  flexible  printed  circuits 


284.0      33.0 


41.1 


64.3       13.0         25-6        20        13     454 


35  ASV  (ASVI)  Grand  Rapids.  Mich.  218  327-3434 
Construction  and  agricultural  vehicles 

181.0 

19.1 

53.4 

207.5 

9.3 

50-28 

36 

25     477 

36  Ceradyne  (CRDN)  Costa  Mesa,  Calif.  714  549-0421 
Advanced  technical-ceramics  manufacturer 

248.7 

28.5 

67.9 

105.5 

93 

39-18 

20 

17     486 

37  Panera  Bread  (PNRA)  Richmond  Heights.  Mo.  314  633-7100  • 
Bakery-cafes  that  are  rising  across  the  U.S. 


479.1      38.6 


33.0       42.9       15.0 


59-32      50       40    1524 


38  Cimarex  Energy  (XEC)  Denver  303  295-3995 

Got  oil?  The  company  explores  for  and  produces  oil  and  gas 


6743     153.6 


35.5       69.3       12.2         43-26       36        10    1481 


39  FormFactor  (FORM)  Livermore,  Calif.  925  290-4000 

Its  products  test  semiconductor  wafers  before  they  are  cut  into  chips 

191.6 

25.0 

33.3 

286.4 

10.2 

29-16 

23 

37     888 

40  Bio-Reference  Laboratories  (BRLI)  Elmwood  Park,  N.J.  201 791-2600  • 
Its  Northeast  labs  perform  clinical  and  diagnostic  tests 

144.1 

8.5 

18.5 

51.2 

19.5 

18-11 

14 

21      176 

41  CCA  Industries  (CAW)  East  Rutherford,  N.J.  201 330-1400  • 
Manufactures  and  markets  health  and  beauty  aids 

62.6 

5.9 

14.3 

44.9 

20.8 

14-7 

11 

14 

75 

42  LoJack  (LOJN)  Westwood,  Mass.  781 251-4700 

Cars  with  its  transmitters  installed  can  be  tracked  if  they  get  stolen 

145.7 

10.4 

18.7 

68.2 

15.4 

15-7 

14 

23 

249 

43  FLIR  Systems  (FLIR)  Portland,  Ore.  503  684-3731  • 
See  in  the  dark  with  its  thermal-imaging  cameras 

482.! 

73.5 

29.9 

36.5 

16.7 

35-22 

27 

27    1839 

44  Berry  Petroleum  (BRY)  Bakersfield,  Calif.  661 616-3900 

.  Nothing  is  too  crude  for  this  energy  company;  it  seeks  oil  and  gas 

274.5 

69.2 

27.4 

43.0 

15.4 

66-25 

47 

15   1026 

45  EFJ  (EFJI)  Irving.  Tex.  972  819-0700 
Secure  radio  and  wireless  systems 


80.9      10.0 


23.8      165.4        11.0 


10-5 


15      145 


46  Avid  Technology  (AVID)  Tewksbury,  Mass.  978  640-6789 
Professional  products  for  electronic  media  making 


628.2       76.7 


103     389.0       12.4         68-41       50       23    1738 


47  Providence  Service  (PRSC)  Tucson  520  747-6600  • 
Contract  provider  of  government  social  services 

97.0 

7.1 

60.0 

154.6 

8.5 

26-15 

26 

34 

239 

48  Quality  Systems  (QSII)  Irvine.  Calif.  949  255-2600  • 

•/are  and  services  for  managing  health-care  and  dental  practices 

82.2 

14.4 

23.4 

40.7 

163 

53-20 

48 

44 

621 
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Everyone  smile  and  say  "fully  vested." 


CREAi  c  iuui\  vjvvim  rcroiuii  r um im  its  a  gooa  Teeur  ,  Knowin 
where  you're  going.  It's  an  even  better  feeling  being  in  control  of  how 
and  when  you  get  there.  Your  MetLife  advisor  can  help  you  build  a 
custom  portfolio  of  funds  and  annuities  that  are  right  for  you,  and  help 
you  handle  all  the  details.  After  all,  whose  retirement  is  it  anyway? 
For  more  information,  call  1-800-MetLife  or  visit  metlife.com 

have  you  met  life  today? 
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RETURN  ON 
CAPITAL 


INVESTMENT  DATA 

STOCK  PRICE 
52-WEEK  P-E 

HIGH  LOW     RECENT    RATIO    S» 


49  Sportsman's  Guide  (SGDE)  South  St  Paul,  Minn.  651 451-3030  • 
Catalog  and  online  retailer  of  sports  and  recreation  products 

232.5 

7.6 

10.8 

41.5 

21.1 

20- 

-11 

20 

21 

143 1 

50  Autodesk  (ADSK)  San  Rafael.  Calif.  415  507-5000 

Drafting  software  to  take  your  design  off  the  drawing  board 

1234.3 

221.5 

9.8 

49.5 

19.6 

39- 

-15 

32 

36 

7245 1 

51  Network  Appliance  (NTAP)  Sunnyvale.  Calif.  408  822-6000 
Data  storage  hardware,  software,  and  services 

1483.3 

198.8 

23.7 

275.7 

10.2 

35- 

-16 

27 

49 

9765 1 

52  Jos.  A.  Bank  Clothiers  (JOSB)  Hampstead,  Md.  410  239-2700  • 

Still  tailored  to  the  classy  professional,  it  now  offers  casual  wear,  too 

372.5 

24.5 

21.1 

55.0 

14.9 

37- 

-22 

33 

19 

441 

53  SS&C  Technologies  (SSNC)  Windsor,  Conn.  860  298-4500 
Software  for  financial  management  and  investment 

104.1 

21.2 

18.3 

67.2 

14.7 

27- 

-15 

25 

28 

587 

54  ResMed  (RMD)  Poway,  Calif.  858  746-2400  • 

Its  products  diagnose  and  treat  respiratory  problems  during  sleep 

375.8 

62.2 

30.2 

64.6 

11.8 

63- 

-42 

62 

35 

2119 

55  PRA  International  (PRAI)  Reston,  Va.  703  464-6300 

Helps  biotech  and  pharmaceutical  companies  bring  drugs  to  market 

315.3 

25.4 

34.1 

133.9 

9.2 

28- 

-20 

26 

22 

572 

56  Claire's  Stores  (CLE)  Pembroke  Pines,  Fla.  954  433-3900 

Budget  beauty  retailer  for  teens:  jewelry,  accessories,  and  cosmetics 

1279.4 

146.3 

11.8 

52.1. 

16.8 

27- 

-18 

22 

15 

2160 

57  Drew  Industries  (DW)  White  Plains,  NY  914  428-9098  • 

Components  for  fabricated  houses  and  recreational  vehicles 

577.4 

24.9 

23.6 

39.2 

14.9 

42- 

-29 

38 

16 

3911 

58  Navigant  Consulting  (NCI)  Chicago  312  573-5600 
Corporate  consulting,  litigation,  and  other  services 

514.0 

45.4 

26.6 

113.5 

10.0 

28- 

-17 

23 

26 

1123  1 

59  Altera  (ALTR)  San  Jose.  Calif.  408  544-7000 
Makes  programmable  chips 

1038.3 

280.1 

7.5 

73.6 

14.6 

26- 

-18 

21 

28 

7748  1 

60  Synaptics  (SYNA)  San  Jose,  Calif.  408  434-0110 

Develops  components  used  in  portable  electronic  devices 

186.4 

29.5 

19.5 

125.4 

11.0 

41- 

-14 

18 

18 

478  1 

61  Movie  Gallery  (MOVI)  Dothan,  Ala.  334  677-2108 

Movie  rentals  for  when  it's  no  longer  playing  at  a  theater  near  you 

791.2 

49.5 

29.1 

57.4 

11.7 

30- 

-15 

27 

18 

840  1 

62  Tempur-Pedic  International  (TPX)  Lexington,  Ky.  800  878-8889 

Rest  easy.  The  foam  used  in  its  mattresses  was  developed  by  NASA 

754.1 

90.0 

47.1 

88.6 

8.5 

22- 

-11 

19 

22 

1875  1 

63  Teledyne  Technologies  (TDY)  Los  Angeles  310  893-1600 
Makes  electronics  and  communications  products 

1094.5 

51.6 

10.7 

75.0 

13.4 

34- 

-17 

30 

20 

1001  1 

64  Advanced  Neuromodulation  Systems  (ANSI)  Piano,  Tex.  972  309-8000 
Products  for  treating  nervous-system  disorders  and  chronic  pain 

126.4 

72.8 

48.2 

125.4 

6.5 

42- 

-25 

30 

9 

612   1 

65  Kronos  (KRON)  Chelmsford,  Mass.  978  250-9800 
Labor-force  management  systems 

481.9 

51.1 

15.5 

38.8 

16.5 

56- 

-33 

39 

25 

1255   1 

66  Finish  Line  (FINL)  Indianapolis  317  899-1022  • 
This  retailer  sports  the  latest  athletic  footwear 

1166.8 

61.3 

19.6 

52.7 

13.4 

23- 

-13 

18 

15 

871   1 

67  St.  Mary  Land  &  Exploration  (SM)  Denver  303  861-8140 
U.S.-based  petroleum  exploration  and  production 

431.3 

92.5 

33.4 

44.3 

11.1 

27- 

-16 

22 

15 

1236   1 

68  Friedman  Industries  (FRD)  Houston  713  672-9433 
Processes  steel  coils  into  flat  sheets  and  plates 

177.9 

6.9 

20.8 

92.3 

10.8 

17- 

-4 

6 

7 

45 

69  SFBC  International  (SFCC)  Miami  305  895-0304  • 

Runs  research  and  clinical  trials  for  drug  and  biotech  outfits 

223.2 

21.4 

70.6 

69.9 

7.6 

44- 

-21 

31 

23 

470    1 

70  Coldwater  Creek  (CWTR)  Sandpoint.  Idaho  208  263-2266 
Women's  apparel  and  accessory  retailer 

590.3 

29.1 

8.5 

137.3 

11.2 

22- 

-8 

17 

35 

1014 

71  Magellan  Midstream  Partners  (MMP)  Tulsa  918  574-7000 

Petroleum  and  ammonia  storage,  transportation,  and  distribution 

820.6 

126.5 

89.2 

60.8 

8.3 

33- 

-23 

33 

18 

2171 

72  American  Vanguard  (AVD)  Newport  Beach,  Calif.  949  260-1200  • 
Its  pesticides  and  agricultural  chemicals  protect  crops 

150.9 

14.5 

20.5 

37.8 

14.2 

23- 

-14 

18 

23 

321 

73  SRA  International  (SRX)  Fairfax,  Va.  703  803-1500 
Info  tech  services  for  Uncle  Sam 

755.5 

49.2 

25.3 

81.5 

9.7 

70- 

-35 

65 

37 

1730 

74  Anteon  International  (ANT)  Fairfax,  Va.  703  246-0200 
•Government  contracted  info  tech  services 

1330.0 

66.5 

21.6 

45.9 

12.3 

43- 

-28 

42 

24 

1514 

75  Armor  Holdings  (AH)  Jacksonville,  Fla.  904  741-5400 

Armor  arid  other  protection  for  the  armed  forces  and  police 

1183.0 

99.0 

46.4 

82.1 

7.2 

49- 

-32 

35 

12 

1193 

76  Cooper  Companies  (COO)  Pleasanton,  Calif.  925  460-3600  • 
Contact  lenses  and  women's  health-care  products 

528.3 

93.0 

28.1 

36.2 

12.1 

85- 

-53 

68 

26 

2966 

77  QLiksilver  (ZQK)  Huntington  Beach.  Calif.  714  889-2200  • 
Surf  and  snowboard  stores  and  clothing  lines 

1353.7 

86.4 

27.9 

43.9 

11.0 

18- 

-10 

14 

19 

1625 

78  IN '  .                   Santa  Barbara,  Calif.  805  683-6761 
De\                -plants  and  other  body  products 

384.4 

63.1 

17.6 

45.9 

12.7 

73- 

•45 

61 

35 

2184 
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USINESS  SERVICES 


MEETING  ROOMS 


From  Dallas 

to  Dubai, 

we  make 

expansion 

fast,  easy  and 

affordable. 


*. 


OFFICES 


NETWORK  ACCESS 


VIRTUAL  OFFICES 


Professional  Workplaces  On-Demand 


We  provide  professional,  On-Demand  workplaces  in  the  most  prestigious  buildings 
around  the  world.  Our  business-ready  offices  and  meeting  rooms  have  flexible  terms, 
are  fully  furnished  and  equipped  with  everything  you  could  possibly  need,  including 
administrative  and  IT  support.  You'll  save  money,  because  there  is  no  up-front  capital 
expenditure  and  monthly  costs  are  significantly  reduced.  Just  choose  the  right  amount  of 
space  in  the  right  location  for  the  right  amount  of  time. 


xi* 


THE  REGUS  GROUP  NETWORK 


HQ 


S  T  R  A  T  i  S 

BUSINESS    CENTERS 


-,  .    Business 

Meeting 

Places 


750     LOCATIONS     •     350     CITIES     •     60     COUNTRIES     •     ONE     CALL 


1-877-734-8795 


regus.com 
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79  Life  Sciences  Research  (LSRI)  East  Millstone,  N.J.  732  649-9961  157.6 

Pre-market  testing  of  pharmaceuticals,  chemicals,  and  other  products 


17.6 


16.4      155.4 


9.3 


13-2 


13        10     160 


80  Cutera  (CUTR)  Brisbane,  Calif.  415  657-5500 

Laser  products  to  remove  hair,  treat  lesions  and  veins 


52.6 


3.8 


39.5       34.6        10.7 


20-9 


17       55      188 


81  Ventana  Medical  Systems  (VMSI)  Tucson  520  887-2155 
Maker  of  automated  medical  diagnostic  systems 


174.6      23.3 


23.9      133.0 


8.0 


40-22      40        61    1372 


82  Aviall  (AVL)  DFW  Airport.  Tex.  972  586-1000 

Flying  high:  It  provides  parts  and  services  tc  the  aviation  industry 


1171.9      46.2 


31.4      107.8 


6.5 


31-16       29       22     952 


83  VSE  (VSEC)  Alexandria,  Va.  703  960-4600 
Military  and  industrial  contracting 


239.3 


4.0 


21.9       70.0 


9.8 


34-14       29        17       66 


84  Encore  Acquisition  (EAC)  Fort  Worth  817  877-9955  •  298.5 

Amasses  and  exploits  oil  and  natural  gas  reserves  in  North  America 


82.1 


30.7       685 


8.6 


46-25       37        14    1199 


85  Trex  (TWP)  Winchester,  Va.  540  542-6300 

Eco-friendly,  low-maintenance  composite  "wood"  for  your  deck 


267.3      26.2 


27.9       42.2 


10.7 


54-35      40       23     597 


86  Meridian  Bioscience  (VIVO)  Cincinnati  513  271-3700 
Manufacturer  of  medical  diagnostic  tests 


83.0       10.4 


12.0        35.1       13.8 


21-10 


17       25     257 


87  Portec  Rail  Products  (PRPX)  Pittsburgh  412  782-6000 
Products  to  keep  the  railroads  on  track 


75.1 


4.4 


16.4 


67.1       10.4 


13-7 


11 


24      110 


88  Trimble  Navigation  (TRMB)  Sunnyvale,  Calif.  408  481-8000 
Tracking,  mapping,  and  navigation  systems 


707.7      72.3 


12.4      156.0 


8.6 


38-22      34       26    1797 


89  Stratasys  (SSYS)  Eden  Prairie,  Minn.  952  937-3000 
Develops  systems  for  making  rapid  3D  prototypes 


73.3 


9.6 


23.7 


57.7 


9.3 


38-19       27       30     282 


90  Knight  Transportation  (KNX)  Phoenix  602  269-2000 
This  trucker  specializes  in  small  to  medium  distances 


470.2       51.3 


20.6 


35.1       12.0 


29-15        21       24   1200 


91  Activision  (ATVI)  Santa  Monica,  Calif.  310  255-2000 
Video  game  developer 


1364.9     141.4 


19.1 


37.0 


11.3 


19-9         14        21   2727 


92  TALX  (TALX)  St.  Louis  314  214-7000 

Applicant  screening  and  unemployment  cost  management 


145.8       12.9 


41.4 


45.9 


7.5 


27-14       25       42      512 


93  AngioDynamics  (ANGO)  Queensbury,  NY.  518  798-1215 
Maker  of  medical  devices 


57.1 


4.4 


23.2 


71.8 


7.6 


27-9         17       44     203 


94  Cascade  (CAE)  Fairview,  Ore.  503  669-6300 

Need  a  lift?  It  makes  products  for  the  forklift  industry 


385.7      28.5 


15.1       66.3 


9.5 


42-21       32        14     385 


95  Schawk  (SGK)  Des  Plaines,  III.  847  827-9494 
Consultation  and  services  for  products  packaging 

317.0 

24.6 

8.5 

39.7 

11.9 

22-13 

21 

20     459 

96  Red  Robin  (RRGB)  Greenwood  Village.  Colo.  303  846-6000 

Well  done:  This  thriving  chain  of  burger  joints  is  becoming  less  rare 

409.1 

23.4 

21.9 

48.7 

8.9 

55-24 

48 

34     782 

97  MICROS  Systems  (MCRS)  Columbia,  Md.  443  285-6000 

Software  and  systems  for  the  retail  and  hospitality  industries 


568.0      48.0 


13.9       64.9 


9.2 


41-21       40       33    1495 


98  AMCOL  International  (ACO)  Arlington  Heights.  III.  847  394-8730 

Specialty  minerals  supplier 


477.0      33.4 


183       35.8       10.3         23-15        19        18     562 


99  Martin  Midstream  Partners  (MMLP)  Kilgore,  Tex.  903  983-6200 
Sells  propane  to  commercial  and  retail  users 


294.1       12.3 


22.4       42.8 


8.8 


34-23      30        21     257 


100  Aaron  Rents  (RNT)  Atlanta  404  231-0011 

Rent-to-own  home  furnishings  and  appliances 


ALPHABETICAL  INDEX 

OF  COMPANIES 

The  number  that  follows 
each  company  name 
indicates  its  ranking 
in  the  table 


Aaron  Rents  100 

Activision  91 
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Autodesk  50 
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Build-A-Bear  Workshop  25 


58.2 


19.8       59.0 


8.1 


25  -  17       22 
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Central  European  Distnb.  11 
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WE  MAKE  IT 


CASE  STUDY: 

Secure  Wi-Fi  Warehouse 


For  one  healthcare  supply  company,  safety  is  an 
important  business  driver.  So  when  they  wanted  to  gain  the  efficiencies 
of  wireless  in  their  distribution  centers,  they  needed  to  make  sure  it 
wouldn't  compromise  security.  Insight  brought  the  expertise  and 
experience  to  help  with  all  the  issues  -  from  access  points  and  handheld 
devices  to  a  security  policy  that  met  strict  HIPAA  requirements.  The  result 
is  a  secure  wireless  inventory  system  that's  good  for  the  clients  and 
the  bottom-line. 
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Government  Lobbyists 


Betting  the  Farm 
On  Free  Trade 

Bob  Stallman  is  at  the  center  of  a  storm 
over  the  future  of  American  agriculture 


ACROSS  THE  MIDWEST, 
rural  radio  stations  are 
airing  ads  that  feature  a 
famous  quote  from 
President  Dwight  D. 
Eisenhower:  "Farming 
looks  mighty  easy  when 
your  plow  is  a  pencil  and  you're  a  thou- 
sand miles  from  the  cornfield."  The  ads 
are  sponsored  by  the  National  Farmers 
Union,  a  group  representing  family 
farms,  and  if  s  no  secret  that  the  Wash- 
ington pencil-pusher  being  targeted  is 
American  Farm  Bureau  Federation  Presi- 
dent Bob  Stallman. 

Even  Stallman,  who  grew  up  on  a 
1,100-acre  rice  and  cattle  farm  in  Colum- 
bus, Tex.,  ruefully  calls  himself  "a  cell- 
phone farmer."  But  it's  not  his  pinstripe 
suits  or  corner  office  overlooking  the  U.S. 
Capitol  that  get  the  goat  of  the  NFU.  If  s 
the  way  Stallman  is  dividing  farm  country 
by  leading  the  5.6  million-member  Farm 
Bureau,  the  nation's  most  powerful  agri- 
cultural lobby,  in  a  strong  free-trade  di- 
rection. Stallman  favors  low  worldwide 
tariffs  and  a  cut  in  government  handouts, 
reasoning  that  large-scale,  mechanized, 
and  superefficient  American  farmers  can 
export  their  way  out  of  the  commodity 
glut  dogging  the  industry. 

That  stance  puts  Stallman  at  the  epi- 
center of  a  raging  controversy  over  the 
future  of  American  farming.  Other  voic- 
es representing  small  farmers  and  their 
struggling  rural  communities— the  NFU 
and  the  National  Family  Farm  Coalition 
among  them— fear  being  crushed  be- 
tween giant  U.S.  agribusiness  and  tons 
of  food  from  developing  countries. 

The  debate  will  heat  up  in  the  coming 
months.  In  June,  Congress  will  take  up 
the  Central  American  Free  Trade  Agree- 
ment (CAFTA)  between  the  U.S.  and  six 
Caribbean  Basin  countries— a  deal  that 
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would  open  the  U.S.  to  increased 
imports  of  sugar,  among  the  most 
heavily  protected  crops  in  America. 
Meanwhile,  the  Geneva-based 
World  Trade  Organization  is  pushing  Eu- 
rope and  the  U.S.  to  trim  the  hefty  subsi- 
dies that  provide  some  farmers  with  a 
third  or  more  of  their  income.  Agriculture 
"is  the  tiebreaker"  that  will  bring  devel- 
oping nations  to  the  table  for  an  overall 
deal  that  will  include  manufactured 
goods  and  services,  says  U.S.  agricultural 
trade  negotiator  Allen  F.  Johnson.  The 
Farm  Bureau  supports  CAFTA  and  the 
WTO  initiative  in  the  face  of  critics  who 
insist  that  trade  deals  will  hasten  consol- 
idation of  U.S.  farms  into  large-scale  cor- 
porate agriculture. 

Despite  skepticism  among  some  farm 
families  and  rebellions  by  state  Farm  Bu- 
reau offices  in  North  Dakota,  Louisiana, 
and  Colorado,  Stallman  remains  an 
adamant  free  marketer.  During  nearly  six 
years  heading  the  Bureau,  he  has  beefed 


up  its  economic  analysis  and  insists  tha 
its  studies  demonstrate  that  America 
farming  future  lies  in  exports. 

If  Stallman  has  any  sentimental  at 
tachment  to  the  family  farm,  it  doesn 
show  in  the  number-crunching.  "It  is  im 
portant  to  maintain  a  productive  am 
profitable  agriculture  sector,  but  th< 
questions  of  who  should  be  farmers,  anc 
what  size  farms  should  be,  and  what  th< 
countryside  should  look  like— those  an 
social  issues,"  Stallman  declares.  "If  yoi 
want  a  social  program,  look  at  what  th» 
European  Union  spends  to  maintain  it: 
countryside  and  keep  individual  familie: 
on  farms."  Washington  would  have  t( 
pay  subsidies  four  times  as  high  as  it  doe; 
now  to  halt  the  trend  toward  consolidaJ 
tion,  he  says. 

Such  hard-nosed  cal 
culations  draw  consid 
erable  support  from 
farm  economists.  "He  i: 
seeing  the  whole  foresi 
instead  of  looking  tc 
save  every  single  tree," 
says  Paul  A  Drazek,  an 
independent  farm  ana- 
lyst and  adviser  to  tht 
Bush  Administration 
The  nation's  First 
Rancher  also  is  a  fan 
and  little  wonder:  Aj 
head  of  the  Texas  Farm 
Bureau,  Stallman  engi 
neered  an  endorsemem 
of  long-shot  challengei 
George  W  Bush  in  his 
successful  campaign 
for  governor  in  '94 

To  Stallman's  critics, 
free-trade  deals  are  the 
key  to  ruin,  not  prosper- 
ity. They  point  to  the 
dwindling  U.S.  trade  surplus  in  farm 
products,  which  the  U.S.  Agriculture 
Dept.  predicts  will  turn  to  a  deficit  this 
year.  During  the  1990s,  the  North  Ameri- 
can Free  Trade  Agreement,  establishment 
of  the  147-nation  WTO,  and  trade  deals 
with  China  all  failed  to  lack-start  exports 
But  they  did  encourage  imports  of  meat, 
fruit,  vegetables,  and  wine. 

DICTATING  PRICES 

"WE  HAVE  BEEN  hearing  forever  that  we 
are  just  one  trade  agreement  away  from 
prosperity,"  says  Tom  Buis,  vice-president 
for  government  relations  at  the  103 -year- 
old,  Denver-based  NFU.  While  he  calls 
Stallman  "a  very  bright  agricultural 
leader,"  Buis  insists  that  the  consolida- 
tion that  Stallman  considers  inevitable  "is 
a  huge  issue  to  rural  America."  Giant 
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FARMER  BOB  Stallman 
on  a  rare  visit  to  his 
Texas  rice  farm 
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It's  not  that  money  isn't  important.  Of  course  it  is.  Which  is  why  experts  should  help  you  manage  if.  And  the  personal 
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I  Affairs  Lawsuits 


purchasers— such  as  lyson  Foods  and 
Archer  Daniels  Midland— are  increas- 
ingly able  to  dictate  prices.  Also,  "Just 
having  diversified  family  farms  helps 
sustain  a  stronger  rural  economy,"  in- 
sists Katherine  Ozer,  executive  director 
of  the  National  Family  Farm  Coalition. 
In  the  end,  the  future  of  CAFTA  and 
the  summer's  farm  policy  debate  may 
well  hinge  on  the  American  sugar  in- 
dustry. Although  sugar  growers  ac- 
count for  less  than  1%  of  the  nation's 
2.1  million  farmers,  they  wield  political 
power  in  Washington  far  in  excess  of 
their  numbers.  Republicans  from  such 
states  as  Idaho  and  Georgia  will  hesi- 
tate to  sacrifice  their  sugar  farmers  on 
the  altar  of  free  trade.  Unless  the  Ad- 
ministration can  attract  30  or  so  Dem- 
ocratic House  members  to  make  up  for 
expected  GOP  defections,  CAFTA  dies. 
Ironically,  the  sugar  program  is  the  last 
vestige  of  the  1930s-era  government 
supply-management  programs  once 
championed  by  the  Farm  Bureau. 
"Some  of  my  best  friends  are  sugar 
farmers— cane  and  beet,"  says  Stall- 
man.  But,  he  calculates,  "The  damage 
to  sugar  is  minimal  compared  to  the 
benefits  for  all  agriculture." 


THE  DISAPPEARING 
FARM  SURPLUS 
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Even  more  ironic,  in  the  2000  race 
for  Farm  Bureau  president,  Stallman 
beat  14-year  incumbent  Dean  R.  Kleck- 
ner  by  promising  to  concentrate  more 
on  domestic  programs  than  on  a  free- 
trade  agenda.  Instead,  Stallman  but- 
tressed the  organization's  finances, 
moved  its  headquarters  from  Chicago  to 
Washington,  and  eventually  shifted  the 
Farm  Bureau  focus  back  to  trade.  While 
willing  to  swap  subsidies  for  lowered 
import  barriers  abroad,  Stallman  in- 
sists: "We  won't  unilaterally  disarm." 
But  in  the  long,  hot  summer  ahead,  his 
biggest  worry  won't  be  battles  abroad, 
it'll  be  friendly  fire  at  home.  ■ 

-By  Paul  Magnusson  in  Washington 
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NICHOLAS  AND  GAYTER  A  family  vacation  to  the  Caribbean  went  horribly  awry 


Tough  Tactics 
—Against  a  Victim 

Why  are  Windham  and  AIG  taking  a 
hard  line  in  a  child  molestation  case? 


AMERICAN  INTERNA- 
tional  Group— the  mas- 
sive insurance  firm  now 
notorious  for  its  aggres- 
sive accounting— is  also 
known  as  a  street  fight- 
er when  it  comes  to 
paying  claims.  Insurance  analyst  J.  Paul 
Newsome  of  A.G.  Edwards  &  Sons  Inc., 
who  follows  AIG,  says  the  company  has  a 
reputation  in  the  industry  for  playing 
hardball.  "That's  part  of  the  reason  com- 
panies buy  insurance  from  AIG,"  he  says. 
"They  want  to  put  up  a  vigorous  defense 
if  they  think  they're  right." 

How  vigorous?  Lawyers  and  advo- 
cates for  abused  children  say  that  AIG 
and  client  Wyndham  International  Inc. 
have  conducted  an  unusual  and  highly 
aggressive  defense  in  a  civil  case  involv- 
ing the  molestation  of  a  9-year-old  girl 


by  an  employee  of  the  Wyndham  Sug; 
Bay  Resort  &  Spa  in  the  Virgin  Islands 
As  the  case  moves  to  trial  in  federal  cour 
in  St.  Thomas  in  early  June,  the  underly 
ing  strategy  of  Wyndham  and  AIG  re 
mains  unclear.  But,  says  Jay  W  Waks 
specialist  in  employment  law  at  the  Nev 
York  firm  of  Kaye  Scholer,  the  defendant 
may  figure  that  "unless  they  defend  thi 
as  best  they  can,  others  will  make  claim; 
against  them." 

The  total  potential  liability  that  Wyn 
dham  faces  is  hard  to  quantify,  but  i 
could  go  beyond  damages  in  the  cast 
now  headed  for  trial.  Two  more  familie: 
have  sued  the  hotel  chain,  charging  tha 
their  daughters  were  molested  at  the  re 
sort.  And  other  alleged  victims  couk 
come  forward  with  lawsuits:  Wyndhan 
has  identified  150  families  whost 
children  were  cared  for  by  the  pedophilt 
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the  digital  networked  economy,  it's  more  important  than  ever  to  keep  your  data  secure.  A  breach 
security  can  impact  your  day-to-day  operations,  affect  customer  confidence  and  harm  your  reputation 
fact,  three  out  of  four  companies  now  appreciate  the  importance  of  securing  critical  data*  And  with  the 
p  in  email  and  instant  messaging,  combined  with  regulatory  compliance  requirements  about  protecting 
d  storing  data,  many  companies  are  rethinking  their  information  management  policies. 

's  networked  IT  services  offer  complete,  integrated  solutions  to  manage  your  applications  and 
nmunications  securely,  ensuring  information  is  only  accessible  to  the  right  people,  at  the  right  time, 
at's  why  60%  of  the  largest  Fortune  500  companies  rely  on  networked  IT  services  provided  by  BT.f 
discover  more  about  how  BT's  networked  IT  services  can  help  your  organization  thrive,  go  to 
com/networkedIT  or  call  1-800-331-4568. 

»  Research,  Jan  2005.  'Figure  based  on  the  top  20  companies  in  the  Fortune  500  as  compiled  by  Fortune  magazine. 
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formerly  in   its   employ. 

In  three  molestation  cases 
involving  clerics,  juries  have 
awarded  $6  million  to  $15 
million  per  plaintiff  in  com- 
pensatory and  punitive  dam- 
ages. And  the  Virgin  Islands 
is  known  as  plaintiff-friendly. 
Mark  A.  Kelegian,  a  partner  at 
Kelegian  White  &  Reed  in  Los 
Angeles  and  an  expert  on  sex- 
ual assault  claims,  says  that  if 
he  was  taking  the  Wyndham 
case  before  a  jury,  he'd  ask  for 
$5  million  to  $10  million  in 
damages.  AIG  says  its  policy 
limit  is  $5  million,  no  matter  how  many 
suits  are  filed. 

The  suit  is  heading  for  trial  at  a  pivotal 
time  for  both  Wyndham  and  AIG.  The  in- 
surer is  under  investigation  by  the  SEC, 
New  York  Attorney  General  Eliot  Spitzer, 
and  the  New  York  State  Insurance  Dept. 
over  allegations  of  improper  accounting. 
Wyndham,  meanwhile,  posted  a  first- 
quarter  loss  of  $23.48  million  just  before 
The  Wall  Street  Journal  reported  on  May 
10  that  the  company  is  up  for  sale.  The 
company  will  not  comment  on  the  report. 

The  incident  behind  the  lawsuit  is  every 
parent's  nightmare.  In  April,  2000,  a 
British  couple  living  in  Falls  Church,  Va., 
Paul  Gayter  and  his  wife,  Flora  Nicholas, 
went  on  a  family  vacation  to  the  U.S.  Vir- 
gin Islands  with  their  9-year-old  daughter 
and  7-year-old  son.  Soon  after  they  got 
home,  the  girl  picked  up  a  copy  of  the  chil- 
dren's book  Chicken  Soup  for  the  Kid's  Soul 
and  read  that  kids  should  alert  an  adult  if 
they've  been  touched  inappropriately.  The 
girl  went  to  her  parents  with  a  disturbing 
tale:  The  then-22-year-old  director  of  the 
resort's  children's  program  had  kissed  her, 
cuddled  her  on  his  lap,  and  fondled  her 
genitals.  Gayter  and  Nicholas  immediate- 
ly called  the  local  police. 

"SCORCHED  EARTH" 

BRYAN  HORNBY,  director  of  the  Kids 
Klub  at  the  Wyndham  resort,  was 
promptly  arrested  and  convicted  in  2001 
of  unlawful  sexual  contact  with  the  hand 
and  sentenced  to  five  years  in  a  Virgin  Is- 
lands prison.  Denied  parole  in  December, 
2003,  he  is  scheduled  for  release  in  2006. 
Despite  Hornby's  conviction,  Wynd- 
ham and  AIG  have  battled  the  girl's  par- 
ents over  damages  for  almost  five  years. 
They  have  sparred  over  psychological  and 
medical  exams,  access  to  lists  of  other 
children  entrusted  to  Hornby's  care,  and 
the  use  of  private  investigators  to  probe 
the  parents'  marketing  business  and  the 
girl's  friendships  and  behavior  at  school. 


CLUB  PARADISE  A  brochure  for 
Wyndham's  Sugar  Bay  resort 

"They  have  done  everything  they 
can  lO  ruin  these  people.  This  has 
been  scorched  earth,"  says  Ernie 
Allen,  president  of  the  National 
Center  for  Missing  &  Exploited 
Children,  who  has  followed  the 
case  closely. 

For  its  part,  AIG  maintains 
that  it's  simply  fulfilling  its 
duty.  AIG  is  not  a  defendant  in 
the  suit  but  is  paying  seven  law 
firms— from  California  to 
Washington  to  the  Virgin  Is- 
lands—to represent  Wyndham  and 
Hornby  under  a  policy  issued  by  its  AIG 
WorldSource  unit.  "We  have  an  obliga- 
tion under  the  terms  of  the  policy  to  de- 
fend Wyndham,  and  this  is  part  of  the  de- 
fense," says  AIG  spokesman  Chris 
Winans.  Wyndham  spokeswoman  Darcie 
M.  Brossart  says:  "We  want  the  judicial 
course  to  play  out,  and  with  the  trial  so 


close  to  being  under  way,  we're  not  going 
to  comment  publicly."  The  Gayter  family 
has  a  high-powered  legal  team  from  the 
Washington  firm  of  Williams  &  Connolly. 
The  central  issues  in  the  case  are 
whether  Wyndham  failed  to  take  neces- 
sary precautions  when  it  hired  Hornby  in 
November,  1999,  and  whether  it  ade- 
quately supervised  him.  According  to  tes- 
timony in  the  case,  during  Kids  Klub 
"movie  nights,"  Hornby  put  the  girl  on  his 
lap  in  the  back  row  of  the  resort's  theater 
and  molested  her.  The  family  charges  that 
he  was  the  only  adult  in  the  theater  with 
10  or  more  children.  Hotel  employees  said 


in  depositions  that  Hornby  encourage! 
children  to  wear  their  pajamas  to  mo\| 
nights  and  often  wore  his  own. 

A  native  of  Zimbabwe,  Hornby  spe  I 
two  seasons  at  the  Wyndham  Palmas  d| 
Mar  resort  in  Puerto  Rico  as  a  beach 
tendant  and  Kids  Klub  helper.  A  Web  s 
from  the  resort  dated  June,  1999,  and  stl 
available  on  the  Net,  refers  to  Hornby  as| 
"sometimes  eccentric  babysitter." 

Given  Hornby's  conviction,  "This  is  I 
loser  in  front  of  a  jury,"  says  Waks.  "Uil 
less  [the  defense]  feels  that  the  judge  w| 
intervene  on  a  point  of  law,  you're  lool 
at  a  possible  runaway  jury  verdict, 
punitive  damages  could  be  huge." 

Gayter  says  Wyndham  offered  the  f 
ily  "an  absolutely  insulting  pittance" 
settle.  A  source  familiar  with  the  case  sa^j 
the   offer   was   "somewhere    north 
$800,000."  To  Gayter,  his  family  has  pa 
a  much  higher  price.  "From  the  number  < 
people  they've  deposed,  they've  effective  J 
taken  away  [my  daughter's]  anonymit 
says  Gayter.  His  daughter  feels  that  si 
can't  open  up  to  her  counselor 
Gayter  adds,  for  fear  that  private  cot 
fessions  will  end  up  in  court  recorc 
"They're  looking  for  dirt,"  he  say 
"We  had  our  garbage  stolen  about  I 
month  before  a  deposition,  and  thel 
when  I  was  being  deposed,  there  wsj 
this  whole  thing  about  why  didn't  v  J 
feed  our  kids  properly  and  why  dij 
we  eat  so  much  take-away  pizza?" 

Gayter  won't  say  what  the  famiJ 
is  demanding.  "We're  prepared  tj 
see  this  thing  through  so  that 
spotlight  is  on  these  companies," 
says.  Later,  he  adds:  "Of  course,  to ) 
point,  we'd  be  willing  to  settle." 

Gayter  spoke  to  BusinessWeek  o\ 
the  record  but  requested  that 
name  of  his  daughter,  now  14,  not  1 
published.  However,  a  January,  200^ 
article  in  People  not  only  used  thj 
girl's  name  with  her  parents'  permisl 
sion  but  also  quoted  her.  While  thl 
publicity  obviously  could  help  in  hil 
lawsuit,  Gayter  says  discussing  the  casl 
helps  his  daughter.  "It's  powerful  for  her.l 
After  protracted  haggling,  Wyndhar| 
gave  attorneys  for  Gayter  and  Nicholas 
list  of  150  families  whose  children  partic 
ipated  in  Kids  Klub  activities  unde 
Hornby's  supervision  at  either  Sugar  Ba 
or  the  Puerto  Rico  resort.  But  the  judg 
who  ordered  the  list  turned  over  als 
barred  Gayter  and  Nicholas  from  tellin 
the  families  that  their  daughter  had  bee 
molested.  So  far,  the  family  says  it  hasn 
contacted  anyone  on  the  list.  ■ 

-By  Eamonjavers  in  Washington,  wit 
Diane  Brady  in  New  Yor 
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Take  proven  processes.  Align  them  with  seasoned  professionals 
who  have  been  putting  them  into  practice  for  a  decade  or  two. 
Add  the  pragmatism  that  comes  from  applied  experience. 
Temper  with  high  ethical  standards  and  discipline.  These  are  the 
best  possible  practices.  And  the  best  possible  professionals. 
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Finance  Invest  in. 


The  Hottest 
Funds  in  Town 

The  fast  growth  of  exchange-traded  funds 
has  the  mutual-fund  biz  scrambling 


w 


HEN  FIVE  STOCK 
market  veterans 
started  their  own 
financial-advisory 
firm  in  August, 
2002,  they  made  a 
bold  decision: 
They  would  avoid  investing  in  mutual 
funds  for  their  clients  and  instead  use 
only  exchange-traded  funds,  or  ETFs.  It 
was  an  easy  call,  even  though  one  of  the 
partners  in  the  new  firm,  San  Francisco- 
based  Main  Management  LLC,  had  once 
founded  a  mutual-fund  company.  Anoth- 
er partner,  J.  Richard  Fredericks,  who  was 
a  stock  analyst  for  more  than  two 
decades,  says  the  aim  was  "to  avoid  the 
common  mistakes  we  had  made 
throughout  our  careers,  to  avoid  the  ene- 
mies of  our  returns— high  fees,  expenses, 
turnover,  and  taxes."  So  far  it  has 
worked.  After  taxes  and  fees,  the  firm  has 
returned  54%,  through  Mar.  31. 

Sick  of  the  high  expenses  charged  by 
mutual  funds  and  burned  by  the  industry's 
scandals,  investors  have  been  pouring  bil- 
lions into  low-cost  ETFs.  The  front  line  in 
this  battle  is  drawn  around  the  mountain 
of  cash  that  investors  have  in  index  mutu- 
al funds.  ETFs— fixed  baskets  of  stocks, 
bonds,  or  other  securities  that  track  a 
benchmark— are  an  obvious  alternative. 
And  they  are  winning  this  fight  handily, 


THE  STAT 


50.7% 

Growth  in  ETF  assets  last  year 
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capturing  6  out  of  every 
10  dollars  flowing  into 
indexed  portfolios  last 
year.  Already,  ETFs 
have     scooped    up 
about  30%   of  the 
$730  billion  invest- 
ed in  such  funds. 

Now    they     are 
poised  to  grab  an 
even  larger  share  as 
they  find  ways  around 
hurdles   that  have   de- 
terred   some    investors. 
Because  investing  in  an 
ETF  is  like  buying  stock, 
commissions  are  charged  on 
each  trade.  By  contrast,  many  mutual 
funds  carry  no  up-front  charge.  This 
means  that  ETFs  have  been  an  expen- 
sive way  to  invest  for  those  who  regu- 
larly add  small  amounts  to  their  ac- 
counts according  to  a  set  schedule— a 
practice  called  dollar-cost  averaging— 
or  who  regularly  rebalance  their  hold- 
ings depending  on  what  the  market  is 
doing.  ETFs  haven't  really  cracked  the 
vast  401(k)  market,  either.  But  firms 
are  quickly  developing  strategies  that 
cut   these    costs    by,    for   example, 
bundling  trades. 

The  threat  posed  b>  ETFs  to  the 
mutual-fund  industry  doesn't  end 
there.  They  are  angling  for  the  rough- 
ly 88%  of  mutual  funds'  $6  trillion  in 
assets  that  are  held  in  actively  man- 
aged funds.  This  year  ETFs  could  win 
regulatory  approval  to  begin  rolling 
out  actively  managed  versions.  But 
they'll  have  to  go  through  a  technical 
contortion  to  pull  this  off,  and  skeptics 
says  they  face  uncertain  odds. 

Meanwhile,  the  ETF  boom  is  creat- 


ing new  investment  powerhouses.  |  i 
the  king  of  ETFs  isn't  Merrill  Ly: 
Fidelity  Investments  but  San  Fran 
Barclays  Global   Investors.   Last 
Barclays'  line  of  ETFs,  iShares,  t( 
roughly  $44  billion.  Only  two  m 
fund  companies,  Vanguard  Grou 
and  American  Funds  Group,  ree 
more.  Keeping  up  its  defenses,  Var 
is  making  its  index  funds  cheap 
many  investors  and  expanding  it 
ETF  offerings.  "Mutual-fund  comp.ta 
don't  want  the  ETF  industry  to  succdi, 
says  Joseph  H.  Moglia,  chief  execta 
of    online     brokerage    Ameritwp 
Holding  Corp. 

ETFs  have  several  advantages  for  <dj 
nary  investors.  The  typical  ETF  is  chel$ 
to  own  and  easier  to  buy  and  sell  a; 
the  typical  mutual  fund.  If  s 
potentially  more  tax-effl 
because  it  rarely  distril 
capital  gains,  as  many 
tual  funds  do  each 
Unlike  a  mutual  fund, 
shares— which    trade  %Lr 
day  on  an  exchange—  rt 
sold  to  third  parties  rai : . 
than  back  to  the  mans :  r 


'nent  company.  This  avoids  the  problem 
»f  mutual-fund  managers  being  forced  to 
1  (ell  holdings  to  meet  redemptions.  Even  if 
'nstitutdons  or  hedge  funds  trade  quickly 
n  and  out  of  ETFs,  smaller,  long-term  in- 
vestors aren't  hurt  by  all  this  selling. 

OWER  COSTS,  MORE  VARIETY 

\T  THE  SAME  TIME,  the  tough  market 
'environment  since  2000  has  favored  in- 
dexed funds.  Investors  in  actively  man- 
aged funds  typically  give  up  40%  to  60% 
'  jf  their  gross  returns  to  taxes  and  fees,  ac- 
cording to  fund  researcher  Lipper  Inc. 
That  may  be  tolerable  when  market  gains 
top  20%  but  not  when  returns  are  in  the 
'low  single  digits  as  now.  So  lots  of  in- 
vestors are  shifting  money  from  individ- 
ual stocks  and  actively  managed  funds 
into  index  funds.  In  2002  index  mutual 
funds  and  ETFs  accounted  for  10%  of  the 
assets  of  all  funds.  Today  it's  12%,  accord- 
ing to  Boston-based  Financial  Research 
Corp.  ETFs  are  getting  the  lion's  share  of 
this  money  because  they  offer  a  wider  va- 
riety of  choices— everything  from  funds 
that  buy  dividend-rich  stocks  to  those 
pegged  to  gold  bullion.  There  are  about 
90   different   benchmarks   tracked   by 


ETFs,  while  index  funds  fol- 
low only  about  50. 

ETFs  began  12  years  ago 
when  the  American  Stock  Ex- 
change launched  SPDRs, 
which  track  the  Standard  & 
Poor's  500-stock  index.  (Like 
BusinessWeek,  S&P  is  a  unit  of 
The  McGraw-Hill  Compa- 
nies.) For  the  next  decade, 
ETFs  were  used  largely  by  in- 
stitutions with  billions  to  in- 
vest or  very  wealthy  individu- 
als. Hedge  funds  used  them 
to  short  the  market  or  to  park 
extra  cash.  After  the  mutual- 
fund  scandals  erupted  in 
2003,  retail  investors  started 
piling  in.  Barclays  estimates 
that  retail  investors  now  ac- 
count for  half  its  assets,  up 
from  30%  two  years  ago.  To- 
tal assets  in  ETFs  jumped  by 
more  than  50%  last  year,  to 
$227  billion. 

And  the  money  promises 
to  keep  pouring  in.  Increas- 
ingly, the  trend  is  being  driv- 
en by  financial  advisers  such 
as  Harold  R.  Evensky  in  ^^^^^ 
Coral  Gables,  Fla.  He  has 
been  switching  from  actively  managed 
portfolios  such  as  the  large-cap  value 
Dodge  &  Cox  Stock  Fund  to  ETFs  as  the 
core  of  his  wealthy  clients'  equity  hold- 
ings. Some  $90  million  of  the  $433  mil- 
lion Evensky  oversees  is  now  in  ETFs. 
"With  ETFs  we  can  replicate  the  returns 
of  some  of  the  finest  active  managers  in 
existence,  but  very  tax-efficiently,"  he 
says.  "Even  when  market  returns  are 
high,  we're  likely  to  remain  significandy 
invested  with  ETFs." 

ETFs  are  also  winning  over  brokers, 
who  long  regarded  mutual  funds  and  in- 
dividual stocks  as  the  only  places  to  put 
customers'  money.  Now  brokers  are  start- 
ing to  create  accounts  that  use  only  ETFs. 


The  Pros  and  Cons  of 

Exchange-Traded  Funds 

WHAT'S  DRIVING 

...AND  WHAT'S 

THEM... 

HURTING  THEM 

EQUAL  FOOTING 

TRANSACTION  COSTS 

ETFs  don't  have  to  sell 

Investors  must  pay  a 

holdings  to  meet  redemp- 

commission each  time 

tions,  so  long-term  investors 

they  buy  or  sell  an  ETF,  so 

aren't  hurt  when  traders 

mutual  funds  are  often 

switch  in  and  out  of  them. 

cheaper  for  those  in  401(k) 
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cheapest  ETF,  Vanguard 
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Investors  are  charged  an  annual  fee,  typ- 
ically 1%  to  2%  of  assets,  rather  than  a 
commission  on  each  transaction.  A.G.  Ed- 
wards Inc.  and  Smith  Barney  have  offered 
such  accounts  for  a  few  years.  In  recent 
months,  other  firms,  including  Raymond 
James  Financial  Inc.  and  Ryan  Beck  & 
Co.,  have  rolled  out  similar  programs. 
Morgan  Stanley,  which  just  added  ETFs 
to  one  of  its  offerings,  plans  to  expand  its 
lineup  later  this  year. 

To  sign  up  people  who  handle  their  own 
investing  and  trade  regularly,  the  industry 
is  working  to  cut  the  cost  of  commissions. 
Last  fall,  Ameritrade  introduced  an  advi- 
sory service  that  uses  ETFs  for  its  clients' 
portfolios.  Investors  can  rebalance  their 
portfolios  or  add  money  to  an  account 
without  paying  a  commission  each  rime 
they  trade.  Instead,  Ameritrade  charges  an 
annual  fee— 0.50%  for  accounts  up  to 
$100,000  and  0.35%  for  larger  ones. 
ShareBuilder  Corp.  in  Bellevue,  Wash.,  ag- 
gregates its  trades  weekly  so  investors 
don't  get  hit  with  big  charges.  Customers 
pay,  at  most,  $4  a  trade,  which  makes 
sense  for  investors  who  put  at  least  $500  a 
month  into  ETFs.  And  it's  likely  to  be  only 
a  matter  of  time  before  investors  are  able  to 
buy  an  ETF  straight  from  the  company 
sponsoring  it.  NASDAQ  says  it's  consider- 
ing a  direct-investment  program  for  the 
NASDAQ-100  Index  Tracking  Stock,  or 
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Raking  in  the  Cash 

The  five  largest  ETFs* 

The  five  fastest-growing  ETFs** 

NAME                                                               ASSETS                    NAME 

tSBILLIONS) 

GROWTH 
IN  ASSETS 

SPDRs                                 $48.4          iShares  Dow  Jones  Transportation 

1,420% 

NASDAQ-100  Index  Tracker        19.0           iShares  Dow  Jones  Select  Dividend  Index 

989 

iShares  MSCI EAFE  Index           15.7           BLDRS  Emerging  Markets  50 

944 

iShares  S&P  500  Index              12.7           iShares  MSCI  Austria  Index 

762 

If- 


MidCap  SPDRS 


7.1 


PowerShares  Dynamic  Market  Portfolio         541 


♦As  of  April  30 


•For  2004 
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Qubes,  allowing  investors  to  bypass  bro- 
kerage firms  and  their  commissions. 

The  industry  is  also  making  ETFs  eas- 
ier to  use  in  401(k)  plans,  potentially  un- 
locking a  $2  trillion  pot  of  cash.  Firms 
such  as  Invest  n  Retire  LLC  in  Portland, 
Ore.,  and  Banneker  Capital  Management 
in  Owings  Mills,  Md.,  bundle  trades  from 
different  accounts  and  then  execute  them 
once  a  day.  That  keeps  expenses  down. 
The  transaction  costs  for  the  $5  million 
401(k)  plan  at  technology  firm  Navmar 
Applied  Sciences  Corp.,  which  uses  main- 
ly ETFs,  totaled  just  $73  in  March,  says 
Chief  Financial  Officer  Robert  Bauder. 


While  skeptics  concede  that  ETFs  may 
be  able  to  penetrate  smaller  plans  with  as- 
sets of  under  $100  million  or  so,  they  ar- 
gue that  it  will  be  tough  to  break  into  big- 
ger ones,  particularly  those  with  $1  billion 
or  more  in  assets.  These  plans  enjoy  huge 
economies  of  scale,  with  dirt  cheap  annu- 
al expenses.  "Larger  plans  can  negotiate 
excellent  pricing,  so  ETFs  aren't  necessar- 
ily going  to  be  attractive,"  says  Lori  Lucas, 
director  of  participant  research  for  Hewitt 
Associates  Inc.  Darwin  Abrahamson,  CEO 
of  Invest  n  Retire,  begs  to  differ.  His  firm  is 
bidding  to  run  two  plans,  each  with  more 
than  $1  billion.  In  one,  he  says,  the  average 


investor  is  currently  paying  0.30%  ^re 
A  similar  portfolio  using  mainly  Er*. 
figures,  would  cost  0.10%  to  0.15%. ! 

Vanguard,  the  mutual-fund  firr*r 
the  most  at  stake,  is  fighting  fire  wi  & 
In  2001  it  rolled  out  its  first  ETl 
guard  Total  Stock  Market  VIPERs 
follows  the  MSCI  U.S.  Broad  Marl 
dex.  In  March  it  introduced  three 
national  VIPERs,  giving  it  23  ETFs 
Vanguard  is  also  considering  ETl 
track  the  bond  market,  and  it's  stx 
up  marketing  aimed  at  financial  ph 

Mutual-fund  companies  are  si; 
the  charges  on  their  index  funds  as  w .  f 
part  to  keep  up  with  ETFs.  Fidelity— w; 
launched  an  ETF  that  tracks  the  NAM*  [ 
Composite  Index  in  2003— lowered  tile: 
pense  ratio  on  its  index  funds  from 
of  0.47%  to  0.10%  in  August  A  week 
E*Trade  Financial  Corp.  cut  expens 
its  S&P  500  fund  to  0.09%.  Then,  in 
Vanguard  made  it  easier  to  qualify 
cheapest  share  class— the  Admiral  sire* 
of  its  S&P  500  fund,  which  chargeLs; 
0.09%.  Slashed,  too,  are  the  prices  of  I  mf 
guard's  own  ETFs:  All  now  have  lowe  af 
pense  ratios  than  similar  ETFs  offert  b; 
competitors.  Two  of  its  VIPERs  have  a  sc 
pense  ratio  of  just  0.07%,  making  then  hi 


Cialis  is  not  for  everyone.  If  you  take  nitrates,  often  used  for  chest  pain  (also  known  as  angina),  or  alpha-blod« 
(other  than  Flomax  0.4  mg  once  daily),  prescribed  for  prostate  problems  or  high  blood  pressure,  do  not  t. 
Cialis.  Such  combinations  could  cause  a  sudden,  unsafe  drop  in  blood  pressure.  Don't  drink  alcohol  in  exo 
(to  a  level  of  intoxication)  with  Cialis.  This  combination  may  increase  your  chances  of  getting  dizzy  or  lowering  y 
blood  pressure  Cialis  does  not  protect  a  man  or  his  partner  from  sexually  transmitted  diseases,  including  Hh 

The  most  common  side  effects  with  Cialis  were  headache  and  upset  stomach.  Backache  and  muscle  ache  w 
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,eieapest  mass-market  invest- 
;  tent  options  available. 

The  battleground  will  soon 
vjiift  to  actively  managed  mon- 
fy.  Tony  Baker,  managing  di- 

'a.»ctor  of  the  ETF  Marketplace     provide  lOW" 
Lj  the  AMEX,  says  the  first  ap-     '  - 

jlication  for  an  actively  man- 
ned ETF  could  be  filed  with 
aie  Securities  &  Exchange 
Commission  in  the  next  few 
irionths.  The  problem  is  that 
^changes  must  publish  an  es- 
[rmated    value    of    an    ETF 

hroughout  the  day,  just  as 
[j^ey  do  with  stocks.  This  is  eas- 
A.y  done  because  there's  no 

nystery  to  what  makes  up  the 

,adex  that  an  ETF  is  tracking. 

^ut  for  competitive  reasons, 
oiianagers  of  actively  run  funds  are  reluc- 
,-jant  to  reveal  what  they  own— even  on  a 
quarterly  basis,  as  they  are  required  to  do. 
•eb  get  around  this,  Baker  proposes  that 
jjiTFs  create  tracking  portfolios  to  mimic 
phe  intra-day  price  movements  of  the  un- 
derlying fund.  Firsthand  Capital  Manage- 
Lnent  recently  filed  for  a  product  that  gets 
; yme  step  closer:  The  fund  would  reveal  its 
j  folding  daily. 


We  want  to 


cost  funds, 
so  our 
challenge  is 
not  to  spend 
asmucnon 
[marketing]55 

LEEKRANEFUSS 

CEO,  Barclays'  iShares 


Not  everyone  is  convinced  that  actively 
managed  ETFs  will  catch  on.  For  one, 
there's  a  chance  they'll  be  mispriced  be- 
cause the  price  would  be  based  on  the 
proxy  portfolio  rather  than  the  ETF's  actu- 
al holdings.  Also,  much  of  their  cost  ad- 
vantage may  be  lost.  "I  think  a  lot  of  peo- 
ple are  counting  on  actively  managed  ETFs 
for  their  expansion  and  growth,"  says 
Momingstar  Inc.  analyst  Dan  Culloton. 


"But  I'm  dubious  about  their 
value  to  individual  investors." 

When  it  comes  to  managed 
investments,  big  mutual-fund 
companies  will  continue  to 
have  the  upper  hand  because  of 
their  plentiful  marketing  dol- 
lars and  powerful  distribution 
channels.  "We  want  to  provide 
low-cost  funds,  so  our  chal- 
lenge is  not  to  spend  as  much 
on  [marketing],"  says  Lee  T 
Kranefuss,  CEO  of  the  iShares 
division  at  Barclays,  which 
manages  more  than  $115  bil- 
lion in  ETF  assets.  Barclays 
estimates  that  it  spends  about 
one-fifth  as  much  as  major 
mutual-fund  companies  do 
on  marketing. 
This  battle  is  just  beginning.  But  by 
creating  better,  cheaper,  and  more  effi- 
cient options,  it's  already  making  in- 
vestors into  big  winners.  ■ 

-ByAdrienne  Carter  in  Chicago,  with 
Justin  Hibbard  in  San  Francisco 
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36-hour  Cialis.  When  the  moment  is  right,  will  you  be  ready?  You're  not  the  only  one  who  will 
De  glad  you  talked  to  your  doctor  about  Cialis  (see-AL-iss).  Cialis  lets  you  and  your  partner  choose  when  the 
rioment  is  right.  Cialis  is  the  only  erectile  dysfunction  tablet  clinically  proven  to  not  only  work  fast,  but  also 

work  up  to  36  hoursJ  Having  up  to  36  hours  means  you  can  take  your  time,  not  rush 

and  be  ready  when  the  moment  is  right.  Ask  your  doctor  if  prescription  Cialis 
is  right  for  you. 

See  important  safety  information  below  and  Patient  Information  on  following  page. 


1"  Individual  results  may  vary.  Not  studied  for  multiple  attempts  per  dose* 
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also  reported,  sometimes  with  delayed  onset.  Most  men  weren't  bothered  by  the  side  effects  enough  to  stop 
taking  Cialis.  Although  a  rare  occurrence,  men  who  experience  an  erection  for  more  than  4  hours  (priapism) 
should  seek  immediate  medical  attention.  Discuss  your  medical  conditions  and  medications  with  your  doctor  to 
ensure  Cialis  is  right  for  you  and  that  you  are  healthy  enough  for  sexual  activity. 

*ln  clinical  trials,  Cialis  was  shown  to  improve,  up  to  36  hours  after  dosing,  the  ability  of  men  with  ED  to  have  a  single 
successful  intercourse  attempt.  s£s~. 
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Read  the  Patient  Information  about  CIALIS  before  you  start  taking  it  and  again  each  time 
you  get  a  refill.  There  may  be  new  information.  You  may  also  find  it  helpful  to  share  this 
information  with  your  partner.  This  leaflet  does  not  take  the  place  of  talking  with  your 
doctor.  You  and  your  doctor  should  talk  about  CIALIS  when  you  start  taking  it  and  at 
regular  checkups.  If  you  do  not  understand  the  information,  or  have  questions,  talk  with 
your  doctor  or  pharmacist. 

What  important  information  should  you  know  about  CIALIS? 

CIALIS  can  cause  your  blood  pressure  to  drop  suddenly  to  an  unsafe  level  if  it  is  taken 
with  certain  other  medicines.  You  could  get  dizzy,  faint,  or  have  a  heart  attack  or  stroke. 

Do  not  take  CIALIS  if  you: 
•take  any  medicines  called  "nitrates." 

•  use  recreational  drugs  called  "poppers"  like  amyl  nitrate  and  butyl  nitrate. 

•  take  medicines  called  alpha  blockers,  other  than  Flomax   (tamsulosin  HCI)  0.4  mg  daily. 

(See  "Who  should  not  take  CIALIS?") 

Tell  all  your  healthcare  providers  that  you  take  CIALIS.  If  you  need  emergency  medical 
care  for  a  heart  problem,  it  will  be  important  for  your  healthcare  provider  to  know  when  you 
last  took  CIALIS. 

After  taking  a  single  tablet,  some  of  the  active  ingredient  of  CIALIS  remains  in  your 
body  for  more  than  2  days.  The  active  ingredient  can  remain  longer  if  you  have  problems 
with  your  kidneys  or  liver,  or  you  are  taking  certain  other  medications  (see  "Can  other 
medications  affect  CIALIS9"). 

What  is  CIALIS? 

CIALIS  is  a  prescription  medicine  taken  by  mouth  for  the  treatment  of  erectile  dysfunction 
(ED)  in  men. 

ED  is  a  condition  where  the  penis  does  not  harden  and  expand  when  a  man  is  sexually 
excited,  or  when  he  cannot  keep  an  erection.  A  man  who  has  trouble  getting  or  keeping  an 
erection  should  see  his  doctor  for  help  if  the  condition  bothers  him.  CIALIS  may  help  a  man 
with  ED  get  and  keep  an  erection  when  he  is  sexually  excited. 

CIALIS  does  not: 

•  cure  ED 

•  increase  a  man's  sexual  desire 

•  protect  a  man  or  his  partner  from  sexually  transmitted  diseases,  including  HIV.  Speak 
to  your  doctor  about  ways  to  guard  against  sexually  transmitted  diseases. 

•  serve  as  a  male  form  of  birth  control 

CIALIS  is  only  for  men  with  ED.  CIALIS  is  not  for  women  or  children.  CIALIS  must  be  used 
only  under  a  doctor's  care. 

How  does  CIALIS  work? 

When  a  man  is  sexually  stimulated,  his  body's  normal  physical  response  is  to  increase 
blood  flow  to  his  penis.  This  results  in  an  erection.  CIALIS  helps  increase  blood  flow  to 
the  penis  and  may  help  men  with  ED  get  and  keep  an  erection  satisfactory  for  sexual 
activity.  Once  a  man  has  completed  sexual  activity,  blood  flow  to  his  penis  decreases,  and 
his  erection  goes  away. 

Who  can  take  CIALIS? 

Talk  to  your  doctor  to  decide  if  CIALIS  is  right  for  you. 

CIALIS  has  been  shown  to  be  effective  in  men  over  the  age  of  18  years  who  have  erectile 
dysfunction,  including  men  with  diabetes  or  who  have  undergone  prostatectomy. 

Who  should  not  take  CIALIS? 

Do  not  take  CIALIS  if  you: 

•take  any  medicines  called  "nitrates"  (See  "What  important  information  should 
you  know  about  CIALIS?").  Nitrates  are  commonly  used  to  treat  angina.  Angina  is 
a  symptom  of  heart  disease  and  can  cause  pain  in  your  chest,  jaw,  or  down  your  arm. 

Medicines  called  nitrates  include  nitroglycerin  that  is  found  in  tablets,  sprays,  ointments, 
pastes,  or  patches.  Nitrates  can  also  be  found  in  other  medicines  such  as  isosorbide 
dinitrate  or  isosorbide  mononitrate.  Some  recreational  drugs  called  "poppers"  also 
contain  nitrates,  such  as  amyl  nitrate  and  butyl  nitrate.  Do  not  use  CIALIS  if  you  are  using 
these  drugs.  Ask  your  doctor  or  pharmacist  if  you  are  not  sure  if  any  of  your  medicines 
are  nitrates. 

•take  medicines  called  "alpha  blockers",  other  than  Flomax9  0.4  mg  daily.  Alpha 
blockers  are  sometimes  prescribed  for  prostate  problems  or  high  blood  pressure. 
If  CIALIS  is  taken  with  alpha  blockers  other  than  Flomax*  0.4  mg  daily,  your  blood 
pressure  could  suddenly  drop  to  an  unsafe  level.  You  could  get  dizzy  and  faint. 

•  you  have  been  told  by  your  healthcare  provider  to  not  have  sexual  activity  because  of 
health  problems.  Sexual  activity  can  put  an  extra  strain  on  your  heart,  especially  if  your 
heart  is  already  weak  from  a  heart  attack  or  heart  disease. 

•  are  allergic  to  CIALIS  or  any  of  its  ingredients.  The  active  ingredient  in  CIALIS  is  called 
tadalafil.  See  the  end  of  this  leaflet  for  a  complete  list  of  ingredients. 

What  should  you  discuss  with  your  doctor  before  taking  CIALIS? 

.  Before  taking  CIALIS,  tell  your  doctor  about  all  your  medical  problems,  including  if  you: 

•  have  heart  problems  such  as  angina,  heart  failure,  irregular  heartbeats,  or  have  had 
a  heart  attack.  Ask  your  doctor  if  it  is  safe  for  you  to  have  sexual  activity. 

•  have  low  blood  pressure  or  have  high  blood  pressure  that  is  not  controlled 

•  have  had  a  stroke 
•have  liver  problems 

•  have  kidney  problems  or  require  dialysis 

•  have  retinitis  pigmentosa,  a  rare  genetic  (runs  in  families)  eye  disease 

•  have  stomach  ulcers 

•  have  a  bleeding  problem 

•  have  a  deformed  penis  shape  or  Peyronie's  disease 

•  have  had  an  erection  that  lasted  more  than  4  hours 

•  have  blood  cell  problems  such  as  sickle  cell  anemia,  multiple  myeloma,  or  leukemia 





Can  other  medications  affect  CIALIS? 

Tell  your  doctor  about  all  the  medicines  you  take  including  prescription  al" 
prescription  medicines,  vitamins,  and  herbal  supplements.  CIALIS  and  other  medictr 
affect  each  other.  Always  check  with  your  doctor  before  starting  or  stopping  any  m- 
Especially  tell  your  doctor  if  you  take  any  of  the  following: 

•  medicines  called  nitrates  (See  "What  important  information  should  you  kr 
CIALIS?") 

•medicines  called  alpha  blockers.  These  include  Hytrin*  (terazosin  HCI) 
(tamsulosin  HCI).  Cardura*  (doxazosin  mesylate),  Minipress6  (prazosin  HCI)  or  L 
falfuzosin  HCI). 

•  ritonavir  (Norvir*)  or  indinavir  (Crixivan ! ) 

•  ketoconazole  or  itraconazole  (such  as  Nizoral*  or  Sporanox®) 

•  erythromycin 

•  other  medicines  or  treatments  for  ED 

How  should  you  take  CIALIS? 

Take  CIALIS  exactly  as  your  doctor  prescribes.  CIALIS  comes  in  different  dos 
10  mg,  and  20  mg).  For  most  men,  the  recommended  starting  dose  is  10  mg.  CIALIS  w\ 
be  taken  no  more  than  once  a  day.  Some  men  can  only  take  a  low  dose  of  CIAL' 
of  medical  conditions  or  medicines  they  take.  Your  doctor  will  prescribe  the  dose  th 
for  you. 

•  If  you  have  kidney  problems,  your  doctor  may  start  you  on  a  lower  dose  of  ClAi .   \( 

•  If  you  have  kidney  or  liver  problems  or  you  are  taking  certain  medications,  youi  ctc| 
may  limit  your  highest  dose  of  CIALIS  to  10  mg  and  may  also  limit  you  to  one  t  it  *r 
48  hours  (2  days)  or  one  tablet  in  72  hours  (3  days).  I 

Take  one  CIALIS  tablet  before  sexual  activity.  In  some  patients,  the  ability  to  haw  xu; 
activity  was  improved  at  30  minutes  after  taking  CIALIS  when  compared  to  a  sui  pil 
The  ability  to  have  sexual  activity  was  improved  up  to  36  hours  after  taking  ClALIi  itie 
compared  to  a  sugar  pill.  You  and  your  doctor  should  consider  this  in  deciding  wf  yo 
should  take  CIALIS  prior  to  sexual  activity.  Some  form  of  sexual  stimulation  is  neede*  ra 
erection  to  happen  with  CIALIS.  CIALIS  may  be  taken  with  or  without  meals. 

Do  not  change  your  dose  of  CIALIS  without  talking  to  your  doctor.  Your  doctor  ma  iw 
your  dose  or  raise  your  dose,  depending  on  how  your  body  reacts  to  CIALIS. 

Do  not  drink  alcohol  to  excess  when  taking  CIALIS  (for  example.  5  glasses  of  v  8  c 
5  shots  of  whiskey).  When  taken  in  excess,  alcohol  can  increase  your  chances  of  t 
a  headache  or  getting  dizzy,  increasing  your  heart  rate,  or  lowering  your  blood  press 

If  you  take  too  much  CIALIS,  call  your  doctor  or  emergency  room  right  away. 

What  are  the  possible  side  effects  of  CIALIS? 

The  most  common  side  effects  with  CIALIS  are  headache,  indigestion,  back  pain,  ikcl 
aches,  flushing,  and  stuffy  or  runny  nose.  These  side  effects  usually  go  away  af 
hours.  Patients  who  get  back  pain  and  muscle  aches  usually  get  it  12  to  24  houf  ftef 
taking  CIALIS.  Back  pain  and  muscle  aches  usually  go  away  by  themselves  within  48  «rsj 
Call  your  doctor  if  you  get  a  side  effect  that  bothers  you  or  one  that  will  not  go  away 

CIALIS  may  uncommonly  cause: 

•  an  erection  that  won't  go  away  (priapism).  If  you  get  an  erection  that  lasts  moifia 
4  hours,  get  medical  help  right  away.  Priapism  must  be  treated  as  soon  as  p 
or  lasting  damage  can  happen  to  your  penis  including  the  inability  to  have  erecti; 

•vision  changes,  such  as  seeing  a  blue  tinge  to  objects  or  having  difficulty  tellii  th 
difference  between  the  colors  blue  and  green. 
These  are  not  all  the  side  effects  of  CIALIS.  For  more  information,  ask  your 
or  pharmacist. 

How  should  CIALIS  be  stored? 

•  Store  CIALIS  at  room  temperature  between  59°  and  86°F  (15°  and  30°C). 

•  Keep  CIALIS  and  all  medicines  out  of  the  reach  of  children. 

General  Information  about  CIALIS: 

Medicines  are  sometimes  prescribed  for  conditions  other  than  those  described  in  An 
information  leaflets.  Do  not  use  CIALIS  for  a  condition  for  which  it  was  not  prescribtJDa 
not  give  CIALIS  to  other  people,  even  if  they  have  the  same  symptoms  that  you  have, 
harm  them. 

This  leaflet  summarizes  the  most  important  information  about  CIALIS.  If  you 
like  more  information,  talk  with  your  healthcare  provider.  You  can  ask  your  doc 
pharmacist  for  information  about  CIALIS  that  is  written  for  health  professionals. 

For  more  information  you  can  also  visit  www.cialis.com,  or  call  1-877-242-5471 

What  are  the  ingredients  of  CIALIS? 

Active  Ingredient:  tadalafil 

Inactive  Ingredients:  croscarmellose  sodium,  hydroxypropyl  cellulose,  hypromeke 
iron  oxide,  lactose  monohydrate.  magnesium  stearate.  microcrystalline  cellulose,  sc  m 
lauryl  sulfate,  talc,  titanium  dioxide,  and  triacetin. 

Rx  only 

Norvir*  (ritonavir)  and  Hytrin'  (terazosin  HCI)  are  registered  trademarks  of  Abbott  Labora|es 

Crixivan*  (indinavir  sulfate)  is  a  registered  trademark  of  Merck  &  Co.,  Inc. 

Nizoral*  (ketoconazole)  and  Sporanox*  (itraconazole)  are  registered  trademarks  of  Jar^n 

Pharmaceutica,  Inc. 

Flomax'    (tamsulosin   HCI)   is   a   registered   trademark   of   Boehringer   Ingel  r 

Pharmaceuticals,  Inc. 

Cardura'  (doxazosin  mesylate)  and  Minipress*  (prazosin  HCI)  are  registered  trademar 

Pfizer,  Inc. 

Uroxatral?  (alfuzosin  HCI)  is  a  registered  trademark  of  Sanofi-Synthelabo 
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Finance  I  POs 


Blank  Check, 
Blind  Faith 

fo  assets,  no  staff.  But  shells  created  to 
>uy  companies  are  hot  IPOs 


T  TAKES  A  LOT  OF  FAITH  TO  BUY 
stock  in  any  initial  public  offering. 
But  it  may  require  the  faith  of  a 
saint  to  invest  in  Fortress  America 
Acquisition  Corp.  The  five-month- 
old  startup,  which  filed  its  prospec- 
tus on  Mar.  23,  has  no  revenues, 

'perations,  products,  or  employees.  It 

Sts  $72,500  in  assets,  including 
:  60,000  that  was  borrowed  from  its  offi- 

?rs.  Nonetheless,  it  hopes  to  raise  $42 

lillion  by  selling  7  million  shares. 
And  what  would  it  do  with  the  money? 

nhe  Bethesda  (Md.)  outfit  would  buy  an 

s-yet-unknown  company  in  the  home- 
:cind  security  industry.  It  may  succeed. 

sa  Hutchinson,  who  was  undersecretary 

f  the  U.S.  Homeland  Security  Dept.  until 

lar.  1,  is  a  special  adviser  and  one  of  the 

ve  original  investors.  Still,  Chairman  C. 
i  nomas  McMillen  and  Chief  Executive 
|  larvey  L.  Weiss  acknowledge  that  they 

ave  no  leads  yet  on  what  to  buy. 
1 1  Fortress  America  is  a  "blank  check" 
'ompany— a  shell  created  solely  to  ac- 

uire  a  single  operating  business.  And 
1  /hile  financial  advisers  warn  that  in- 

estors  are  buying  blindly,  these  stock  of- 
|  -rings  are  the  hottest  thing  in  IPOs  today. 

Tiere  was  only  one   in 

:003,      but      12      were 
i  aunched  last  year,  accord - 

ng  to  researcher  IPO  Vital 
1  agns.  This  year,  six  more 

aave  begun  trading,  more 

nan  in  any  other  category 

>f  new  listings,  and  22  oth- 

ts  have  filed  with  the  Se- 

:urities  &  Exchange  Com- 

nission  to  issue  shares. 

iome  specify  which  indus- 

ry  they're  targeting;  oth- 
ers are  open-ended. 
The  size  and  stature  of 

hese  IPOs  are  also  grow- 


TRUST  US! 


Shell  companies  are 
launching  "blank-check" 
IPOs  to  raise  funds  for 
buying  real  companies 


l'04 
Data:  IPO  Vital  Signs 


ing.  Last  year  they  raised  an  average  of 
$43.2  million  each  and  all  but  one  were 
oversubscribed,  says  Glenn  A.  Petersen, 
managing  partner  at  Calyx  Partners,  a 
small-business  consultancy  in  Chicago. 
Current  registrants  are 
seeking  an  average  of 
$74-3  million,  including 
two  for  $180  million  each. 
Marquee  name  execs  are 
signing  on  as  principals. 
Steven  R.  Berrard,  former 
CEO  of  Blockbuster  Enter- 
tainment Group  and  co- 
founder  of  AutoNation 
Inc.,  heads  Services  Acqui- 
sition Corp.  International 
in  Fort  Lauderdale. 

Financial  advisers  say 
investors  have  flocked  to 
blank-check     companies 


because  of  the  attention  that  hedge  funds 
and  buyout  firms  have  been  getting.  Like 
them,  the  new  outfits  aim  to  unearth  dia- 
monds in  the  rough  that  could  become 
gems  with  enough  capital  or  manage- 
ment skill.  Unlike  hedge  funds,  they  are 
open  to  all,  not  just  the  wealthy,  with 
shares  typically  priced  at  $5  or  $6  apiece. 
Startup  execs  see  them  as  a  way  to  raise 
money  without  ceding  a  big  stake  to  an- 
gel-fund investors  or  without  going  to 
banks,  which  would  require  a  detailed 
business  plan.  New  York  investment 
bank  and  brokerage  EarlyBirdCapital 
Inc.,  a  leader  in  the  business,  has  backed 
18  of  the  deals. 

But  do  investors  come  out  ahead?  If  s 
too  early  to  tell,  because  only  one  recent 
blank- check  startup  has  done  a 
deal.  In  August,  Millstream  Acqui- 
sition Corp.  of  Wayne,  Pa.,  took 
over  NationsHealth  Inc.,  a  money- 
losing  medical-products  supplier 
in  Sunrise,  Fla.,  for  $20.9  million. 
Millstream's  stock,  issued  at  $5  a 
share,  now  trades  as  Nations- 
Health  on  NASDAQ  at  around 
$6.25.  Three  other  blank-check 
companies  have  announced  deals 
expected  to  close  in  the  next  few 
months,  while  Millstream 
launched  a  second  IPO  in  Decem- 
ber. Irwin  Greenstein,  editor  of 
Penny  Sleuth,  an  online  newsletter, 
warns  people  to  stay  away  from  the 
sector.  "If  you  want  to  gamble,  go 
to  Las  Vegas,"  he  says.  "At  least 
you'll  get  free  booze." 

Another  cause  for  skepticism: 
the  perks  that  company  principals 
get.  In  their  IPO  registrations, 
founders  commonly  report  they've 
invested  $25,000  altogether,  pay- 
ing between  1.5<t  and  3.5<t  a  share.  Also, 
many  receive  $90,000  a  year  to  maintain 
an  office  as  well  as  cover  travel  and  other 
expenses.  In  many  filings,  execs  state  up 
front  that  they'll  work  no  more  than  10 
hours  a  week  for  the  startup. 

Blank-check  IPOs  do  promise  more 
safeguards  than  they  used  to.  After  a 
string  of  shell  companies  fleeced  stock- 
holders in  the  late  1980s,  the  SEC  ruled 
that  any  purchase  must  win  approval  of 
80%  of  shareholders.  Failing  that,  in- 
vestors are  owed  refunds.  Thaf  s  true,  too, 
if  no  deal  is  done  within  18  months.  Be- 
cause their  shares  were  offered  at  $5  and 
above,  the  latest  issuers  aren't  covered  by 
these  rules.  Still,  in  their  filings,  they  gen- 
erally agree  to  stick  to  them.  That's  prob- 
ably the  most  anyone  signing  a  blank 
check  can  hope  for.  ■ 

-By  Michael  Arndt  in  Chicago 
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Information  Technology  Software 


The  World  Wide 
Work  Space 

UGS  software  lets  thousands  of  people 
cooperate  on  a  single  project 


EEN  THE  CHARMTN  MEGA 
Roll?  Four  times  the  size  of 
the  average  toilet  paper 
roll,  it  showed  up  in  stores 
earlier  this  year.  Few  peo- 
ple gave  much  thought  to 
the  new  logo  or  dancing 
bear  on  the  packaging.  But  not  Robert 
Dixon.  The  Procter  &  Gamble  Co.  vice- 
president  helps  coordinate  how  the  com- 
pany makes  changes  in  the  art  on  its 
products.  With  300  P&G  brands,  from 
Charmin  to  Tide,  that  adds  up  to  thou- 
sands of  tweaks  a  year.  The  solution? 
Software  from  UGS  Corp.  that  lets  de- 
signers, execs,  and  others  collaborate  eas- 
ily. Dixon  says  the  technology  allows  P&G 
to  handle  25%  more  art  changes  than  be- 
fore, with  the  same  staff.  P&G  also  has 
used  the  software  to  develop  drugs  and 
design  the  manufacturing  line  for  its  dia- 
pers. "Innovation  is  the  lifeblood  of  our 


company,  and  UGS  is  one  of  the  strategic 
platforms  in  our  innovation,''  says  Dixon. 
UGS  may  be  the  most  promising  soft- 
ware company  you've  never  heard  of. 
Spun  out  of  ailing  Electronic  Data  Sys- 
tems Corp.  in  May,  2004,  in  what  was 
then  the  largest  private  equity  invest- 
ment in  the  technology  industry,  UGS 
has  been  on  a  tear.  If  s  on  track  to  sur- 
pass $1  billion  in  sales  and  $200  million 
in  cash  from  operations  this  year,  al- 
though heavy  interest  and  amortization 
expenses  will  keep  net  income  in  the  red 
until  at  least  the  fourth  quarter.  UGS  is 
the  leader  in  the  fastest-growing  seg- 
ment of  the  corporate  software  market: 
product  life-cycle  management  (PLM). 
Such  software  lets  people  coordinate 
their  work,  whether  they're  in  San  Fran- 
cisco or  Shanghai.  "You  can  tie  together 
companies  and  tap  the  intellectual  re- 
sources of  China  or  India,"  says  UGS 


Chief  Executive  Officer  Anthony  J. 

It  works  like  this.  Click  an  icon  n  i 
PC  loaded  with  UGS  software,  am  oi 
ushered  into  a  digital  forum,  with 
dimensional  workspace  and  foldeiot  I 
formation  along  one  side.  Market  s  < 
post  ideas  for  new  products.  En  id 
can  design  3D  prototypes.  And  m;  uti 
turers  can  lay  out  a  new  assemb  li  j 
complete  with  every  piece  of  equ  pd 
necessary.  Tens  of  thousands  of  toy. 
can  participate  on  a  single  projeufrc 
anywhere  there's  a  Web  connectio 

General  Motors  Corp.  uses  UGjpi 
grams  to  tie  together  19  design  cenj 
six  continents.  The  auto  giant,  wh  I 
signed  the  latest  Cadillac  CTS  and  Jul 
mer  H3  with  the  software,  says  J  h 
saved  $75  million  in  materials  ale  e 
replacing  physical  car  mock-ups  wi  di 
ital  versions.  "It  has  expanded  ouj  io 
zons,"  says  GM  director  Diane  Jurg  is 

GRAND  AMBITIONS 

AFFUSO  RAN  THE  BUSINESS  W  e 
was  inside  EDS,  but  he  has  stepped 
gas  pedal  since  the  buyout.  He  revajpe 
the  UGS  management  team,  using  o 
options  to  lure  new  heads  of  mark  in 
sales,  and  legal  affairs.  He's  expandi 
lationships  with  blue-chip  custome 
eluding  GM  and  Lockheed  Martin 
And  he's  striking  alliances  with  tech 
ice  companies,  including  Hewlett-  jcl 
ard  Co.  and  Accenture,  to  help  sell  fGI 
software  to  more  industries. 

An  engineer  who  grew  up  on  a  fa;  i  ij 
New  York's  Hudson  Valley,  Affusc  la 
grand  ambitions  for  the  compamH 
wants  sales  to  reach  $3  billion  in  iv 
years.  And  he's  making  quick  prog  ss 
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Collaboration  King 

Product  life-cycle  management  software  hooks  up  companies  and  their  partners.  Here's  a  look: 


DESIGN  General  Motors  uses  UGS 
software  for  designing  cars,  including  all 
current  Cadillacs.  More  than  30,000  GM 
employees  working  in  19  engineering 
centers  on  six  continents  use  the  tools  to 
do  everything  from  mocking  up  drawings 
of  cars  to  creating  finished  designs  of 
power  trains. 


MAINTENANCE  The  Royal  Australian  N; 
threw  out  its  paper-based  system  and 
replaced  it  with  a  UGS  program  for  the 
operation  and  repair  of  its  vessels.  The 
system  connects  suppliers,  repairmen, 
and  onshore  crews  so  that  they  can  wor 
together  to  keep  ships  in  tip-top  shape. 


L_ 
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MANUFACTURING  Procter  &  Gamble's 
$6  billion  baby-care  division  used  UGS 
tools  for  its  diaper  manufacturing.  The 
system  linked  makers  in  Europe,  Asia,  and 
Latin  America  with  U.S.  designers,  letting 
P&G  create  a  master  design  for  its  plants. 
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OF  YOUR  DOMAIN. 


Challenge  the  ordinary. 


Be  E  Hraordinary 


Introducing  New  E*TRADE  Complete 

...the  intelligent,  integrated  way  to  manage  all  your  money. 

#■  Complete  view  of  all  your  accounts  -  all  in  one  place. 

■){■  Intelligent  Cash  Optimizer:  instantly  calculates  the  earning  potential  of  your  cash. 

">  Money  Market  Account  with  up  to  2.50%  APY  -  plus  free  checking  and  bill  pay! 

lk  Debit  Card  with  nationwide  ATM  refunds  -  all  banks. 


Secured  by 


New  optional  Digital  Security  ID. 

It's  like  a  combination  lock  for  your  online  connection. 


FINANCIAL 

Call  1  -800-998-8049  or  visit  etradecomplete.com 


1.  The  E*TRADE  Money  Market  Account  is  a  separate  deposit  account  offered  by  E*TRADE  Bank.  Annual  Percentage  Yield  (APY)  of  2.50%  as  of  4/04/05  and  applies  to  accounts 
f«ith  balances  of  $50,000  or  more.  Accounts  with  balances  of  $5,000-$49,999  will  earn  1.80%  APY  and  accounts  with  balances  of  less  than  $5,000  will  earn  0.30%  APY.  A 
$100  minimum  deposit  is  required  to  open  account  and  you  must  maintain  an  average  monthly  balance  of  $1,000  or  $5,000  in  total  E*TRADE  Bank  deposits,  by  the  end  of  your 
second  statement  cycle  to  avoid  a  $10  monthly  fee  on  the  account.  This  fee  is  waived  for  Priority  E*TRADE  and  Power  E*TRADE  customers.  Fees  may  reduce  earnings.  Yields 
subject  to  change  daily. 

2.  We  will  not  charge  you  a  fee  for  withdrawing  funds  from  any  ATM  but  the  owner/operator  of  some  ATMs  may.  In  those  cases,  E*TRADE  will  automatically  refund  your  account  for  the 
amount  of  the  fee.  Priority  E*TRADE  and  Power  E*TRADE  customers  get  unlimited  ATM  fee  refunds.  Other  customers  get  up  to  five  ATM  fee  refunds  per  month. 

3.  This  security  authentication  system  is  based  on  technology  from  RSA  Security  Inc.  RSA,  RSA  logo  and  SecurlD  are  either  registered  trademarks  or  trademarks  of  RSA  Security  Inc. 
in  the  United  States  and/or  other  countries.  RSA  Security  Inc.  is  not  affiliated  with  E*TRADE  FINANCIAL  Corp.  or  any  of  its  affiliates  and  is  not  a  sponsor  of  this  program. 
Securities  products  and  services  offered  by  E'TRADE  Securities  LLC,  Member  NASD/SIPC,  are  not  insured  by  the  FDIC,  are  not  guaranteed  deposits  or  obligations  of  E'TRADE 
3ank.  and  are  subject  to  investment  risk,  including  possible  loss  of  the  principal  invested.  Banking  and  lending  products  and  services  are  offered  by  E*TRADE  Bank,  a  Federal 
savings  bank,  Member  FDIC,  or  its  subsidiaries.  Bank  deposits  are  FDIC  insured  up  to  $100,000.  E*TRADE  Securities  LLC  and  E*TRADE  Batik  are  separate  but  affiliated  companies. 
©  2005  E'TRADE  FINANCIAL  Corp.  All  rights  reserved. 
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The  7  Ways  to  Make 
Tougft  Decisions  Easier, 
Deliver  the  Numbers, 
and  Grow  Business  in 
Good  Times  and  Bad 

CHUCK  MARTIN 


How  do  todays  top 

companies  meet  the 

demands  to  do  more, 

deliver  more,  and  grow 

more?  New  York  Times 

bestselling  author 

Chuck  Martin  tells 

you  how,  with  seven 

principles  that  will 

make  your  organization 

stand  up  to  even  the 

toughest  challenges. 


Available  Everywhere  Books  Are  Sold. 
www.bo9ks.mcgraw-hill.com 


UGS  just  landed  a  contract  with  Korea's 
LG  Electronics,  BusinessWeek  has  learned. 
All  this  has  Affuso  eyeing  an  initial 
public  offering.  He  says  the  company  is 
interviewing  investment  bankers.  Al- 
though he  won't  comment  on  timing,  an- 
alysts say  an  offering  could  happen  by 
yearend.  An  IPO  is  key  because  it  would 
give  the  company  the  currency  to  make 
more  acquisitions.  And  bankers  think  in- 
vestors would  clamor  for  the  offering, 
which  would  be  one  of  the  largest  soft- 


ai 
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ware  IPOS  ever.  "The  banking  in- 
terest in  this  transaction  will  be 
second  only  to  Google,"  says  M. 
Benjamin  Howe,  managing 
partner  of  America's  Growth 
Capital  LLC,  a  Boston  investment  bank. 

UGS  investors  are  riveted,  too.  Buyout 
firms  Silver  Lake  Partners,  Bain  Capital, 
and  Warburg  Pincus  paid  $2.05  billion 
for  the  company,  half  debt  and  half  equi- 
ty. If  UGS  continues  its  current  growth 
and  gets  an  average  sales  multiple  of  2.5, 
if  11  be  worth  just  shy  of  $3  billion.  Each 
firm  stands  to  nearly  double  its  $350 
million  investment.  "Ifs  one  of  those 
things  private  equity  guys  dream 
about,"  says  David  Roux,  a  Silver  Lake 
managing  director. 

DOGFIGHT 

THE  UGS  DEAL  is  one  sign  of  why 
private  equity  companies  are  moving 
into  technology.  Traditionally,  buyout 
shops  shied  away  from  the  volatile  in- 
dustry. But  as  tech  has  matured  and 
banks  have  grown  more  comfortable 
lending  money  for  tech  buyouts,  deals 
have  been  on  the  rise.  The  first  quarter 
saw  $19  billion  in  technology  buy- 
outs, up  from  $4  billion  in  the  year-ago 


period,  according  to  researcher  D  lo. 
UGS  drew  attention  because  it's  ie 
player  in  the  brightest  spot  in  co  or 
software.  Last  year,  the  $57  billic  P 
market  grew  14%,  faster  than  an  otl 
segment,  says  AMR  Research  In 
was  the  No.  1  player  last  year,  witl 
share,  followed  by  Germany's  SAP 
and  France's  Dassault  Systemes  afe.7 
AMR  analyst  Kevin  O'Marah  sa> 
has  an  edge  over  SAP  and  Dassau 
it  is  making  more  progress  expand  |g 
yond  aerospace  and  ut 
into  consumer  goo 
technology.  "UGS  istoi 
the  right  things  to  r  k< 
spiral  positively,"  ht  a; 
The  battle  for  thvpi 
ket  is  shaping  up 
trash-talking  dogfi^;. 
April,   UGS  borr 
$228  million  to  put; 
Tecnomatix  Technc  g 
Ltd.,  which  makesf 
ware  to  let  compani 
sign   and   analyze 
manufacturing.  OnM; 
17,  Dassault  struck  b<  r.  1 
snapping  up  simul.  o 
software  maker  AB  Jl 
Inc.    for    $413    mfo 
Dassault  CEO  Bei 
Charles  admits  UG< 
strong  rival  but  says 
sault  has  better  tech 
gy  that  will  win  tht 
"Last  year  we  took  1 
their  customers,"  he 
"It's  going  to  be  atu 
game."  UGS  says  96%  of  its  clients  n  e1 
their  contracts  for  maintenance  and  til 
er  services. 

Incumbent  enterprise  applic,  o 
makers  such  as  SAP  and  Oracle  ( rj. 
present  another  major  challenge.  Bo  c 
these  giants  are  moving  aggressively  it 
the  PLM  market.  Nils  Herzberg,  £P: 
senior  vice-president  for  manufactu  n 
industries,  says  that  its  technology  i;  p 
pealing  because  it  can  more  easily  r 
nect  to  SAP's  core  run-the-business  aj  1 
cations.  "Our  solution  is  superio  t 
UGS's,"  he  says. 

Affuso  says  he  doesn't  worry  too  n  : 
about  what  his  competitors  are  doing 
stead,  he  concentrates  on  satisfying 
tomers  and  relies  on  the  work  ethic  ] 
learned  on  the  family  farm.  "I  was  alv 
tinkering  with  the  equipment,  tryin; 
do  things  faster,  better,"  he  recalls.  Afl 
is  worlds  away  from  the  farm,  but  he' 
doing  plenty  of  tinkering  in  the  next 
years  to  make  UGS  faster  and  better. 
-By  Spencer  E.  Ante  in  New  I 


CEO  AFFUSO 

"You  can  tie  together 
companies  and  tap 
...China  or  India" 
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Hire  someone  with  a  strong  desire  to  succeed.  Someone  who  proves  his  or  her  ability  to  overcome  obstacles  each 

every  day.  The  National  Organization  on  Disability's  CEO  Council  (listed  at  www.nod.org/ceoad.html)  vigorously 
promotes  hiring  people  with  disabilities.  As  leaders  of  the  corporate  world,  CEO  Council  members  know  it's  not  just 
a  good  thing  to  do,  it's  good  business. 

N.O.D.  thanks  BusinessWeek  for  helping  us  salute  our  CEO  Council  and  urges  others  to  join  the  cause.  Please  send 
questions,  comments  or  tax-deductible  contributions  to  910  16th  Street  NW,  Washington,  DC  20006,  or  visit  us  on 
the  web  at  www.nod.org. 


NAT  ONAL  ORGANIZATION  ON 

©DSABILITY 

www.nod.org 


It's  ability,  not  disability,  that  counts. 
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The  best  source  for 

s. 

B-school  intelligence. 

Make  the  most  informed  decision  about  an  MBA  program  - 
download  the  BusinessWeek  Guide  to  the  Top  Business  Schools 

for  only  $16.95! 
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Top 


■  The  most  comprehensive  and 

intelligent  view  of  B-schools  available  today 

BusinessWeek  editors  analyze  thousands  of  surveys 
of  graduates  and  corporate  recruiters  and  interviews 
with  hundreds  of  students,  alumni,  faculty  members 
to  rank  the  best  B-schools  in  the  U.S.  and  abroad. 

■  Pick  the  MBA  program  thafs  right  for  you 

Find  out  what  the  best  B-Schools  are  for  finance, 
management,  marketing,  and  entrepreneurship. 
Compare  tuitions,  enrollment  options,  financing 
opportunities,  and  average  post-grad  salaries. 

■  Learn  what  it  takes 
to  get  into  the  schools  on  your  list 

Gain  insight  into  what  the  best  B-schools  look  for  in 
an  ideal  candidate,  how  they  weigh  GMAT  scores,  GPAs, 
and  practical  experience,  acing  the  essay,  diversity 
initiatives,  and  more. 

Get  a  leg  up  on  your  competition  at 
www.businessweek.com/go/topmba 


Download  your  e-book  today 
www.businessweek.com/go/topmba 
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Social  Issues  Insurance 


Up  to  His  Neck 
In  the  Risk  Pool 

Uncle  Sam  is  the  insurer-of-last-resort 
for  a  mind-boggling  array  of  catastrophes 


EW  PEOPLE  PAY  MUCH  AT- 
tention  to  such  arcane  issues 
as  government  pension 
guarantees.  But  when  bank- 
rupt UAL  Corp.'s  United  Air- 
lines Inc.  recently  dumped 
$6.6  billion  in  unfunded 
pension  liabilities  on  the  Pension  Benefit 
Guaranty  Corp.  (PBGC),  the  obscure  fed- 
eral agency  was  suddenly  front-page 
news.  The  reason  for  all  the  interest: 
United's  move  comes  on  top  of  a  wave  of 
recent  corporate  bankruptcies  that  has 
left  the  PBGC  $23  billion  short  of  what  it 
needs  to  cover  failed  pensions.  This  rais- 
es the  unsettling  prospect  of  taxpayers 
getting  stuck  with  a  savings-and-loan- 


type  bailout  of  the  agency,  which  back- 
stops traditional  pension  plans  for  44 
million  workers  and  retirees  who  would 
otherwise  take  a  bigger  hit. 

It  turns  out  that  the  PBGC  is  just  one 
pool  in  a  vast  sea  of  risks  that  Washington 
bears.  Over  the  years,  Congress  has  creat- 
ed one  program  after  another  to  insure 
individuals  and  businesses  against  a 
panoply  of  hazards,  from  natural  disas- 
ters to  bank  failures  to  nuclear  reactor 
meltdowns  (table,  page  111).  Surprisingly, 
the  federal  government  doesn't  tote  up 
the  potential  price  of  all  these  promises. 
But  collectively  they  add  up  to  an  as- 
tounding $6  trillion-plus  in  possible 
claims,  according  to  the  Center  on  Feder- 


al Financial  Insti-    THREE  MILE  ISLAND 

nations  (COFFI),  a    Nukes,  storms, 
Washington  think    banks,  and  pensions 
tank.  Says  Kenneth    arecovered 
A.  Froot,  a  Harvard 

Business  School  business  administration 
professor:  "The  federal  government  has 
assumed  risks  all  over  the  map,  and  I 
don't  think  anybody  has  good  numbers 
on  the  exposure." 

No  one  is  suggesting  an  Armageddon 
scenario  in  which  all  these  trillions  come 
due  at  once.  But  policymakers'  failure  to 
get  a  grip  on  the  mountain  of  insurance 
they're  piling  up  could  be  costly,  since  it's 
widely  assumed  that  taxpayers  would 
have  to  bail  out  a  government  insurer  that 
gets  swamped  with  claims.  In  addition, 
it's  far  from  certain  that  Congress  is  sock- 
ing away  enough  money  to  cover  payouts 
that  could  be  owed  under  more  likely  out- 
comes. For  public  policy  reasons  or  be- 
cause the  risks  are  hard  to  predict,  some 
federal  insurance  systems  don't  pay  their 
own  way.  For  example,  the  government 
charges  insurers  nothing  at  all  for  rein- 
surance against  another  major  terrorist 
attack  like  September  11. 

Federal  budgeting  math  exacerbates 
the  problem,  since  it  often  masks  the  true 
cost  of  insurance  to  taxpayers.  The  na- 
tional budget  shows  annual  cash  flows 
from  premiums  and  payouts  on  claims, 
with  no  money  set  aside  for  future  liabil- 
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People  like  Steve  are  the  reason 
for  an  investment  firm  like  ours. 

RAYMOND  JAMES 
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Social  Issue 


ities.  That  makes  it  difficult  to  see  the  to 
tal  long-term  obligations  Congress  ha 
assumed.  "The  government  often  give 
away  free  or  cheap  insurance  and  acts  a 
if  there  is  no  cost  until  we  cut  the  check. 
says  COFFI  President  Douglas  J.  Elliott. 
The  PBGC  is  the  most  glaring  exampl 

of  this  buy-now  WW 
(^YvnCTrPCC  pay-later  approach  t:^ 
»  T?T  Even  today,  th 
agency  actual] 
looks  like  a  prof 
center  in  the  federc 
budget.  Becaus  f4 
the  premiums  em  f« 
ployers  pay  to  th 
PBGC— plus  its 
vestment  income-, 
exceed  its  payout 
to  cover  failed  pen 
sions,  the  agenc 
shows  up  as  having  contributed  a  total  c 
$12  billion  to  federal  coffers  since  198: 
In  recent  years,  though,  its  long-ten: 
pension  liabilities  have  soared  with  all  thr 
corporate  bankruptcies.  Some  analys 
even  believe  the  long-term  deficit  is  muc 
larger  than  the  PBGC's  own  $23  billio 
appraisal.  Using  a  broader  pricin 
methodology,  congressional  numbe 
crunchers  figure  the  agency  faces  a  sho 
fall  of  more  than  $120  billion  over 
next  decade. 


acts  as  if 
it's  all  free 
"until  we 
cut  the 
check" 


ME 


23 

\m 


MURKY  TOTALS 

A  LOT  OF  THE  problem  stems  from 
lack  of  budget  clarity.  Because  Washin 
ton  doesn't  have  to  put  money  aside  ft 
the  PBGC's  future  liabilities,  it's  all  t 
easy  for  Congress  to  expand  its  insuranc 
commitments.  That's  what  happened  la' 
year  when  airlines  and  steel  producei 
got  a  big  break  on  pension  fund  com 
butions,  increasing  the  cost  to  the  PBGC 
it  eventually  has  to  take  over  any  of  thos 
companies'  plans.  Now,  Congress  : 
mulling  tighter  pension-funding  rule 
and  higher  premiums,  but  lawmakei 
might  have  acted  sooner  if  the  budget  ha 
reflected  economic  reality.  "When  [lav 
makers]  are  asked  to  make  decisior 
about  additional  insurance,  they're  n( 
told  what  they  may  be  putting  the  go1 
ernment  on  the  hook  for  in  the  future 
says  Susan  J.  Irving,  director  of  feder 
budget  analysis  at  the  Government  A 
countability  Office  (GAO). 

Congress,  in  1990,  did  shift  to  a  mo: 
transparent  budgeting  method  for  mo 
federal  loan  programs,  such  as  those  ft 
housing  and  to  students.  But  attempts 1 
use  a  pay-as-you-go  system  for  federal  ii 
surance  fizzled  because  some  risks  a 
tough  to  calculate  and  because  it  wou 
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draw  attention  to  programs'  potential 
nigh  costs. 

The  real  question  is  whether  Congress 
should  put  aside  funds  to  cover  all  the 
/arious  insurance  risks.  Take  terrorism, 
in  2002,  Congress  required  insurance 
;ompanies  to  resume  offering  terrorism 
:overage  to  companies,  a  business  many 
aad  pulled  out  of  after  the  2001  terrorist 
ittacks.  In  return,  lawmakers  pledged  to 
)ear  the  cost  of  most  large  claims,  up  to 
IglOO  billion.  The  program  expires  at  the 
nd  of  the  year,  so  Congress  now  is  con- 
sidering whether  and  how  to  renew  it. 
Many  economists  think  it  should  require 
insurers  to  pay  annual  premiums,  just  as 


products  and  services,  show  Washington 
should  be  setting  aside  about  $1.4  billion 
a  year,  Hunter  says. 

Lawmakers  also  are  weighing  changes 
in  coverage  and  funding  rules  for  the  Fed- 
eral Deposit  Insurance  Corp.  (FDIC), 
which  insures  bank  deposits  up  to 
$100,000.  It's  funded  by  premiums  banks 
pay  on  the  deposits  they  hold.  But  some  in- 
dustry critics  argue  that  Congress  set  the 
premiums  too  low.  Most  banks  have  paid 
nothing  at  all  to  the  FDIC  since  1997,  be- 
cause the  $47  billion  in  reserves  it  has  built 
up  exceed  the  legally  required  ratio.  What 
would  happen,  though,  if  the  current 
housing  bubble  burst?  Bank  failures  could 


On  the  Hook 


Washington  backstops  a  wide  array  of  risks.  Here  are  some  major  ones: 


WHAT'S 
i  COVERED 


BANK 
DEPOSITS 


CROP 
FAILURE 


FLOODS 


NUCLEAR 
REACTORS 


PENSIONS 


TERRORISM 


TYPE  OF 
INSURANCE 


The  Federal  Deposit  Insurance  Corp.  insures  bank  deposits  of  up 
to  $100,000.  Banks  and  savings  institutions  pay  premiums  based 
on  the  level  of  deposits  they  hold. 


Washington  subsidizes  the  private  insurance  coverage  for 
American  farmers  who  suffer  losses  from  crop  damage  or  low 
prices. 


The  Feds  insure  homeowners,  renters,  and  businesses  for  flood 
damage  because  private  insurers  shun  the  market  as  too  open  to 
catastrophic  risk. 


Uncle  Sam  promises  to  pick  up  the  tab  in  a  reactor  accident  for  all 
third-party  damages  above  $9.4  billion.  Power  companies  pay  no 
premiums. 


The  Pension  Benefit  Guaranty  Corp.  insures  traditional  pensions 
for  44  million  workers  and  retirees.  Insufficient  employer 
premiums  have  left  a  $23  billion  shortfall. 


After  the  September  11  attacks,  Congress  persuaded  insurers  to 
keep  offering  commercial  terrorism  insurance  by  guaranteeing 
payouts  above  certain  limits. 


POTENTIAL 

TAXPAYER 

RISK 


$3.4  trillion 


$41  billion 


$643  billion 


Unlimited 


$1.5  trillion 


$100  billion 
a  year 


employers  do  with  the  PBGC.  Not  charg- 
ng  premiums  "is  like  me  not  paying 
State  Farm  for  auto  insurance  because  I 
lion't  have  any  claims  yet,"  says  J.  Robert 
t  hunter,  director  of  insurance  at  the  Con- 
sumer Federation  of  America. 

Even  if  that  happens,  taxpayers  could 
kill  face  a  huge  liability.  After  all,  insured 
(josses  caused  by  the  September  11  attacks 
otaled  some  $32  billion,  about  a  third  of 
ijvhich  Uncle  Sam  stepped  in  to  pay.  While 
would  be  difficult  to  calculate  how 
ofnuch  money  Congress  should  budget 
ach  year  to  cover  all  the  potential  losses 
i  n  a  future  attack,  if  s  not  impossible,  ex- 
i  Jerts  say.  Models  developed  by  Insurance 
J  Services  Office  Inc.,  a  purveyor  of  risk 


Data  Center  on  Federal  Financial  Institutions;  BusinessWeek 

quickly  deplete  the  reserves,  predicts 
George  G.  Pennacchi,  a  finance  professor 
at  the  University  of  Illinois  at  Urbana- 
Champaign.  If  that  occurred,  banks  would 
be  required  to  kick  in  more,  right  when 
they're  racking  up  losses.  "And  you  can  be 
sure  the  healthy  banks  would  say:  We 
shouldn't  be  penalized  for  the  failures  of 
our  poorly  run  brethren,' "  says  Pennacchi. 

Understandably,  Congress  shrinks 
from  raising  costs,  either  as  premiums  to 
employers  or  as  another  item  in  Uncle 
Sam's  budget.  But  it  may  need  to  recon- 
sider as  the  true  burden  of  federal  insur- 
ance promises  comes  to  light.  ■ 

-By Amy  Borrus,  with  Mike  McNamee 

and  Howard  Gleckman,  in  Washington 
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You  and  your  financial  needs  are 
unique.  Raymond  James  financial 
advisors  understand  that.  In  addition 
to  one  of  the  most  comprehensive 
ranges  of  financial  services  anywhere, 
they  have  complete  freedom  to  offer 
unbiased  advice  that's  right  for  you. 
That's  a  promise  from  one  of  the  first 
firms  to  focus  on  individual  financial 
planning.  And  it's  why  some  of  the  best 
advisors  have  chosen  to  work  with  us. 
There's  a  culture  of  independence  here. 
One  that's  focused  on  the  individual. 
One  that  works. 
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Individual  solutions 
from  independent  advisors 
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STRATEGIC  SOURCING 


GOING  FOR  THE 
BRASS  RING 

THE  WINNERS  IN  SOURCING  WILL  MAKE  THE  PROCUREMENT  PROCESS  A  PRIORITY 


There's  no  rest  for  the  weary  when 
it  comes  to  sourcing.  With  several 
years  of  strategic  sourcing  practice 
under  their  belts,  most  companies 
have  automated  many  procurement 
processes  —  generating  impressive 
savings  and  efficiencies  in  the  bargain. 
Yet  even  greater  benefits  are  ripe  for 
the  picking  for  those  who  take  the 
next  step  and  make  strategic  sourcing 
an  institutionalized,  cross-organiza- 
tional process.  "To  take  advantage  of 
this  opportunity,  however,  executives 
must  make  sourcing  and  procure- 
ment innovation  a  priority,"  says  Lora 
Cecere,  research  director  at  AMR 
Research  Inc.,  in  Boston. 

Strategic  sourcing  is  now  high  on 
the  agenda  for  many  CFOs  for  sever- 
al reasons.  For  one,  the  cash  freed  up 

reative  procurement  and  sourcing 
projects  can  be  plowed  into  innova- 
tion. One  major  pharmaceutic.il  man- 
ufacturer recendy  reported  that  it  hid 
saved  enough  money  on  procurement 
initiatives  to  fund  the  development  of 
a  new  drug.  Another  major  entertain- 
ment co^  ate  used  sourcing  to 


generate  enough  savings  to  pay  for  a 
new  theme  park. 

Further,  current  inflationary  pres- 
sure demands  that  the  smart  company 
aggregate  spending  so  that  it  can  gain 
purchasing  power.  Finally,  strategic 
sourcing  can  help  with  compliance 
efforts.  A  better  understanding  of 
expenses,  procurement,  and  payments 
helps  companies  rein  in  maverick 
spending  and  reduce  corporate  risks 
and  liabilities.  "There  is  substantial 
savings  that  can  flow  to  the  bottom 
line  when  companies  move  from 
these  one-off  point  projects  to  a 
more  systematic  approach  to  sourc- 
ing," Cecere  says. 

Strategic  sourcing  continues  to 
increase  in  popularity  and  acceptance 
for  several  reasons,  predominantly 
because  of  its  impact  on  the  bottom 
line,  says  Barry  Wiegler,  managing 
director  and  CEO  of  Sourcing  Interests 
Group,  a  Bell  Canyon  (Calif.) -based 
organizanon  where  members  learn 
from  one  another's  sourcing  experienc- 

Increased  interest  is  also  driven  by 
maturing  of  tools  and  processes,  which 
are  enabling  companies  to  commit  and 


implement  solutions  with  far  less  risk 
and  more  predictability  than  was  pos- 
sible several  years  ago." 

SMART  CARDS 
One  key  tool  is  the  use  of  com- 
mercial procurement  cards  that  act 
as  a  linchpin  in  the  full  procure-to- 
payment  process.  "Effective  strategic 
sourcing  requires  an  informed  vendor 
management  strategy,"  says  David 
Cramer,  senior  vice  president  of  Visa 
U.S.A.,  in  San  Francisco.  "By  replac- 
ing checks  with  procurement  cards 
that  employees  use  to  buy  goods  and 
services,  companies  can  create  a  direct 
data  stream  that  aggregates  purchasing 
information,  spotlights  vendor  usage, 
and  helps  decision  makers  understand 
spending  habits.  Having  all  of  this  infor- 
mation available  online,  in  one  place, 
and  in  close  to  real-time  delivery  gives 
enterprises  the  information  they  need  to 
refine  their  sourcing  strategi 

The  use  of  commercial  procure- 
ment cards  can  also  free  internal 
resources  —  hours  spent  generating 
purchase  orders,  paying  invoices,  and 
responding  to  vendor  inquiries  —  for 
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STRATEGIC  SOURCING 

GOING  FOR  THE 
BRASS  RING 

sourcing  activities  with  more  value. 
Moreover,  the  information  gained 
from  an  electronic  procurement 
solution  enhances  the  procure-to- 
pay  cycle.  "Having  visibility  into  the 
procurement  data  gives  companies 
better  control  over  spending,  as  well 
as  powerful  information  to  help  drive 
better  deals  with  their  suppliers," 
says  Cramer.  "Organizations  that 
deploy  these  cards  quickly  find  that 
they  can  do  more  than  use  them 
to  replace  petty  cash.  They  can  use 
them  as  a  strategic  tool  to  improve 
financial  performance." 

Visa's  procurement  cards  can  be 
used  with  Visa's  Commercial  Program 
Optimization  tools,  which  give 
companies  insights  into  supplier  per- 
formance, payment  trends,  transaction 
frequency,  and  procurement  costs. 
Some  enterprises  are  even  beginning 
to  integrate  their  payment  data  into 
back-office  business  systems,  which 
can  reveal  additional  opportuni- 
ties to  refine  their  strategic  sourcing 
approach.  "Organizations  are  realizing 
that  they  have  the  data  and  the  power 
to  optimize  their  entire  procure-to- 
pay  process,"  says  Cramer.  "It's  just 
a  matter  of  making  it  a  priority." 

DO  YOUR  THING 

An  effective  sourcing  strategy  can 
help  enterprises  with  many  business 
challenges,  including  responding 
to  changing  economic  conditions, 
improving  processes  and  efficiencies, 
improving  return  on  capital,  man- 
aging risks,  increasing  innovation 
and  flexibility,  developing  manage- 
ment talent,  and  responding  to 
customers'  needs.  Yet  no  enterprise 
has  the  time  or  resources  to  handle 
all  these  challenges  alone. 

To  create  an  effective  strategy, 
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companies  first  should  identify 
and  understand  their  core  com- 
petencies —  the  special  skills  or 
knowledge  sets  that  create  their 
competitive  advantage.  Says  Jay 
Bondeson,  marketing  strategist  at  . 
Hewitt  Associates  LLC,  a  global 
human-resources-services  firm,  in 
Lincolnshire,  111.:  "Core  competen- 
cies can  never  be  outsourced,  but 
everything  else  is  a  candidate.  If  there 
is  a  provider  that  can  perform 
any  non-core  activity  better  than 
you  can,  neglecting  to  outsource 
it  simply  concedes  competitive 
advantage  to  everyone  who  per- 
forms it  better  than  you  do." 

The  next  step  is  to  identify  and 
evaluate  world-class  providers  of 
these  activities  and  determine  which 
ones  can  generate  the  value  required. 
"Value  may  encompass  considerations 
not  only  of  cost,  but  of  innovation, 
cultural  fit,  flexibility,  scalability,  and 
more,"  says  Bondeson.  "Choose  a 
sourcing  advisor  that  understands  and 
works  toward  your  business  objectives 
and  key  success  criteria."  Avneet  Jolly, 
senior  consultant  for  Hewitt,  adds: 
"This  typically  means  choosing  some- 
one with  a  well-established  domain 
expertise.  And  for  many  companies, 
the  ability  to  deliver  services  globally 
is  another  critical  factor." 

It's  all  about  competitive 
advantage.  For  those  core  tasks 
the  company  retains,  it  must 
decide  where  in  the  world  it  can 
best  perform  the  tasks  in  order 
to  create  the  maximum  advan- 
tage. "In  the  absence  of  a  strate- 
gic sourcing  strategy,  individual 
business  units  and  functions  will 
make  their  own  sourcing  decisions, 
which  will  sub-optimize  sourcing 
at  a  corporate  level,"  says  Jolly. 


A  BIG  TENT 

One  way  to  enhance  the  benefits 
of  sourcing  is  to  add  nontraditional 
spending  to  the  program.  Goods  or 
services  that,  until  recently,  could 
not  be  sourced  —  such  as  logistics, 
professional  services,  and  advertising 
—  can  now  become  part  of  the 
strategic  sourcing  effort. 

"In  most  cases,  these  pur- 
chases are  not  inconsequential  dollar 
amounts,"  says  Kent  Parker,  senior 
vice-  president  and  general  manager 
of  the  global  services  organization       ] 
at  Ariba  Inc.,  in  Sunnyvale,  Calif. 
"They  just  couldn't  be  tracked  before 
now.  By  using  a  closed-loop,  systemii 
spend-management  solution  to  tie 
everything  together,  companies  can 
manage  nearly  all  their  purchases  in  a 
strategic  sourcing  approach." 


ABOUT  AMR  RESEARCH 

AMR  Research  is  a  strategic 
advisory  firm  that  provides  critical 
analysis  and  actionable  advice 
to  business  and  technology 
executives  to  help  them  manage 
resources,  assess  and  mitigate 
risk,  and  increase  business  value. 
The  company's  research  initiatives 
are  based  on  the  Performance- 
Driven  Enterprise. 
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SIG,  founded  in  1991 ,  is  com- 
prised of  more  than  190  leading 
corporations  and  supporting  orga- 
nizations that  focus  on  improving 
bottom-line  performance,  quality 
and  customer  service  through 
initiatives  in  strategic  sourcing/ 
procurement  and  outsourcing. 
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getting  the  right  payment  option  for  the  right  job. 


Data  Rich  Transactions 
Versatile  Payment  Options    ^y 

Knowledge  Services    QJ/ 


Visa    Commercial  Solutions  can  provide  a  better  way  to  pay  and  be  paid.  From 
improving  the  way  you  acquire  materials,  goods  and  services  to  paying. for  and 
managing  travel  and  entertainment  expenses,  you'll  find  the  solutions  you  need  for 
virtually  every  type  of  purchase  and  process.  All  with  rich  data  to  help  improve  your 
ability  to  track  spending,  control  costs,  manage  supplier  relationships  and  facilitate 
company  and  regulatory  compliance.  To  learn  more  about  how  Visa  Commercial 
Solutions  makes  the  business  of  paying  pay,  visit  visa.com/commercial  or  contact 
your  financial  institution. 


It's  everywhere  you  want  your  company  to  be. 


The  Lowdown 
On  Podcasting 

Now  it's  a  lot  easier  to  listen  than  it  is  to  send  your  own  audio  programs  into 
cyberspace.  But  stay  tuned-this  party's  just  getting  started.  BY  STEPHEN  BAKER 


IT'S  AN  EARLY  MAY  DAY  IN  Burlington,  Vt.  Flameape  and 
Bill  are  sitting  in  a  local  cafe,  talking  with  Matty  the 
Greek,  the  program  director  at  RadioFreeSatan.com. 
After  much  meandering,  the  discussion  turns  to  pod- 
casting,  the  latest  craze  on  the  Internet.  Thousands  of 
citizens,  including  the  gang  in  Burlington,  are  creating 
their  own  radio  shows— podcasts— and  beaming  them 
as  MP3  files  onto  the  Net.  ?  No,  if  s  not  quite  as  easy  as  it 
sounds— not  yet,  anyway.  The  Vermonters  agree  that  the  details 
of  creating  a  podcast  are  technically  challenging  for  the  gener- 
al public.  But  that  sure  doesn't  stop  these  tech-sawy  talkers. 
You  can  listen  to  their  weekly  half-hour  gabfest,  and  even  car- 
ry it  around  on  an  iPod  or  any  MP3  player,  by  downloading 
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A  Podcast  of 
Characters 

Independent  producers  are 
beaming  thousands  of  new, 
downloadable  radio  programs 
onto  the  Internet.  Here's  a 
sampler  of  some  worthwhile 
podcasts: 


LSO  IN  THIS  SECTK 

The  big  splash  in 
water  parks 


W« 


1221 


New  treatments 
for  breast  cancer 


126 


A  fee  frenzy  at 
hedge  funds 


Barker:  Don't  turn 
out  RadioShack 


it  from  Friday  Coffeeblogging  (candle- 
boy.com/fridaycoffeeblogging).  If  listen- 
ing to  the  guy  from  Radio  Free  Satan 
doesn't  sound  quite  right  for  your  morn- 
ing commute,  there  are  scads  of  other 
programs.  You  can  check  out  a  broad  se- 
lection on  PodcastAlley.com. 

What  does  podcasting  mean  to  you? 
For  one,  if  s  a  new  convenience.  Listeners 
who  miss  favorite  radio  shows,  such  as 
National  Public  Radio's  On  the  Media,  can 
download  the  programs  and  catch  up 
with  them  on  their  weekend  jog.  At  this 
basic  level,  podcasting  gives  you  what  you 
want  when  you're  ready  to  listen:  It's 
TiVo  for  radio— and  if  s  free.  But  for  the 
more  adventuresome,  podcasting  offers  a 
wild  new  world  of  citizens'  programming. 
This  audio  world  is  unshackled,  so  you 
hear  plenty  of  burps,  giggles,  and,  occa- 
sionally,   language    that    might    make 


Howard  Stern  blush.  It  can 
be  tiresome,  too,  but  great  if 
you  find  the  right  shows. 

It's  not  hard  to  come 
across  podcasts.  Politicians 
such  as  John  Edwards,  the 
former  North  Carolina  Sen- 
ator and  Democratic  Vice- 
Presidential  candidate,  are 
reaching  out  to  voters  with 
podcasts,  and  ministers  are 
podcasting  sermons.  Main- 
stream publications  are 
joining  the  trend.  BusinessWeek's  first 
podcast— on  podcasting,  what  else— hit 
BusinessWeek  Online  on  May  23. 

But  the  heart  of  the  podcasting  move- 
ment is  in  the  world  of  blogs,  those  millions 
of  personal  Web  pages  that  have  become  a 
global  sensation.  In  a  blogosphere  that  has 
grown  largely  on  the  written  word,  pod- 
casts add  a  soundtrack.  If  s  not  like  the  tra- 
ditional Internet  sound,  which  usually  in- 
volves visiting  a  Web  site.  Whaf  s  special 
about  podcasts  is  that  they're  dispatched 
directly  to  users  who  ask  for  them.  In  this, 
they're  like  the  written  content  on  blogs. 
But  podcasts  go  a  step  further.  They  can  be 
delivered  not  just  to  your  home  page  but  to 
the  music  program  on  your  computer, 
whether  if  s  Apple's  iTunes,  Windows  Me- 
dia Player,  or  another.  From  there,  it  can  go 
straight  to  your  MP3  player. 

TIME-CONSUMING  PASTIME 

SOUND  EASY?  If  s  not  easy  enough,  not 
yet  anyway.  For  newbies,  finding  the  right 
podcasts  is  daunting,  a  bit  like  digging 
through  a  Blockbuster  after  an  earth- 
quake. And  the  technology  is  packed  with 
confusing  jargon.  Since  we're  new  to  it  at 
BusinessWeek,  we  decided  to  try  a  novel 
reporting  approach:  asking  the  public  for 
help.  We  put  out  a  call  on  the  blogspot- 
ting.net  blog,  and  plenty  of  useful  advice, 


More  On  Podcasting  Only  At 
BusinessWeek.com 

Godcasting:  Preachers  and  other  religious  leaders 

deliver  the  word  of  God  via  an  iPod 

Podcasting  &  Pols:  Politicians  take  podcasting  to  the 

political  mainstream 

Interactive  Slide  Show:  Check  out  some  of  our  favorite 

podcasts  and  vote  for  your  top  pick 
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from  great  podcasts  to  production  tips, 
came  pouring  in. 

Beginners  should  forget,  at  least  for  the 
moment,  about  podcasting  software. 
Confront  that  later  if  you  like  what  you 
hear  in  the  podcasting  world.  The  easiest 
thing  to  do  is  visit  a  site  such  as  Pod- 
castAlley.com  or  iPodder.org.  Click  on 
something  that  looks  interesting.  It 
might  be  Catholic  Insider  (catholicinsid- 
er.com/scripts/index.php),  or  perhaps  the 
Feel  Good  Girl's  Guide  to  Good  Living 
(feelgoodgirl.Ubsyn.com),  the  creation  of  a 
Britain-based  hypnotherapist  and  energy 
healer.  Download  the  file  to  your  desktop, 
drop  it  into  your  audio  player,  and  listen. 

First  thing  you're  likely  to  notice:  Lis- 
tening to  podcasting  can  take  a  lot  of 
time.  You  can  skim  15  blogs  in  five  min- 
utes. In  those  same  minutes  you  can  hear 
the  preliminary  musings  of  one  podcast- 
er.  Most  of  them  lack  the  technical  ex- 
pertise of  radio  vets,  and  they  have  no 
pressure  to  race  along. 

Some,  though,  are  quite  good.  Follow- 
ing a  blog  reader's  advice,  I  logged  on  to 
Insomnia  Radio  (hardcoreinsomniara- 
dio.blogspot.com)  expecting  an  eardrum 
battering  or  worse.  What  I  found  instead 
was  a  relaxed  disc  jockey,  sounding  much 
like  the  "underground"  jocks  of  the  '60s, 
guiding  listeners  to  bands  I  had  never 


American 
Copywriter 


Dave  Winer's 
Morning  Coffee  Notes 


Insomniaradio's 
Double  Shots 


John  and  Elizabeth 
Edwards 


WholeWheat 
Radio 


wehatesheep.com/ 
americancopywriter 


morningcoffeenotes.com 


hardcoreinsomniaradio. 
blogspot.com 


oneamericacommittee. 
com 


wholewheatradio.com 


Two  fast-talking 
Hollywood  cognoscenti 
talk  about  the  movie  and 
ad  biz,  and  throw  in  plenty 
of  jokes  and  imitations. 


Winer,  a  pioneer  of 
podcasting,  opines  on 
technology, 
communication,  and 
world  affairs. 


Relaxed  tour  of 
independent  rock  music. 


Former  veep  candidate 
and  wife  discuss  politics, 
family,  and  health. 


Web  page  from  Talkeetna, 
Alaska,  with  lots  of  links  to 
new  folk  music. 


Fun  for  the  buzz.  The 
conversation  jumps 
around,  and  the  hosts  are 
extremely  excitable. 


It  can  ramble  but  is  a  good 
guide  to  blogging  and 
podcasting  for  patient 
listeners. 


Think  underground  radio, 
circa  1969.  Calming  disc 
jockey,  fun  music  (if  you 
like  it  loud). 


Slow  but  surprisingly 
engaging.  Look  for 
podcasts  in  Edwards'  next 
campaign. 


Good  selection  of  music, 
not  all  of  it  from  the  far 
north. 
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heard  of— Barry  Blue  and  the  Big  Blue 
Crew,  to  name  one.  It  was  good  radio.  I 
listened  contentedly  for  a  half-hour,  the 
music  pounding  through  my  ear  buds, 
and  missed  three  or  four  phone  calls. 

PODCASTING  PIONEER 

FOR  A  MORE  conversational  approach, 
consider  Dave  Winer's  Morning  Coffee 
Notes  (momingcoffeenotes.com).  Winer  is 
a  podcasting  pioneer.  He  has  a  lot  on  his 
mind,  from  politics  to  technology.  He  also 
has  a  sense  of  humor.  Yes,  the  pace  is  slow, 
much  more  suited  to  a  long  stretch  of 
highway  than  a  morning  commute.  At  one 
point  in  the  show  I  listened  to,  Winer 
walked  across  the  room  and  poured  him- 


self a  cup  of  coffee.  You  could  hear  his 
voice  in  the  distance.  His  point:  This  is  re- 
laxed conversation,  not  traditiQnal  radio. 

Let's  say  you  find  some  podcasts  you 
like.  The  next  step— just  a  bit  harder— is 
to  subscribe.  For  this,  try  going  to  iPodder 
(ipodder.sourceforge.net/index.php).  It 
takes  a  matter  of  seconds  to  download  the 
free  program  and  a  minute  or  two  to  start* 
it  up.  The  program  has  a  selection  of  pod- 
casts  to  subscribe  to.  You  click  on  them, 
or  add  the  Internet  addresses  of  shows 
you've  already  found.  Within  minutes,  if 
it's  working  right,  iPodder  will  download 
the  programs  to  your  computer's  music 
program.  One  hitch:  Corporate  firewalls 
may  get  in  the  way.  (That  happened  here. 


Autos 


H the  Tiger 

Mercedes'  SLK  55  handles  beautifully— and 
is  as  fast  as  it  looks.  BY  david  welch 


A  LOT  IS  GOING  WRONG 
at  Mercedes-Benz  these 
days,  what  with  falling 
sales  and  a  huge  first- 
quarter  loss.  But  if  the 
German  luxury  marque 
is  getting  anything 
right,  it  s  the  AMG  line  of  performance 
cars.  Mercedes  bought  AMG— a  German 
racing  and  performance  company— in 
1999  but  souped-up  performance  cars 
have  been  a  staple  of  the  Benz  lineup  even 
before  then. 

The  new  SLK  55  two-seat  convertible  is 
Exhibit  A.  The  car  looks  as  if  it's  going 


-••>"•"  ■■■■■■  HiH^HHHHBH  I 

100  mph  even  when  irs  parked.  Its  beau- 
tiful lines  start  at  the  big  Mercedes  badge 
on  the  nose  and  flow  toward  the  rear. 
Even  with  the  wedge  shape  of  a  sports 
car,  the  SLK  has  curves. 

When  I  first  hopped  in,  I  didn't  even 
bother  to  check  whether  the  cabin  was 
posh.  (It  is.)  What  I  really  wanted  to  know 
was  whether  the  AMG  version  of  the  SLK 
delivered  enough  punch  to  justify  the 
$61,200  starting  sticker  price— a  full 
$14,000  over  the  base  price  of  a  more 
pedestrian  SLK  350. 

A  drive  on  some  windy  roads  said  it  all. 
I  gave  the  accelerator  a  good  push  and 


A  frantic  call  for  help  went  out  on  the 
blog,  and  helpful  readers  advised  us  to 
make  adjustments  on  the  proxy  server.) 

What's  a  proxy  server?  That's  the 
problem  with  podcasting— if  s  the  do 
main  of  techies.  This  became  clear  to  mt 
when  I  tried  gearing  up  my  computer  to 
create  podcasts.  No  need  to  dwell  on  the 
details  here.  If  you're  comfortable  with 
computers  and  audio,  try  downloading 
Blogmatrix  Sparks!  2.0  (blogma 
trix.com/products_main).  Otherwise 
just  wait  a  while.  With  time,  new  pro- 
grams will  come  along  to  make  it  easiei 
for  the  layman  to  create  podcasts.  Foi 
now,  though,  the  best  way  to  enjoy  them 
is  simply  to  listen.  ■ 


sank  into  the  seat  as  the  355-horsepowei 
V-8  engine  rocketed  the  car  ahead— frorr 
0  to  60  in  just  under  five  seconds.  Diving 
in  and  out  of  turns  was  a  cinch.  I  didn 
have  to  move  the  wheel  much  to  follov 
the  twisting  road.  The  stiff,  sports-cai 
suspension  handled  the  car's  weigh 
masterfully  even  when  swerving  in  anc 
out  of  lanes,  but  it  made  for  a  jarring  rid 
on  rough  pavement. 

CLEVER  TOUCH 

MERCEDES  ADDED  some  new  hardware 
such  as  the  V-8,  to  justify  the  higher  stick 
er.  The  SLK  also  has  a  seven-speed  trans 
mission— two  more  gears  than  most  au 
tomatics.  It  lets  the  car  run  in  thi 
optimum  gear  for  its  speed  most  of  th< 
time,  which  means  smoother  acceleratioi 
and  deceleration.  It  also  helps  fuel  econo 
my.  The  SLK  gets  16  mpg  in  the  city,  22  oi 
the  highway. 

Inside,  the  SLK  55  should  appeal  to  th< 
discriminating  buyer.  My  silver  test  ca 
had  rich,  tan  leather  seats.  The  blacl 
dashboard  was  topped  off  with  thick  rub 
ber  material  that  was  soft  to  the  touch  bu 
seemed  durable.  Push  a  button,  and  th 
retractable  hardtop  folds  down  into  th 
trunk  in  22  seconds.  Hit  another  buttor 
and  a  vent  in  the  headrest  blows  warm  ai 
on  the  neck.  It  is  a  clever  touch. 

Overall,  I  have  just  minor  complaint  fi 
The  car  allows  too  much  road  noise,  evei 
for  a  sports  car.  And  the  cup  holders  ar 
small  and  awkward  to  reach.  The  SLK  5 
doesn't  offer  the  value  of  the  Chevrole 
Corvette  or  the  name  recognition  of  th 
Porsche  911.  But  the  combination  of  hig. 
performance  and  sheer  comfort  makes  : 
a  pleasure  to  drive.  ■ 
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rhings  start  uncomplicated.  Why  change  them? 

ife  is  complicated  enough.  Technology  shouldn't  add  to  the  problem.  So  Philips  is 
ommitted  to  making  technology  that  makes  sense.  Technology  that's  as  simple  as  the 
ox  it  comes  in.  Technology  that's  easy  to  use.  Technology  designed  around  the  way 
ou  live  and  work.  In  other  words,  technology  that's  pure  simplicity. 

Din  us  on  our  journey  at  www.philips.com/simplicity 
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They're  Wet  and 
Really  Wild 

Daring  water  rides  are  borrowing  thrills  from 
amusement  park  rides,  by  Christopher  palmeri 


SUPER  BOWL  Great 

Wolf  Resorts' 
six-story  Tornado 
ride  in  Wisconsin 


AT  DISCO  H20,  A  RIDE  AT 
Universal  Studios'  Wet 
'n  Wild  water  park  in 
Orlando,  guests  travel 
in  four-person  rafts 
through  a  dark  tunnel 
before  being  shot  into  a 
60-foot-wide  enclosed  bowl.  There,  with 
disco  music  blaring  and  lights  flashing, 
they  are  swished  around  several  times  be- 
fore being  fed  into  a  flume  that  drops 
them  down  a  14-foot  ramp  into  a  splash 


pool.  Whoa  mama!  Let's  do  that  again. 

If  your  impression  of  water  parks 
leans  toward  slides  and  wave  pools,  it's 
time  for  an  update.  Parks  are  opening 
larger  facilities  with  splashier  attractions, 
borrowing  many  amusement  park  ele- 
ments. The  rides  are  often  designed  for 
rafts,  so  a  family  can  pile  in  for  what  still 
amounts  to  a  softer  thrill— compared 
with  the  latest  and  scariest  roller  coasters. 

Traditional  park  operators  are  building 
water  attractions,  too.  Just  in  time  for 


Memorial  Day,  Six  Flags  Theme  Parks  i 
opening  Hurricane  Harbor  adjacent  to  it 
Great  America  amusement  park  nea 
Chicago.  In  addition  to  25  water-relate< 
rides,  the  park  features  Skull  Island,  i 
Caribbean-themed  maze  with  swingim 
bridges,  water  cannons,  pirate  ships,  ant 
a  geyser-spewing  volcano.  A  1,100-galloi 
bucket  will  douse  guests  below. 

Hotels  are  also  getting  into  the  aci 
Great  Wolf  Resorts  owns  six  hotels  witl 
adjacent  indoor  parks.  A  family  of  six  sta\ 
ing  in  a  $200-per-night  suite  can  battl 
with  one  another  in  a  three-story  tre 
house  armed  with  hoses  and  spray  guns 
The  company's  latest,  a  $60  million  resor 
just  opened  in  Williamsburg,  Va.  Evei 
cities  are  taking  the  plunge.  Danville,  Ind 
near  Indianapolis,  just  spent  $2  milhoi 
converting  its  municipal  pool  into  a  par 
called  SplashTacular,  which  will  featur 
water  slides  and  a  lazy  river,  a  slow-mov- 
ing stream  that  guests  can  float  on. 

SAFETY  QUESTIONS 

THE  BIG  DRAWS  are  the  increasingly  so 
phisticated  rides.  "Water  coasters"  us; 
conveyor  belts  to  lift  rafts  on  as  many  a 
six  up-and-down  slides.  "Bowl"  rides 
such  as  Disco  H20  and  Tornado  at  Grea 
Wolf  and  Six  Flags— spin  guests  aroun< 
in  giant  funnels.  Even  the  old  wave  ma 
chine  is  getting  updated  with  current 
powerful  enough  to  propel  guests  oi 
surfboards.  In  June,  Thomas  Lochtefeld 
surfer  and  founder  of  the  Raging  Water 
park  near  Los  Angeles,  will  open  Wav 
House,  a  $7  million,  water-themed  enter 
tainment  center  on  Mission  Beach  in  Sai 
Diego.  The  centerpiece  will  be  a  wave  ma 
chine  that  creates  10-foot  curls  for  exper 
enced  surfers.  Guests  will  have  to  demon 
strate  proficiency  on  smaller  waves  befor 
being  allowed  to  tackle  the  10-footers. 

In  the  past,  water  parks  have  been  th 
scenes  of  accidents  and  drownings.  S> 
with  more  powerful  waves  and  more  dar 
ing  rides,  safety  becomes  an  even  greate 
concern.  The  American  Red  Cross  urge 
guests  to  read  posted  signs  before  enter 
ing  a  ride  and  to  check  with  attendants  t 
make  certain  everyone  is  properly  i 
place.  Ask  for  a  life  vest,  too,  if  there's  an 
doubt  of  a  child's  swimming  ability.  The: 
let  the  splashing  and  sliding  begin.  I 


Splish, 
splash 

Here's  what's  hot  in 
water  parksthis  summer 


GREAT  WOLF  LODGE 

Williamsburg.  Va.; 
greatwolfresorts.com 
A  hotel  with  inooor  water 
park, featuring  a 
treehouse  fort  with  spray 
cannons 


SIX  FLAGS 
HURRICANE  HARBOR 

Gurnee,  III.;  sixflags.com 

Anewl3-acreparkwith 
25  slidesand  Skull 
Island,  a  pirate  play  area 
with  a  water  volcano 


WAVE  HOUSE 

San  Diego; 
wavehouse.com 
An  adult  attraction  with 
Tiki  bar  and  a  wave 
machinethat  produces  10- 
foot  high  curls  for  surfers 


WET 'N  WILD 

Orlando,  Fla.; 

wetnwild.com 

In  its  new  Disco  H20  ride, 

four-person  rafts  swish 

inside  a  giant  bowl  with 

music  and  flashing  lights 
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Vfter  cardiac  arrest,  you  need  help  within 
!  minutes.  The  ambulance  usually  takes  9. 

hilips  HeartStart  Home  Defibrillator.  For  the  best  chance  of  survival,  a  shock 
lould  be  delivered  within  five  minutes.  But  most  sudden  cardiac  arrests  happen 
home,  where  help  often  doesn't  arrive  in  time.  So  Philips  designed  a  defibrillator 
r  the  home  that  can  be  used  by  people  just  like  you.  Now  you  can  help  save  a 
2  in  about  the  time  it  takes  to  read  this  ad.  It  just  makes  sense.  Call  1-866-333-4246 
r  more  information  on  the  HeartStart  Home  Defibrillator. 
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Better  Odds  Against 
Breast  Cancer 

New  treatments  are  more  effective— and  easier 

to  live  With.  BY  CATHERINE  ARNST 


THE  DIAGNOSIS  OF 
cancer  is  just  about  the 
scariest  medical  verdict  a 
woman  can  hear.  It 
shouldn't  be.  Greater 
progress  has  been  made 
against  breast  cancer 
than  against  any  other  cancer  in  the  past 
few  years.  It's  true  that  some  212,000 
women  will  be  diagnosed  with  breast 
cancer  in  the  U.S.  this  year,  and  40,000 
will  die  of  the  disease.  But  a  huge  inter- 
national analysis  released  in  mid-May 
found  that  for  women  in  early  stages  of 
the  disease,  treatments  now  commonly 
used  after  surgery  can  lower  the  death 
rate  from  breast  cancer  within  15  years  of 
diagnosis^to  1  in  10  from  1  in  5. 

Those  odds  are  sure  to  get  even  better 
as  treatments  that  have  emerged  in  the 
past  few  years  start  having  an  impact  on 
the  data.  An  array  of  drugs  are  now  avail- 
able for  use  after  surgery  to  prevent  breast 
cancer  from  recurring.  Since  recurrences 
are  usually  far  more  deadly  than  the  ini- 


tial tumor,  these  so-called  adjuvant  ther- 
apies should  cut  the  number  of  deaths  by 
a  third,  says  Dr.  Gabriel  Hortobagyi,  di- 
rector of  breast  medical  oncology  at  M.D. 
Anderson  Cancer  Center  in  Houston. 

Breast-cancer  treatments  themselves 
also  no  longer  need  be  feared.  Surgery, 
particularly  when  the  tumor  is  caught 
early,  can  be  minimally  defacing,  and 
new  drug  therapies  are  far  more  easily 
tolerated  than  the  highly  toxic 
chemotherapies  that 
were  common  as  re- 
cently as  five  years  ago. 
Now,  only  5%  to  10%  of 
breast- cancer  patients 
receive  high  doses  of 
chemotherapy.  Doctors 
are  also  beginning  to 
uncover  evidence  that 

BREAST  SCAN  Initial 
tumors  aren't  as 
deadly  as  recurrences 


MAMMOGRAMS 

Three  tumor 
types,  three 
different  therapies 


aspirin,  antichole-J 
terol  drugs  calle| 
statins,  and  eve 
exercise  or  a  low-fJ 
diet  may  help  prij 
vent  breast  cancer  from  occurring  in 
first  place  or  recurring. 

There  is  a  catch  however.  The  patiei| 
and  her  doctor  must  be  well  aware 
what  type  of  tumor  she  has,  what  risk  faJ 
tors  are  in  her  background,  and  the  late  J 
drugs  available  before  deciding  how 
proceed.  With  this  disease,  being  an  edi| 
cated  patient  is  a  must. 

RISK  ASSESSMENT 

THE.  AMERICAN  CANCER  Society  est| 
mates  that  one  in  seven  women  in 
U.S.  will  develop  breast  cancer  in  h(j 
lifetime.  To  figure  out  the  chances 
falling  into  that  group,  women  can  ta 
the  Gail  Model  Risk  Assessment  Tocl 
used  by  doctors  to  calculate  a  patient| 
five-year  and  lifetime  risk  for  breast  ca 
cer.  The  model  is  based  on  a  number 
questions  about  a  woman's  family 
personal  medical  history  and  lifestyl| 
with  each  factor  given  a  separate  ni 
merical  weight. 

If  breast  cancer  does  develop,  the  til 
mor  tissue  is  analyzed  and  classified  | 
one  of  three  types.  About  60%  to  70% 
breast  cancers  are  hormone-positivj 
meaning  their  growth  is  driven  by  excel 
amounts  of  estrogen  or  progesteronj 
Some  20%  to  30%  of  women  have  parti  J 
ularly  aggressive  tumors  caused  by  a  mJ 
tation  in  the  Her-2  gene,  and  about  10] 
have  what  are  called  triple-negative 
mors,  because  they  are  not  sensitive 
hormones  or  Her-2.  Medical  researchej 
predict  that  in  two  to  three  years  dial 
nostic  tests  will  classify  tumors  even  mo  [ 
precisely,  making  it  easier  to  match  a  paj 
ticular  treatment  to  a  patient. 

Given  the  number  of  new  drugs  in  dl 
velopment,  such  tests  will  make  treatme  I 
decisions  a  lot  easier,  especially  for  pi 
tients  with  hormone-positive  tumors.  F<j 
two  decades  the  gold  standard  for  adj  [ 
vant  treatment  of  hoi 
mone-positive  tumol 
has  been  tamoxifel 
which  blocks  the  a 
sorption  of  estrogel 
Tamoxifen  is  wider 
prescribed  as  a  da 
treatment  for  at  lea[ 
five  years  after  surge  I 
to  prevent  recurrent  [ 
and  is  even  taken 
prevent  breast  cancj 
by  high-risk  women. 
However,     a     ne| 
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>iTII  never  go  back  to  ordinary  TV. 

iMips  Flat  TV  with  Ambilight.  There's  no  sense  in  going  back  in  time,  so  you'll 
</er  want  to  turn  off  the  world's  first  and  only  Ambilight  feature.  It's  unlike  anything 
j've  experienced  before.  The  Ambilight  effect  will  fill  your  room  and  your  eyes 
I  the  color  on  your  TV  screen.  The  Flat  TV  with  Ambilight  from  Philips  -  the  next 
p  in  the  evolution  of  television. 
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YOUR  CONFIDENCE   IS  SHOWING. 


YOU'VE  GOT  STANDARD  &  POOR'S. 

- 

A  cc.  Poors  offers  clear,  actionable  opinions  from  some  one  hundred  analysts  on  more  than  I,  00 
ading  companies.  For  independent  information  on  stocks  from  the  world's  foremost  investment 
inn,  ask  your  financial  advisor,  go  to  www.equityresearch.standardandpoors.com,  or  call 
10769  and  reference  code  BW1204. 


i        c  Poor's  our  analytic  services  are  performed  as  entirely  separate  activities  in  order  to  preserve  the  independence  and 

. iir  •  in   ,      j<;  held  in  confidence.  Our     :.  \   ->  do  not  disclose  non-public  information  outside  their  specific  analvtic  areas. 
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Live  for  today.  Live  For 
hen  it  comes  to  stocks,  ask  the  question  good  financial  advisors 

never  grow  tired  of  answering: 
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What  does  S&P  think? 
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group  of  estrogen-blocking  drugs 
called  aromatase  inhibitors  is  proving 
to  be  more  effective  and  safer  than  ta- 
moxifen in  post-menopausal  women. 

A  study  released  at  the  prestigious 
American  Society  of  Clinical  Oncology 
(ASCO)  meeting  in  May  comparing  the 
aromatase  inhibitor  Femara  with  ta- 
moxifen found  that  Femara  was  19% 
more  effective  at  preventing  recur- 
rences and  27%  more  effective  at  keep- 
ing tumors  from  spreading.  "Tamoxifen 
is  not  obsolete,  but  its  role  in  breast 
cancer  treatment  is  likely  to  become 
more  limited,"  said  Dr.  Beat  Thuerli- 
mann  of  the  University  of  Basel  in 
Switzerland.  Two  other  aromatase  in- 
hibitors, Arimidex  and  Aromasin,  ap- 
pear to  be  interchangeable  with  Fe- 
mara, breast  cancer  specialists  say. 

REDUCING  RECURRENCES 

WOMEN  WITH  Her/2 -positive  breast 
tumors  are  almost  universally  treated 
with  Herceptin,  a  drug  introduced  in 
1998  that  blocks  the  genetic  mutation 
causing  their  cancer.  A  new  study  has 
also  found  that  Herceptin  can  cut  tu- 
mor recurrences  by  a  startling  52% 
when  given  as  an  adjuvant  therapy, 
which  is  certain  to  boost  survival  odds. 

The  outlook  is  even  improving  for 
women  who  suffer  recurrences.  Avastin, 
a  drug  approved  last  year  for  colon  can- 
cer, was  recently  shown  to  almost  dou- 
ble the  length  of  time  women  in  late 
stages  of  breast  cancer  survive  when 
given  with  chemotherapy.  Granted, 
those  patients  gained  only  11  months, 
compared  with  six  months  when  treated 
with  chemo  alone,  but  any  life  extension 
in  such  a  sick  patient  group  is  consid- 
ered a  victory. 

Ideally,  researchers  would  like  to  pre- 
vent breast  cancer  from  occurring  alto- 
gether. For  that  reason  a  study  showing 
that  statins  can  lower  the  risk  of  breast 
cancer  over  a  woman's  lifetime  by  50% 
got  a  lot  of  attention  at  ASCO,  as  did  one 
that  seemed  to  indicate  that  a  low-fat  diet 
can  slighdy  lower  the  risk  of  recurrence. 
Also,  a  study  published  May  25  found 
that  exercise  improves  survival  for  breast 
cancer  patients.  But  researchers  caution 
that-  these  studies,  which  were  based  on 
patient  responses  to  questionnaires,  are 
far  from  definitive. 

Right  now,  the  best  defense  against 
breast  cancer  is  to  detect  it  early,  treat  it 
aggressively,  and  figure  out  how  to  low- 
er the  risk  of  recurrence.  As  more  and 
better  treatments  come  along,  the 
chances  of  surviving  the  disease  are  sure 
to  keep  rising.  ■ 
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A  Fee  Frenzy 
At  Hedge  Funds 

As  investors  pile  in,  managers  are  tacking  on 
extra  fees.  BY ANNETERGESEN 


NYONE  WHO  KNOWS 
anything  about  hedge 
funds  is  aware  that 
these  private  invest- 
ment pools  don't  come 
cheaply.  But  the  typical 
management  fees  of 
1%  to  2%  of  net  assets— plus  20%  of  the 
profits— are  often  only  part  of  the  total 
tab.  Add  in  extra  charges  for  items  such 
as  audits,  account  administration,  and 
trader  bonuses,  and  the  average  hedge- 
fund  investor  pays  as  much  as  3.5%  of 
assets  a  year,  according  to  a  recent  study 
by  LJH  Global  Investments,  a  Naples 
(Fla.)  adviser  to  hedge-fund  investors. 

Some  hedge  funds  have  been  charg- 
ing investors  for  those  costs  all  along. 
But  others  may  be  taking  expenses  once 
bundled  into  the  management  fee  and 
making  them  add-ons,  without  lowering 
the  management  fee.  "This  is  happening 
more  and  more,"  says  Michael  Hennessy, 
managing  director  at  Morgan  Creek 
Capital  Management,  a  Chapel  Hill 
(N.C.)  money  manager.  "Investors  are 
throwing  money  at  hedge  funds,  so  the 
managers  have  a  lot  of  power  right  now." 
Fees  and  expenses  didn't  seem  so 
onerous  when  hedge  funds  were  riding 
high.  From  Jan.  1, 1990,  through  the  end 
of  April,  2005,  hedge  funds  returned  an 
average  of  11.6%  a  year  after  fees,  vs. 
10.4%  for  the  Standard  &  Poor's  500- 
stock  index.  But  that  longer-term  aver- 
age masks  a  recent  period  of  weaker  re- 
turns. In  the  16  months  ended  on  Apr. 
30,  hedge  funds  beat  the  S&P  500  only 
by  a  scant  0.2%  on  an  annualized  basis, 
according  to  Ryan  Meredith,  senior  re- 
search analyst  at  Citigroup  Alternative 
Investments. 

The  likely  reason  for  the  decline:  Too 
many  funds  with  too  much  money  are 
chasing  too  few  opportunities.  Since 
2000,  the  number  of  funds  has  more 


than  doubled,  to  an  estimated  8,050," 
while  assets  have  almost  tripled,  to  near- 
ly $1  trillion.  As  funds  struggle  for  re- 
turns, costs  will  have  an  even  bigger  im- 
pact on  investor  returns. 

CHECK  OUT  THE  DOCUMENTS 

HOW  CAN  YOU  FIND  the  costs  of  these 
often-secretive  investments?  Ask  the 
hedge  fund  for  its  private  placement 
memorandum  or  partnership  agree- 
ment. You  will  have  to  show  that  you 
qualify  as  an  investor.  (Typically  your  net 
worth  must  exceed  at  least  $1  million.) 
These  documents  generally  identify  the  j 
costs  of  running  the  fund  and  spell  out 
which  are  covered  by  the  management 
fee  and  which  are  billed  as  extra  expens- 
es. But  they  won't  necessarily  quantify- 
the  charges.  With  funds-of-funds,  which 
are  managed  portfolios  made  up  of 


hedge  funds,  you  can  also  check  the  Se- 
curities &  Exchange  Commission's  Web 
site  (sec.gov).  Dozens  of  funds  are  regis- 
tered with  the  agency  so  they  can  be  mar- 
keted to  a  larger  number  of  investors. 
Several  are  available  with  an  initial  in- 
vestment of  just  $25,000— a  fraction  of 
the  more  common  $1  million  minimum. 

Hedge  funds  don't  have  a  standard  fee 
structure.  The  extra  expenses  a  hedge 
fund  passes  along  generally  cover  admin- 
istrative and  professional  services,  such  as 
audits  and  accounting.  For  such  items, 
you  should  expect  to  pay  up  to  0.5%  extra, 
says  James  Hedges  IV,  president  of  LJH. 
But  a  recent  LJH  study  of  about  100 
hedge  funds  snowed  that  many  pass 
along  other  expenses  as  well,  including 
trader  bonuses,  technology  spending, 
and  the  undefined  catch-all,  "other."  In 
2003,  the  latest  year  for  which  data  are 
available,  the  average  hedge  fund's  bill  for 
extras  was  1.95%  of  net  assets— an 
amount  that  when  added  to  the  average 
1.5%  management  fee  brings  the  total  an- 
nual tab  to  nearly  3.5%,  before  the  fund's 
cut  of  the  profits. 

At  some  hedge  funds,  expenses  can 
comprise  a  big  chunk  of  the  overall  cost 


of  investing.  In  2003, 
for  instance,  Amaranth 
Advisors  of  Greenwich, 
Conn.,  logged  charges 
on  its  Amaranth  Part- 
ners fund  of  about 
1.4%  of  net  assets  for 
"bonus  compensation 
to  designated  traders" 
and  about  2.3%  for 
"operating  expenses." 
Although  Amaranth 
does  not  have  a  tradi- 
tional management 
fee,  the  filing  reveals 
that  when  an  investor's 
account  shows  a  net 
profit  over  the  previous 
12  months,  the  manager  is  entitled  to  a 
"management  allocation  of  income"  of 
up  to  1.5%  of  each  member's  account  bal- 
ance per  year.  The  manager  also  receives 
a  20%  cut  of  each  investor's  net  profits. 
This  20%  is  reduced  by  the  amount  paid 
to  the  traders,  as  well  as  by  the  amount  of 
the  operating  expenses.  If  the  fund  is 
losing  money,  investors  remain  on  the 
hook— certainly  for  the  operating 
expenses  and  possibly  for  any  trader 
bonuses,  too.  Amaranth  declined 
to  comment. 

Because  hedge  funds  are  not  required 
to  make  public  disclosures,  BusinessWeek 
obtained  2003  financial  statements— the 
most   recent   available— for   funds 
through  a  Freedom  of  Informa- 
tion  Act   request   from   the 
Commodity  Futures  Trading 
Commission,  which  regu- 
lates   hedge    funds 


Figuring  Out  the  Fine  Print 

The  prospectus  for  the  Merrill  Lynch  Mu It i -Strategy 

Hedge  Opportunities  fund  shows  why  investors  need  to  look 

beyond  a  hedge  fund's  management  and  performance  fees  and 

scrutinize  its  total  annual  expenses 

Member  Transaction  Fees: 

Maximum  sales  load  (percentage  of  purchase  amount)  3% 

Maximum  repurchase  fee  None 
Annual  Expenses  (as  a  percentage  of  net  assets): 

Management  Fee  1.50% 

Other  Expenses 

Administrative  Fee  0.32% 

Member  Services  Fee  0.25% 

Other  1.03% 

Total  Annual  Expenses  (other  than  interest  expense )<2>  3. 10% 


that  invest  in  commodities  futures  con- 
tracts. Although  hedge  funds  are  not  re- 
quired to  disclose  financial  statements, 
most  do  to  their  current  investors. 

Just  because  a  hedge  fund  charges 
above-average  management  and  per- 
formance fees  doesn't  mean  it  spares  in- 
vestors extra  expenses.  For  example,  the 
Tudor  BVI  Global  Portfolio,  with  a  25% 
average  annual  return  since  its  1986  in- 
ception, levies  a  fat  4%  management  fee 
and  swallows  23%  of  the  profits.  But  it 
takes  an  extra  fee  of  about  0.09%  for  ad- 
ministrative and  other  expenses,  too.  Tu- 
dor declined  to  comment. 

NO  NEGOTIATING 

THE  COSTS  GET  even  higher  for  funds- 
of-funds.  For  instance,  Merrill  Lynch's  re- 
cently launched  Multi-Strategy  Hedge 
Opportunities  fund  has  a  management 
fee  of  1.5%.  Administrative  costs,  member 
services,  and  other  charges  push  the  pro- 
jected total  tab  for  asset-based  fees  to 
about  3%  a  year  (table).  But  that's  not  all. 
As  is  the  case  with  most  funds-of-funds, 
investors  bear  the  costs  of  the  hedge 
funds  the  portfolio  invests  in— each  of 
which  charges  up  to  3%  in  asset-based 
fees  per  year,  plus  15%  to  25%  of  profits. 
There's  also  a  3%  maximum  sales  charge. 
A  Merrill  spokeswoman  says  the  fund's 
administrative,  member  services,  and 
other  expenses  will  decrease  as  the  fund's 
assets  grow. 

Don't  think  you  can  negotiate  fees.  If 
you  don't  like  the  fund's  terms,  someone 
else  will  take  your  place.  "Capacity  is 
ridiculously  tight,"  says  Timothy  Jackson, 
a  partner  at  hedge-fund  consultant  Roca- 
ton  Investment  Advisors  in  Norwalk, 
Conn.  "We  have  to  work  very  hard  to  get 
clients  into  the  funds  we  recommend." 
All  you  can  do  is  make  sure  you  under- 
stand all  the  fees— and  decide  whether  if  s 
still  worthwhile  to  invest  in  the  funds.  ■ 
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EDUCATION 

STUDENT LOANS: 
BETTER  LOCK 
IN  THAT  RATE 

IF  YOU'RE  IN  COLLEGE  and  want  to  lock 
in  an  all-time  low  rate  on  your  student 
loans,  refinance  into  a  single 
consolidated  loan  now.  On  July  1  the  rate 
on  federally  guaranteed  Stafford  Loans  is 
expected  to  rise  by  roughly  two  points 
from  today's  2.77%.  By  consolidating, 
vou  can  get  a  fixed  rate  as  low  as 

2.875%.  Until 
now,  only 
graduates  have 
been  eligible  to 
do  this.  But 
some  lenders 
are  offering  the  option  to  current 
students  who  simply  ask  to  start 
repaying  their  loans  and  then  request  a 
deferral  on  repayment  until  after 
graduation.  The  nation's  largest  student 
lender,  Sallie  Mae,  requires  borrowers  to 
submit  a  signed  consolidation 
application  by  June  30  (smartloan.com). 
Meanwhile,  parents  with  federal  Plus 
loans  should  also  consolidate  now, 
whether  their  children  are  still  in  school 
or  have  graduated.  The  Plus  rate  is  at 
4.17%,  but  a  consolidated  loan  can  lock 
in  a  rate  as  low  as  4.25%. 

-Anne  Tergesen 
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MUTUAL  FUNDS 

Time 

Bomb 

Bonds? 


TWO  TYPES  OF  DEBT  instruments 
making  the  markets  nervous 
these  days  reside  in  many  a 
mutual  fund.  While  hedge  funds 
are  getting  all  the  attention  for 
owning  esoteric,  high-yielding 
collaterialized  debt  obligations, 
or  CDOs,  (Finance,  May  23), 
plenty  of  mutual  funds  hold 
them,  too.  Meanwhile,  tobacco 
revenue  bonds  could  go  up  in 
smoke  if  cigarette  makers  stop 
malting  payouts  to  the  states 
that  issued  them  (BW— May  23). 

We  consulted  eMAXX,  Lipper's  fixed-income  database,  for  the  20  funds  with  the 
largest  holdings  of  both  bonds.  (Go  to  businessweek.com/extras  for  the  complete 
list.)  Tobacco  revenue  bonds  are  staples  in  bond  funds  such  as  PIMCO  Total  Return 
and  muni  portfolios,  including  Nuveen  Intermediate  Duration  Municipal  Bond.  Since 
CDOs  can  be  quite  risky,  if  s  surprising  that  money-market  funds  own  them, 
including  First  American  Prime  Obligations  Fund  and  Nations  Cash  Reserves.  It  turns  out 
these  particular  CDOs  tend  to  be  high-quality  and  low-risk.  Still,  a  default  or  blowup  j 
could  nick  the  value  of  funds  that  hold  either  type  of  bond.  So  you're  better  off 
knowing  if  a  fund  you  own  has  them.  -Lauren  Yoi 


TIME  OFF 

TO  COMMEMORATE  THE  60TH  ANNIVERSARY  of  the  end  of 

World  War  II,  The  Art  Institute  of  Chicago  has  an  exhibit 
highlighting  1940s  architecture.  Then,  architects  came  up 
with  clever  housing  solutions,  including  prefab  construction, 
to  meet  demand  from  returning  G.l.s.  They  envisioned  a 
shimmering  future  with  home  heliports  and  curvy 

iperhighways.  The  exhibit,  1945:  Creativity  and 
Chicago  Architecture  and  Design  of  the 
War  II  Era,  features  the  work  of 
Mies  van  der 
Rohe,  Richard  Ten 
Eyck,  and  others.  It 
runs  through  Jan. 
8  (www.artic.edu). 
—Joseph  Weber 
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PHOTOGRAPHY 

READY FOR  ITS 
CLOSE-UP 

CHEAP,  SINGLE 

use  cameras  are 
great  to  have 
when  you've 
forgotten  your 
regular  one  or 
want  something  to  hand  out  to  friends 
to  commemorate  special  events.  Here's 
one  that's  more  flexible  than  most:  The 
Kodak  Zoom,  which  retails  for  about  $10. 
has  a  slide  switch  on  the  front  that 
swaps  the  regular  lens  for  one  that 
magnifies  your  picture  by  a  third— nifty 
for  when  you  want  to  get  in  a  little  close 
on  a  shot  or  to  crop  out  background 
clutter.  -Larry  Armstror, 
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Your  favorite  entertainment 
is  now  on  stand-by 


Life's  Good  when  a  complete  entertainment  center  fits  right 
in  the  palm  of  your  hand.  Whether  it's  a  movie,  pictures  or 
simply  listening  to  your  favorite  artist  with  your  wireless 
headphones,  the  LC  HDD  jukebox  ensures  that  your  personal 
choice  of  entertainment  is  always  on  stand-by. 
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Personal  Business  The  Barker  Portfoli 


BY  ROBERT  BARKER 


RadioShack:  Strong 
Signals  Amid  the  Static 


If  we  needed  further  evidence  that  the 
"edifice  complex"— or  corporate  lust  for 
shiny  new  headquarters  buildings— is  a 
contrary  indicator  of  performance,  we 
got  it  from  RadioShack.  Just  16  days  after 
the  March  grand  opening  of  its  Fort 
Worth  campus,  the  retailer  cut  its 
earnings  guidance.  The  stock  sank  11%. 

Casting  another  shadow,  Standard  & 
Poors  in  May  warned  that  it  may  lower 
its  rating  on  the  company's  long-term 
debt.  Wall  Street  has  reacted 
predictably:  Just  one  of  20  firms 
surveyed  by  S&P  recommends  the  stock 
even  as  if  s  trading  near  $26,  a  25% 
discount  from  its  February  high.  All  of 
which  makes  me  suspect  that  there's 
an  opportunity  in  the  venerable— or,  to 
some,  dowdy— chain  of  7,366  mostiy 
U.S.  electronics  outlets.  This  isn't  just 
reflexive  contrarianism.  Here's  why: 
» Expectations.  At  the  May  19 
shareholders'  meeting,  Chairman 
Leonard  Roberts  formally  handed  the 
CEO's  job  to  protege  David 
Edmondson.  Having  already  lowered 
earnings  guidance  twice,  RadioShack  said  it  expects  to  earn 
$1.80  to  $1.90  a  share  in  2005.  That  would  be  down 
conspicuously  from  last  year's  $2.08— hardly  an  auspicious 
start  for  Edmondson  unless  he  now  stands  a  better  chance  of 
meeting  these  more  modest  hopes.  A  spokesman  told  me  this 
suggestion  doesn't  wash,  since  Edmondson  had  been  CEO- 
elect  since  January,  "and  he  was  the  one  who  took  the 
spanking"  when  RadioShack  cut  its  outlook.  Yet  it's  also 


Discounted  Retailer 

COMPANY  (SYMBOL) 

ENTERPRISE 
PRICE        VALUE  (EV)       EBIT* 
MILLIONS 

EV/ 
EBIT 

EBIT 
GROWTH 

EBIT 
MARGIN 

DEBT  TO 
CAPITAL 

Best  Buy  BBY 
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Circuit  City  Stores  CC 
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26.07            340          530 
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worth  noting  that  even  as  earnings  per  share  are  falling  in 
2005,  RadioShack  expects  higher  sales  and  cash  flow.  Free 
cash  flow  in  2004  was  $83  million;  RadioShack  sees  $200 
million  to  $225  million  in  2005  as  it  works  off  inventories. 
»  Margins.  Wall  Street's  disappointment  in  RadioShack  can't  be 
blinked  away.  After  gaining  3%  last  year,  comparable-store  sales 
fell  1%  in  the  first  quarter.  Yet  there's  no  reason  to  start  tapping 
out  S-O-S.  RadioShacks  gross  margin  comes  to  50.2%, 
according  to  Capital  IQ,  a  unit  of  S&P.  These  are  not  quite  the 
margins  of,  say,  an  Intel  (57.6%),  but  they  kill  those  of  rival  Best 
Buy  (23.7%)  or  even  luxury  retailer  Neiman  Marcus  Group 

(35.2%).  Yes,  sales  growth  is  important, 
but  a  fat  gross  margin  solves  many 
problems  because  even  small  sales  gains 
mean  a  leap  in  profit 
»Gary.  As  in  Gary  Kusin,  the  newest 
independent  director  on  RadioShack's 
board.  He  did  not  respond  to  my 
inquiries,  but  in  a  pair  of  recent 
Securities  &  Exchange  Commission 
filings,  he  reported  purchasing  40,000 
RadioShack  shares  for  $996,942.  The 
trades  made  Kusin,  whose  day  job  is 

CEO  of  FedEx 
ROCKY  Sales  fell       Kinko,  the  biggest 
early  in  '05,  but       owner  among 
gross  margins         RadioShack's 
rernamhigh  outside  directors. 

Alone,  this  big 
insider  buy  is  no  reason  to  call  your  broker.  But  as  John 
Linehan,  manager  of  the  T.  Rowe  Price  Value  Fund,  told  me, 
"I'd  much  rather  see  [insiders]  buying  than  selling."  His  func 
owns  the  stock  for  its  ability  to  generate  steady  free  cash  flow. 
Linehan  thinks  RadioShack  is  worth  something  closer  to  $35 
While  the  company  carries  noticeably  more  debt  than  Best 
Buy  and  Circuit  City  Stores,  its  current  valuation  compares 
favorably  (table).  Besides  those  risks  common  to  retailers- 
weaker  economy,  lower  consumer 
spending— investors  in  RadioShack  also 
must  worry  that  it  will  borrow  more 
money  to  drive  sales  growth  via  such 
current  initiatives  as  store  remodelings.  i 
redesigned  Web  site  is  due  by  September 
and  fresh  advertising  from  a  new  ad 
agency  is  set  for  the  fourth  quarter.  That 
said,  on  any  nice  surprise  the  stock  is 
priced  to  jump.  ■ 

E-mail:  rb@businessweek.cor 
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echnology 


Cleaner  fuels.  Advanced  fuels.  Liquefied  natural  gas.  Converting  gas  fuels  into 
liquids.  3-D  seismic  technology  for  the  discovery  of  new  fuels.  Ultra-deepwater 
drilling  and  production  technology  to  access  once  unreachable  sources  of  fuels. 
Shall  we  go  on?  When  it  comes  to  energy  technologies,  our  answer  to  that 
question  is,  "yes  we  will."  Because  at  ConocoPhillips,  discovering  and  innovating 
new  technologies  is  just  another  way  we  elevate. 
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Personal  Business  Inside  Wall  Street 


BY  GENE  G.  MARCIAL 


RESOLVING  A  STOCK  OVERHANG  COULD  SPARK  NEWS  CORP. 
BED  BATH  &  BEYOND:  NOT  TO  WORRY  ABOUT  THAT  RECENT  DIP. 
WHY  THE  HEAVY  POUNDING  LOOKS  NEARLY  OVER  AT  SNAP-ON. 
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Spooked  at  News  Corp. 

NEWS  CORP.  (NWS)  is  a  leader  in  global  media,  so  why  is 
its  stock  so  sluggish?  Headed  by  Rupert  Murdoch, 
News  owns  prime  properties  in  film,  newspapers, 
magazines,  books,  TV,  and  satellite  broadcasting.  The  shares 
are  down  from  19  in  December  to  16.6, 
partly  out  of  uncertainty  about  whether 
the  18%  held  by  John  Malone's  Liberty 
Media  will  be  bought  by  News.  This 
stock  overhang  is  spooking  the  Street, 
says  Sarat  Sethi  of  Douglas  C.  Lane  & 
Associates,  which  owns  shares. 
Investors  fear  Malone  may  sell  in  the 
open  market,  driving  the  price  down. 
But  Sethi  is  betting  that  Murdoch  will 
get  the  upper  hand  in  dealing  with 
Malone  and  end  up  buying  the  stake  on 
Murdoch's  terms.  Once  resolved,  the 

news  will  spark  the  stock,  he  says.  News  is  an  "attractive  long- 
term  investment,"  and  what  will  drive  up  earnings  is  satellite 
operations,  led  by  Sky  Italia,  a  100%-owned  unit  Sethi  sees  Sky 
Italia,  now  in  the  red,  turning  fat  profits  in  three  years.  He  also 
predicts  solid  gains  in  its  Fox  News  and  sports  cable  units.  So 
he  sees  News  revenues  growing  yearly  at  8%  to  10%  and 
operating  income  18%  to  19%  over  the  next  three  years. 
Richard  Bilotti  of  Morgan  Stanley,  which  has  done  banking  for 
News,  rates  it  "overweight"  and  says  the  Street  underestimates 
its  satellite  operations:  Sky  Italia,  DirecTV,  and  BSkyB.  By  2009 
they  will  make  up  25%  of  operating  earnings,  he  says.  He  has  a 
12-month  target  of  25,  based  on  earnings  of  67<t  in  2005  and 
80<t  in  2006,  vs.  last  year's  50<t . 

Plenty  of  Bounce  for 
Bed  Bath  &  Beyond 

WHEN  BED  BATH  &  BEYOND  (BBBY)  tumbled  to  35  in 
March  from  its  52-week  high  of  44.09  on  Nov.  11, 
Marion  Schultheis,  at  investment  firm  J&W  Seligman, 
quickly  bought  more  shares.  It  was  a  rare  chance  to  sign  up  for 
long-term'gains,  she  says.  The  stock  is  now  at  39.4.  The 
company  owns  and  operates  700  household  superstores. 
Recent  quarterly  results  showed  a  solid  margin  increase  from 
improved  productivity— implying  earnings  growth  of  nearly 
20%,  says  Schultheis,  who  sees  the  stock  at  50  in  12  months. 
Since  1993,  Bed  has  had  yearly  earnings  growth  of  at  least  21%, 
notes  Amy  Ryan  of  ThinkEquity  Partners,  who  pegs  the  stock  a 
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A  BIT  RUMPLED 
JUST  NOW 


DOLLARS 
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buy.  That  21%  record  in  part  caused  the 
stock's  slide:  Earnings  this  year  fell 
short,  after  a  change  in  accounting  for 
leases  and  expensing  its  stock  options. 
Ryan  forecasts  earnings  this  year  of 
$1.88  a  share  on  sales  of  $5.8  billion, 
up  13.9%  from  2004's  $1.65  on  $5.1 
billion.  For  2006,  he  expects  a  19.5% 
jump,  to  $2.21  a  share  on  $6.5 
billion.The  balance  sheet  is  clean,  with 
no  long-term  debt,  notes  Ryan,  and 
cash  of  $1.2  billion. 

Snap-On 
Is  on  the  Mend 

WILL  TOOLMAKER  SNAP-ON  (SNA)  snap  out  of  it? 
The  Street  thinks  not.  But  Steven  Cohen,  chief 
investment  officer  at  Kellner  DiLeo  Cohen,  one  of 
the  few  bulls,  believes  Snap-On,  the  world's  largest  manufac 
turer  of  hand  tools,  storage  units,  and  diagnostic  gear  for 
mechanics,  is  in  a  turnaround  after  its  sales  decline  in  2004. 
The  big  jump  in  steel  prices  boosted  costs,  and  the  company 
was  unable  to  pass  them  on,  says  Cohen.  Standard  &  Poor's 
stamped  the  stock  a  sell  in  early  May. 
S&P  sees  sales  growing  only  in  the  low 
single  digits  in  2005.  But  Cohen  is 
unfazed:  With  the  stock  at  34,  he 
thinks  if  s  headed  to  45,  or  16  times  his 
estimated  2006  earnings  of  $2.83  a 
share— way  above  Thomson  First 
Call's  consensus  estimate  of  $1.91.  The 
stock  is  trading  at  21  times  consensus 
2005  forecast  of  $1.59.  A  new  CEO, 
Jack  Michaels,  took  over  last  fall. 
Evidence  that  a  turnaround  is  afoot, 
notes  Cohen,  came  in  2005's  first 

quarter,  when  expenses  fell— and  operating  margins  rose. 
Earnings  of  40<f  a  share,  up  from  33<t  last  year,  beat  estimate 
He  expects  current  margins  of  5.9%  will  jump  to  10%  (when 
they  were  in  2000)  under  Michaels'  cost-cutting.  Rival  Black 
&  Decker's  operating  margin  is  11.%.  ■ 
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Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  mvestment| 
banking  or  other  financial  relationships  with  them. 
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MANAGEMENT. 
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Disciplined  investment  teams.  A  focus  on  long-term  performance. 
It's  really  no  surprise.  We've  been  here  all  along.  Visit 
www.vankampen.com/shine  or  call  1-800-421-9098  and  see 
what  Van  Kampen  can  do  for  every  investor's  portfolio. 
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COMMENTARY 

Stocks  held  steady  in  a  week  light 
on  economic  data.  The  real  action 
was  in  the  Treasury  pits,  where 
the  T-note  ended  at  4.09%,  after 
touching  4%,  as  traders  heeded 
warnings  from  Fed  officials 
practically  guaranteeing  a  funds 
rate  north  of  4%  by  yearend.  Still, 
the  bond  crowd  may  be  betting 
that,  in  its  zeal,  the  Fed  may  tip 
the  U.S.  into  a  recession.  For  the 
week,  the  NASDAQ  rose  1.0%. 

Data:  Bloomberg  Financial  Markets.  Reuters 
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52-WEEK  TOTAL  RETURN 
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Data:  Standard  &  Poor's 


THE  WEEK  AHEAD 


CONSUMER  CONFIDENCE 

Tuesday,  May  31, 10  a.m. 
EDT  » The  Conference  Board's 
May-consumer  confidence  index  is 
expected  to  have  retreated  to  95.2. 
That's  the  median  forecast  of 
economists  polled  by  Action 
Economics  LLC.  In  April  the  index 
declined  to  97.7. 

PURCHASING  MANAGERS'  INDEX 
Wednesday,  June  1, 10  a.m. 
EDT  »  The  Institute  for  Supply 
Management's  May  factory  activity 


U.S.  MARKETS 

MAY  25 

WEEK 

%  CHANGE 

YEAR  TO    LAST  12 

DATE      MONTHS 

S&P500 

1190.0 

0.4 

-L8 

6.9 

Dow  Jones  Industrials 

10,457.8 

-0.1 

-3.0 

3.4 

NASDAQ  Composite 

2050J. 

1.0 

-5.8 

s4.4 

S&P  MidCap  400 

661.5 

0.2 

-0.3 

13.0 

S&P  SmallCap  600 

317.7 

-0.3 

-3.4 

13.2 

DJ  Wilshire  5000 
SECTORS 

U729.3 

0.4 

-L9 

8.2 

BusinessWeek  50* 

700.2 

1.7 

-0.6 

9.0 

BW  Info  Tech  100" 

354.6 

1.0 

-5.0 

5.7 

S&P/BARRA  Growth 

576.2 

0.4 

-L0 

4.1 

S&P/BARRA  Value 

609.3 

0.3 

-2.6 

9.7 

S&P  Energy 

320.1 

4.3 

109 

31.9 

S&P  Financials 

389.7 

-0.5 

-5.2 

2.5 

S&P  REIT 

142.1 

-1.1 

-1.7 

25.7 

S&P  Transportation 

219.3 

-0.7 

-9.2 

13.5 

S&P  Utilities 

150.5 

0.1 

6.3 

27.9 

GSTI  Internet 

164.0 

2.2 

-8.0 

6.8 

PSE  Technology 

748.3 

0.9 

-4.0 

6.5 

•Mar.  19. 1999=1000     "Feb.  7.  2000=1000 


GLOBAL  MARKETS 

MAY  25 

WEEK 

%  CHANGE 
YEARTO      LAST12 
DATE       MONTHS 

S&P  Euro  Plus  (U.S.  Dollar) 

1351.0 

0.3 

-13 

18.6 

London  (FT-SE 100) 

49715 

0.4 

3.3 

12.5 

Paris  (CAC  40) 

4100.3 

0.7 

7.3 

13.6 

Frankfurt  (DAX) 

4389.5 

1.5 

3.1 

14.7 

Tokyo  (NIKKEI  225) 

11.014.4 

1.7 

-4.1 
-4.7 

-L2 

Hong  Kong  (Hang  Seng) 

13,562.1 

-0.5 

16.0 

Toronto  (S&P/TSX  Composite] 

9509.5 

U 

2J3 

13.8 

Mexico  City  (IPC) 
FUNDAMENTALS 

13.057.8 

2.6 

MAY  24 

U 

WEEK  AGO 

30.7 

YEAR  AGO 

S&P  500  Dividend  Yield 

2.03% 

2.06% 

1.65% 

S&P  500  P/E  Ratio  (Trailing  U 

mos.) 

19.5 

19.2 

203 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

15.7 

15.4 

16.8 

First  Call  Earnings  Revision* 
TECHNICAL  INDICATORS 

•0.24% 

MAY  24 

-0.43%       1.40% 

•Fust  Cal  Corp. 

WEEKAGO       READING 

S&P  500  200-day  average 

L 

162.2         1 

59.0% 

159.5 

53.0% 

Positive 

Stocks  above  200-day  average 

i 

Neutral 

Options:  Put/call  ratio 

0.77 

0.81 

Positive 

Insiders:  Vickers  NYSE  Sell/buy  ratio    3.03 
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BEST-PERFORMING 
GROUPS 

LAST 
itONTH 

LAST  12 
MONTHS   : 

Internet  Retailers 

18.9 

Fertilizers  &  Ag.  Chems. 

68.0 

Tires  &  Rubber 

15.7 

Managed  Health  Care 

58.1 

IT  Consulting 

13.5 

Oil  &  Gas  Refining 

56.1 

Semiconductors 

12.7 

Oil  &  Gas  Drilling 

51.7 

Genl.  Merchandise  Chains 

10.4 

Homebuilding 

46.0 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                            %      52-WEEK  TOTAL  RETURN 
LEADERS                                                    LEADERS 

% 

Technology 

7.9 

Latin  America 

56.6 

Real  Estate 

4.8 

Real  Estate 

33.9 

Large-cap  Growth 

4.8 

Natural  Resources 

31.0 

Mid-cap  Growth 

LAGGARDS 

4.3 

Diversified  Emerg.  Mkts. 

LAGGARDS 

29.3 

Precious  Metals 

-4.7 

Precious  Metals 

-2.2 

Natural  Resources 

-2.9 

Technology 

0.5 

Europe 

-0.5 

Japan 

3.0 

Foreign 

-0.1 

Health 

5.2 

WORST-PERFORMING 
GROUPS 


LAST 
U0NTH1 


MONTHS 


Steel 

-10.5 

IT  Consulting 

-44.8 

Gold  Mining 

-10.3 

Automobiles 

-30.9 

Aluminum 

-7.7 

Insurance  Brokers 

-25.6 

Divsfd.  Metals  &  Mining 

-6.9 

Electric  Mfg.  Svcs. 

-22.1 

Oil  &  Gas  Refining 

-5.9 

Auto  Parts  &  Equip. 

-19.6 

INTEREST  RATES 


KEY  RATES 

YEW  AGO 

Money  Market  Funds 

254% 

2.52% 

0.59% 

90-Day  Treasury  Bills 

ZM 

2.85 

1.08 

2-Year  Treasury  Notes 

3.60 

3.57 

2.45 

10-Year  Treasury  Notes 

4.09 

4.08 

4.66 

30-Year  Treasury  Bonds 

4.43 

4.43 

5J7 

30-Year  Fixed  Mortgage! 

5.53 

5.71       628 

fBanxQuote.  Inc. 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 
LEADERS 

ProFunds  Semicdr.  Inv.  19.7 

Rydex  Dyn.  Veloc.  100  H  17.2 

ProFunds  UltraOTC  Inv.  17.1 

ProFunds  Internet  Inv.  13.9 

LAGGARDS 

Rydex  Dyn.  Vent.  100  H  -14.9 

ProFunds  UftSh.  OTC  Inv.  -14.8 

ProFds.  USh.  Mid  Cap  Inv.  -9.0 

Oppenheimer  Rl.  Asst.  A  -8.8 


52-WEEK  TOTAL  RETURN  % 
LEADERS 

iShares  MSCI  Brazil  Idx.  75.9 

Merrill  Lynch  Lat.  Am.  B  60.5 

T.  Rowe  Price  Lat.  Am.  58.8 
iShares  S&P  L.  Am.  40  Idx.   57.6 

LAGGARDS 

Ameritor  Investment  -53.6 

Apex  Mid  Cap  Growth  -28.2 

ProFds.  USh.  Mid  Cap  Inv.  -26.1 

Reynolds  -22.6 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated. 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


30- YR  BOND 

General  Obligations 

3.57% 

4.41% 

Taxable  Equivalent 

5  !G 

6.30 

Insured  Revenue  Bonds 

3.77 

4.50 

Taxable  Equivalent                                  5.39                  6.43 

index  most  likely  eased  for  a  sixth 
straight  month,  to  52.1%.  In  April 
the  index  stood  at  53.3%.  The 
gradual  decline  in  the  index 
indicates  a  slower  pace  of  growth 
among  manufacturers. 
CONSTRUCTION  SPENDING 
Wednesday,  June  1, 10  a.m. 
EDT  »  Building  outlays  in  April 
probably  picked  up  by  0.6% 
following  a  0.5%  gain  in  March. 
FACTORY  INVENTORIES 
Thursday  June  2, 10  a.m. 


EDT  »  Manufacturing  inventories 
were  very  likely  unchanged  in  April. 
In  March  inventories  grew  by  0.6% 
for  a  second  straight  month. 
EMPLOYMENT  Friday  June  3, 
8:30  a.m.  EDT  »  May  nonfarm 
payrolls  probably  rose  by  178,000 
following  a  surprising  jump  of 
274,000  in  April.  Manufacturers 
most  likely  added  2,000  workers 
after  cutting  6,000  jobs  in  April. 
The  May  jobless  rate  is  expected  to 
have  held  steady  at  5.2%. 


The  BusinessWeek  production  index 
was  virtually  unchanged  at  241.1  for 
the  week  ended  May  7,  but  stood  10% 
above  the  year-ago  reading.  Before 
calculation  of  the  four-week  moving 
average,  the  index  rose  to  241.8. 
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For  the  BW50,  more  investment 
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of  the  production  index  visit 
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ADVERTISEMENT 


The  Mercury  Showroom  Tour,  May  28-July  9 

Get  a  sneak  peak  at  the  all  new  2006  Mercury  Milan  and  Mariner  Hybrid 
at  one  of  our  exciting  test  drive  events.  Also  enjoy  an  aromatherapy  Oxygen  Bar, 
free  refreshments,  a  Best  Products  Gallery  presented  by  BusinessWeek,  and  $25 
spending  money  —  just  for  taking  a  test  drive.  (Don't  forget  your  driver's  license!) 

For  more  information  visit 

www.mercuryvehicles.com/tour, 

or  call  1-888-439-9974.  MERCURY  I  NEW  DOORS  OPENED 

mercury  vehicles,  cor 
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XO  Communications 

With  XOptions®Flex,  XO  Communications'  industry-leading  VoIP  services  bundle, 
you'll  receive  unlimited  local  and  long  distance  calling,  high-speed  Internet  access 
and  web  hosting  —  all  for  one  flat  monthly  rate. 

For  more  information  visit 
www.xo.com/products/smallgrowing/integrated/flex. 


■  ■J    Microsoft' Office 

db  Live  Meeting 

Introducing  the  Leadership  Forum 

You're  invited!  Join  our  free  online  seminars  in  which  renowned  thought  leaders 
discuss  today's  hot  business  topics. 


Offered  by  Microsoft® Office  Live  Meeting.  Register  today  at 
www.microsoft.com/livemeet. 


Leadership  Forum 

Where  the  Best  in  Business  Meet 


xecutive  Briefings 

ur  guide  to  our  advertisers'  upcoming  events,  products,  and  services. 
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This  index  gives  the  starting  page  for  a  story  or  feature  with 
a  significant  reference  to  a  company.  Most  subsidiaries 
are  indexed  under  their  own  names.  Companies  listed  only 
in  tables  are  not  included. 
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AIG(AIG)40,96 
All-American  Bottling  74 
Alliance  Resource  (ARLP) 

70 

Amaranth  Advisors  126 
Amazon.com  (AMZN)28 
A.M.Best40 
AMD  (AMD)  60 
American  Funds  100 


American  Greetings  (AM) 

22 
American  Healthways 

(AMHC)70 
American  Vanguard  (AVD) 

70 
America's  Growth  Capital 
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Ameritrade(AMTD)100 
AMG118 

AMR  Research  106 
Aon(A0C)40 
Apollo  Group  (APOL)  68 
Apple(AAPL)13,60,68, 

116 
Arthur  J.  Gallagher  (AJG) 
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Asimco34 
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AutoTrends  Consulting  37 
Avid  Technology  (AVID)  68 
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Bain  Capital  106 
Banneker  Capital  100 
Barclays  100 
Baxter  (BAX)  16 
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Best  Buy  (BBY)  13, 130 
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42 
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Together  with  communities,  businesses  and  people  like  you,  we  preserve  precious  places  around  the 
world.  As  they  were.  As  they  are.  As  they  will  be.  Forever.  1-888-2  JOIN  tnc     nature.org 
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MathStar60 
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Microsoft  (MSFT)  13, 46, 

48 

MidAmerican  Energy  48 
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Morgan  Creek  Capital  126 
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100 
Motorola  (MOT)  82 


Northwest  (NWAC)  138 
NTT  DoCoMo  (DCM)  56 


N 

NationsHealth(NHRX) 

105 

NavmarlOO 
NEC(NIPNY)60,82 
Neiman  Marcus  (NMG) 

130 

News  Corp.  (NWS)  132 
99  Cents  Only  (NDN)  70 
Nokia  (NOK)  52 


O 

Oracle  (ORCL)  106 
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Legal  Notice 
U.S.  District  Court,  Southern  District  of  New  York 


To:      Freelance  Authors  of  English  Language  Literary  Works 

Summary  notice  of  class  action  settlement. 
Please  read  this  notice.  It  may  affect  your  legal  rights. 


What  is  this  proposed  settlement  about? 

A  settlement  has  been  reached  in  a  class  action  lawsuit  alleging  that 
commercial  electronic  databases  and  newspapers  and  magazines 
infringed  the  copyrights  of  freelance  authors.  The  lawsuit  alleges  that 
newspapers  and  magazines,  after  publishing  the  works  with  the 
authors'  permission,  then  sold  them  to  the  electronic  databases 
without  the  authors'  permission. 

The  settlement  applies  to  English  language  literary  works  that  were 
reproduced  on  a  commercial  electronic  database  without  the 
authors'  permission.  You  may  be  eligible  to  participate  in  the 
settlement  even  if  your  works  were  not  registered  with  the  U.S. 
Copyright  Office,  and  even  if  they  were  originally  published 
outside  the  U.S.  Excluded  are  works  for  hire  and  works  for  which 
the  author  granted  electronic  rights  to  the  original  publisher. 

There  is  other  important  detail  on  which  works  are  included  and 
excluded.  That  detail,  as  well  as  other  important  information 
regarding  this  settlement  and  your  options  with  respect  to  this 
settlement,  is  contained  in  the  Notice  of  Class  Action  Settlement, 
available  at  www.copyrightclassaction.com. 

What  do  I  need  to  do? 

To  remain  a  class  member,  you  do  not  need  to  do  anything. 
If  the  settlement  is  approved,  you  will  be  bound  by  its  terms, 
and  you  will  need  to  submit  a  claim  form  to  be  eligible  for 
a  settlement  award.  Claim  forms  are  available  at 
www.copyrightclassaction.com. 


1-800-330-0516 


To  exclude  yourself  from  the  settlement  you  must  file  a 
written  request  for  exclusion  postmarked  by  July  15,  2005 
and  mailed  to  Literary  Works  In  Electronic  Databases  Copyright 
Litigation,  c/oThe  Garden  City  Group,  Inc.,  P0  Box  9000  #6250 
Merrick,  NY  11566-9000  or  by  going  online  at 
www.copyrightclassaction.com.  To  object  to  the  settlement,  you 
must  follow  the  instructions  for  appearing  in  Court  and  filing  and 
serving  the  objection  on  or  before  July  15,  2005  as  set  forth  in 
the  Notice  of  Class  Action  Settlement. 

Final  Fairness  Hearing 

A  hearing  on  the  proposed  settlement  will  be  held  July  28,  2005 
at  10:00  a.m.  before  the  Honorable  George  B.  Daniels,  U.S.  District 
Court,  Courtroom  618,  40  Centre  Street,  New  York  NY  10007,  to 
determine  whether  the  settlement  and  plaintiffs'  attorneys'  fee 
application  should  be  approved.  Class  members  or  their  counsel 
may  appear  in  Court. 

Where  can  I  get  more  information? 

Copies  of  the  entire  settlement  agreement,  Notice  of  Class 
Action  Settlement,  and  Claim  Form  are  available  at 
www.copyrightclassaction.com. 

Please  do  not  contact  the  Court. 

Dated:  March  31 ,  2005 

By  Order  of  the  Court 
Honorable  George  B.  Daniels 


www.copyrightclassaction.com 


Editorials 


Pensions:  It's  No 
Time  for  a  Bailout 


A  KEY  ROLE  OF  government  is  to  protect 
the  public  from  the  market's  excesses. 
Think  antitrust  laws  or  pollution  rules. 
But  well-meaning  legislators  also  can 
take  actions  that  make  matters  worse. 
Consider  the  Employee  Pension  Preservation  Act  of 
2005,  introduced  in  the  Senate  last  month.  The  bill, 
championed  by  Senator  Johnny  Isakson  (R-Ga.) 
would  allow  Delta  Air  Lines  Inc.  (based  in  his  home  state)  and 
other  legacy  carriers  to  take  up  to  25  years  to  pay  down  the 
shortfall  in  their  underfunded  defined-benefit  pension  plans. 
Current  rules  mandate  a  three-year  catch-up  funding  schedule. 

It's  hard  to  overstate  the  challenges  facing  the  airlines. 
Saddled  with  a  high-cost  business  model  increasingly  at  odds 
with  the  times,  the  industry  has  lost  close  to  $33  billion  in 
just  the  past  four  years.  Five  major  carriers  are  in  or  near 
bankruptcy.  And  the  airlines  have  a  collective  pension 
funding  shortfall  of  about  $21  billion.  Yet  those  are  exactly  the 
reasons  it's  not  the  proper  time  to  be  talking  about  a  bailout. 

The  aftereffects  of  September  11,  the  recession,  and  the 
spike  in  oil  prices  all  hit  airlines  especially  hard.  But  the 
structural  problems— unrealistic  pricing,  uncompetitive  labor 
costs,  inflexible  work  rules,  and  unwise  fleet  and  expansion 
strategies— predate  those  challenges  by  many  years. 

Addressing  the  pension  issue 
piecemeal  only  lets  airlines 
postpone  the  inevitable  restruc- 
turing needed  to  make  them 
financially  viable  long  term. 

Moreover,  giving  more  special 
treatment  to  the  airlines,  which 
already  received  loan  guarantees 
after  September  11  and  easier 
pension  requirements  last  year, 
OrODlemS  seems  like  overkill.  It's  also  a  slap 

*^^^^^^^  in  the  face  of  companies  that  have 

already  made  expensive  moves  to 
close  their  pension  deficits. 
General  Motors  Corp.,  for  example,  in  2003  borrowed  $13.5 
billion  to  fully  fund  its  pension  plans.  Its  shareholders  would 
no  doubt  also  have  preferred  legislative  legerdemain  to  the 
cold  cash  thev  paid. 

To  be  sure,  the  industry's  reorganization  won't  be  pretty. 
Just  look  at  United  Airlines  Inc.,  which  in  May  terminated  its 
pension  plans  covering  130,000  employees  and  retirees.  And 
with  Delta  facing  a  liquidity  squeeze  late  this  year  and 
Northwest  Airlines  Corp.  probably  not  far  behind  if  it  can't 
trim  costs,  the  pressure  will  be  on  Congress  to  act.  But  the 
pols  should  remember  that,  despite  all  the  financial  turmoil, 
U.S.  air  service  has  not  been  hobbled.  In  fact,  there's  still  too 
much  airline  capacity — one  reason  carriers  have  lost  the 
pricing  power  to  earn  themselves  out  of  their  current  crisis. 


The  airlines 
need  to 
address 
older, 
structural 
lems 


And  average  ticket  prices  today  are  comparable  to  those  of  the 
mid-1980s.  Requiring  carriers  to  come  current  with  their 
pension  obligations— or,  like  United  and  US  Airways  Group 
Inc.,  use  existing  mechanisms  like  bankruptcy  to  get  a  fresh 
start  on  them— probably  wouldn't  lessen  fare  competition 
much.  That's  why  it's  tough  to  support  the  kind  of 
government  intervention  Senator  Isakson  is  calling  for. 

The  market  is  a  harsh  disciplinarian.  But  ifs  right  more 
often  than  not.  So  government  needs  to  set  a  particularly  high 
hurdle  for  overruling  market  decisions  on  allocating  capital— 
especially  when  consumers  aren't  being  hurt.  With  airlines' 
financials  in  a  tailspin  and  their  shares  virtually  grounded,  the 
market  has  spoken.  Let's  hope  Washington  listens. 


A  Multitude  of 
Medical  Miracles 


SOMETHING  REMARKABLE  is  happening  i 
cancer:  Survival  rates  are  climbing.  After  20 
years  of  painstaking  work,  a  new  generation 
of  bioengineered  drugs  are  reaching  patients 
Study  after  study  finds  that  they  are  keeping 
some  patients  alive  longer,  without  the  horrible  side 
effects  of  chemotherapy.  At  least  400  new  cancer 
drugs  are  in  development,  vs.  less  than  10  a  decade 
ago.  "  Let's  say  1%  to  2%  of  those  make  it  to  the  market  in  the 
next  one  to  two  years,"  says  Dr.  Gabriel  N.  Hortobagyi,  a 
leading  oncologist  at  M.D.  Anderson  Cancer  Center  in 
Houston.  "That's  seven  to  eight  new  drugs.  That's  huge!" 

As  today's  cancer  advances  can  attest,  biomedical  research 
is  in  its  golden  era.  A  process  that  started  with  the  discovery 
of  DNA's  structure  in  1953,  through  the  creation  of  the  first 
bioengineered  antibodies  in  1975  and  the  deciphering  of  the 
human  genome  in  2001,  is  finally  changing  the  course  of 
medicine.  Genentech  Inc.  just  announced  that  Lucentis,  its 
experimental  drug  for  macular  degeneration,  the  main  cause 
of  blindness  in  the  elderly,  stabilized  or  improved  vision  in 
95%  of  patients.  There  are  two  vaccines  in  advanced 
development  against  the  human  papillomavirus,  carried  by 
20  million  Americans.  A  diet  drug  called  Accomplia  may  be 
anproved  next  year  that  can  not  only  help  people  lose  weight 
but  also  quit  smoking  and  lower  their  cholesterol.  And 
genetic  tests  should  soon  be  available  to  pinpoint  patients  at 
increased  risk  of  heart  disease  before  symptoms  develop. 

It's  worth  noting  that  many  of  these  advances  were 
considered  a  waste  of  energy  by  plenty  of  scientists— and  Wall 
Street— at  one  time  or  another.  Indeed,  Dr.  Judah  Folkman 
(page  18),  who  developed  the  theory  behind  Lucentis,  spent 
decades  trying  to  win  over  naysayers.  The  first  drugs  based  on 
monoclonal  antibodies  barely  got  funding  in  the  early  1990s; 
today,  they're  among  the  most  successful  new  cancer  medicine 
Progress  in  science  is  often  frustratingly  slow.  But  the  recent 
successes  are  proof  that  real  innovation  is  worth  the  wait 
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(Population:  13) 
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It's  easy  to  remember 

13  customers'  names      It's  easy  to  solve  13 

customers'  problems 


It's  easy  to  know  what  13 
customers  will  want  next 
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Its  easy  to  keep 
13  customers  loyal 

(especially  whe 

the  only  store  in  town) 
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You  don't  manage  13  customers.  You  manage  thousands, 
but  that  doesn't  mean  you  can't  treat  them  like  neighbors. 


Envy  the  small  town  businessman.  He  spends  every 
working  hour  personally  attending  to  every  aspect 
of  his  biggest  business  opportunity:  his  customers. 
He  knows  every  idiosyncrasy  and  can  predict  every 
problem.  At  Siebel  we  know  how  hard  it  is  to  retain 
this  level  of  customer  attention  when  you  are 


selling  to  thousands,  not  tens.  That's  why  we  provide 
software  solutions  to  help  companies  create 
richer,  deeper,  more  responsive  relationships  that 
yield  tangible  results.  When  you're  ready  to  get 
serious  about  customers,  call  the  people  more 
businesses  of  every  size  rely  on  at  1-800-366-5818 
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For  real  world  results  featuring  world-class  customer-driven  companies,  go  to  www.siebel.com/thecustomer 


s^rte- 


fil£X. 


r^ 


KJTCA^ 


\N\tVA 


^\d  c*  so 


^afe 


•  vp  the  choice 


is  yours. 


Goto 


W\ndo>ws. 


Windows 


ngyou 


,?, 


X1  starting  weight  of  2.52  lbs.  is  with  3-cel!  27WHr  battery. 

Weights  vary  depending  on  configurations  and  manufacturing  variability. 

Dell  car  sible  for  errors  in  typography  or  photography.  De  i  the  '  ell  logo  and  Latitude  are  trademarks  of  Dell  Inc.  Intel,  Intel  Inside,  the 

Intel  Ins  no.  and  the  Intel  Centrino  logo  are  trademarks ;    roistered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United 

States  ai  Microsoft  and  Windows  are  either  registered  rademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States 

and/or  01  :05  Dell  Inc.  All  rights  reserved.  Reproduction  cr    inslaoon  of  any  part  of  this  work  beyond  that  permitted  by  U.S.  copyright 

im.ission  of  Dell  Inc.  is  unlawful  and  strictly  fori\dden. 


110    Businessweek 


NOW  IS  THE  TIME  TO 

get  the  ultra-thin,  ultra-light,  ultra- 
cool  Dell™  Latitude™  X1  Notebook 
featuring  Intel®  Centrino™  Mobile 
Technology.  Get  the  power  and 
performance  you  expect  from 
Dell  -  in  an  exceptionally  sleek, 
travel-friendly  package  -  and 

GET  MORE  OUT  OF  NOW. 


Dell  recommends 
Microsoft®  Windows® 
XP  Professional 

THE  NOTEBOOK  FOR  BUSINESS. 
DELL'S  LATITUDE  X1  NOTEBOOK  WITH 
THE  MOBILITY  OF  INTEL®  CENTRINO™ 
MOBILE  TECHNOLOGY. 


Click  www.dell.com/latitud 
Call  (ton  tree)  1.877.486.DELL 


MOBILE 
TECHNOLOGY 


BusinessWeek 


June  13, 2005 


|;  ': 


News:  Analysis 
&  Commentary 

30  Biotech,  Finally 

It  has  been  30  years  of 
promising  research  and 
crushing  commercial 
disappointments.  Now  a 
burst  of  breakthroughs 
may  be  the  tipping  point 
for  biotech.  Some  230 
biotech-based  medicines 
and  treatments,  designed 
to  combat  everything  from 
cancer  to  depression,  have 
come  to  market.  With  thos<J_ 
tangible  products  before 
them,  traditional 
drugmakers  are  keen  to  get 
back  in  the  game.  But  what 
will  it  take  to  woo  back 
investors? 
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36  Why  Biotech  Stocks  are  Sedated 

Forget  the  hype.  Investors  want  results 
before  placing  their  bets 

38  Bill  Donaldson's  Uncertain  Legacy 

The  SEC  chairman's  successor  may  lack 
his  reformist  streak 

40  Giving  Spitzer  a  Fight 

The  New  York  AG  faces  his  most 
tenacious  foe  in  Hank  Greenberg 

45  How  to  Harpoon  a  Cyber-Shark 
Banks  and  e-tailers  are  getting  serious 
about  ID-stealing  phishers 

46  Boeing:  A  Groundswell  for  Bell 

Investors  like  what  the  interim  CEO  has 
done,  but  the  board  wants  someone  else 

48  In  Biz  This  Week 
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52  The  EU:  Opportunity  Knocks 

Why  the  votes  against  the  constitution 
may  strengthen  Europe 
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►Retirement  and  health- 
care promises  made  in 
flush  times  are 
dragging  down  state 
andlocal  governments 


Special  Report 

68  Sinkhole! 

From  local  school  districts  to 
statehouses  to  city  halls,  budgets  are 
being  drained  by  public  pension 
promises.  At  the  same  time,  anti-tax 
sentiment  constrains  revenue,  and 
governments  face  new  outlays  for 
everything  from  homeland  security  to 
No  Child  Left  Behind.  There's  a  growing 
feeling  that  retirement  promises  made 
to  office  workers,  firefighters,  and 
legislators  may  simply  be  unbearable 
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"HENDRICK'S 

WON 

THE  GIN  CATEGORY". 

-  THE  WALL  STREET  JOURNAL 

THE  WALL 
STREET  JOURNAL. 

03  Oowjenn  ^Company   ill  htghti  Amnwd 


FRIDAY,  AUGUST   !»,  2901    -VOL.    (» *-  \  L  t 


When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GIN^^j 

THendrick's 

O30/750ml 

Most^^k 
Flavorful^J 

Tanqueray  No. 
Ten  $26/750ml 

Smoothest 

Juniper  Green 
Organic 

$26.50/750ml 

Best 
Presentation 
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„  HENDRICKS 

A  Most  Unusual  Gin 

HENDRICKSGIN.COM 


BusinessWeek  online 


WWW.BUSINESSWEEK.COM  Updated  every  business  day. 

BusinessWeek  magazine  is  available  online  free  to  subscribers:  Go  to 
www.businessweek.com  and  follow  instructions  to  register.  Find  links  to  the  online-only 
highlights  below  at  www.businessweek.com/magazine/content/05_24/online.htm 


SmallBiz  Special  Report: 
Catching  Newsstand  Fever 
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Despite  the  daunting  hurdles 
facing  entrepreneurs  who  launch 
new  magazines,  they're  busier  than 
ever  starting  up  new  titles  on 
subjects  from  knitting  to 
architecture.  Indeed,  in  2004,  for 
the  first  time  more  than  1,000  new 
magazines  debuted,  and  2005  is 
on  a  similar  pace.  This  Special 
Report  examines  what  it  takes  to 
succeed  and  profiles  two  that 
might  beat  the  odds:  High  school 
sports  magazine  SchoolSports,  and 
Pink,  aimed  at  working  women 


A  Gold  Rush  in  Little 
Hard  Disks 

Storage  makers  have  been  dancing  to  the  beat  of  the 
iPod,  and  now  ceU-phone  makers  are  using  scaled- 
down  drives  in  their  new  models.  That's  music  to 
the  ears  of  outfits  like  Seagate  and  Western  Digital 
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Taking  a  Broader  View 
OfOnshoring 

John  Hagel,  co-author  of  The  Only  Sustainable 
Edge,  says  many  Western  execs  see  only  labor-cost 
savings  when  they  can  learn  so  much  more 
from  Chinese  and  Indian  companies 


Cheerio,  London. 
Bonjour,  Red  Tape 

French  real  estate  is  something  of  a  bargain,  but  as 
a  BW  reporter  learned  when  buying  a  pied-a-terre, 
local  customs  can  be  very  strange  indeed 


BusinessWeek  tv 


Tune  in  This  Weekend  for 

I  Hot  Stocks:  What  to  Buy  Now  I  Family-Friendly  Golf  Destinations 
Find  program  dates  and  times  in  your  area  at  www.buanessweektv.coni 
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Certified  pride. 

Certified  leasing  and  financing. 

Certified  6-year/100,000-mile  warranty* 

Certified  by  BMW. 

Certified  only  at  an  authorized  BMW  center. 


=  Certified  Pre -Owned 

■■IHIHHMB  by  BMW  ^HSBfiBrS 


We  have  the  BMW  you're  looking  for.  Search  the  entire  inventory  in  your  area  at  bmwusa.com 

or  visit  your  local  authorized  BMW  center. 


BMW 

Certified 

Pre-Owned 


bmwusa.com 
1-888-311-4BMW 
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The  Ultimate 
Driving  Machine* 


Warranty  Protection  Plan  provides  coverage  for  up  to  2  years  or  50,000  miles  (whichever  comes  first)  from  the  date  of  the  expiration  of  the  4-year/50,000-mile  BMW  New  Vehicle 
Jmited  Warranty.  See  participating  BMW  center  for  details  and  vehicle  availability.  For  more  information,  call  1-888-311-4BMW,  or  visit  bmwusa.com.  ©2005  BMW  of  North  America, 
_LC.The  BMW  name  and  logo  are  registered  trademarks. 


Only  one  company  guarantees 
ground  delivery  to  all  50  state; 
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Other  companies  may  offer  ground  shipping.  But  only  UPS    guarantees  day-definite 
delivery  to  every  address  in  the  U.S.  and  Puerto  Rico.  The  fact  is,  for  our  68,000  drivers 
there's  simply  nothing  more  important  than  getting  your  package  where  it  needs  to  be, 
when  it  needs  to  be  there.  Maybe  that's  why  we  see  more  of  the  country  than  most 
people.  And  why  we  deliver  more  packages  on  time  than  anyone  else. 

UPS.com/delivers  1-800-PICK-UPS' 
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"Itwasthe 
indictment  that 
killed  Andersen, 
not  the  conviction." 

-Former  employee  Steve 

Weinstein  telling  AP  his 

reaction  to  the  Supreme 

Court's  overturning  of  Arthur 

Andersen's  conviction 


)ITED  BY  DAN  BEUCKE 


EALTY  CHECK 

EAL  ESTATE, 

NREAL 

PPLICATIONS 

(ME  PEOPLE  will  do  anything 
get  in  on  the  real  estate 
torn- even  commit  fraud.  A 
port  from  the  Mortgage  Asset 
search  Institute  found  that 
ing  numbers  of  would-be 
>meowners  are  fudging 
come  numbers  to  get  a  deal 


done  before  they're  priced  out 
of  the  market.  "They  want  in 
on  the  action,"  says  William 
Matthews,  general  manager  of 
MARI,  based  in  Reston,  Va. 
"Where  else  are  they  going  to 
get  20%  returns?  The  stock 
market?" 

Increasingly,  problems  are 
showing  up  in  the  Midwest 
and  South.  In  2004,  for  the 
second  year  in  a  row,  Georgia 
had  the  highest  rate  of 
mortgage  fraud.  Falsified 
mortgage  applications  are  on 
the  rise  in  smaller  cities  such 
as  Memphis,  Scranton,  Pa., 
and  Tulsa.  Loan 
delinquencies,  an  indicator  of 
fraud,  ran  at  twice  the  U.S. 
average  in  Oklahoma, 
Mississippi,  and  Ohio.  Don't 
blame  just  homeowners, 
Matthews  says.  Realtors, 
appraisers,  and  mortgage 
originators  push  unqualified 
borrowers  into  a  sale  to  get 
fat  fees.  These  days,  if  s  home 
sweet  deception. 

-Mara  Der  Hovanesian 
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'HE  BIG  PICTURE 


AY  CHEESE  Sales  growth  for  digital  cameras 
;  expected  to  sputter  as  the  market  matures 
nd  consumers  snap  up  camera-equipped 
hones  and  other  devices. 
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..To  The  Perfect  Giofeafcaii 


DETROIT  DETAIL 

No  More 
Playing  Chicken 

IN  1963  GERMANY  blocked  imports  of  American  chickens,  and 
the  U.S.  responded  with  a  25%  tariff  against  all  imported  pick- 
up trucks,  a  market  then  dominated  by  Volkswagen  delivery 
trucks.  Today  the  only  part  of  the  dispute  that  remains  is  the 
tariff  on  most  imported  pickups.  But  now  the  "chicken-war 
tariff'  could  be  ending,  much  to  Detroit's  dismay. 

As  part  of  bilateral  trade  talks  with  about  a  dozen  countries, 
the  U.S.  has  sought  to  eliminate  tariffs  on  manufactured 
goods.  Now  it's  discussing  a  free-trade  pact  with  Thailand,  the 
world's  No.2  maker  of  pickups  outside  North  America. 
Marianne  Mclnerney,  president  of  the  American  International 
Automobile  Dealers  Assn.,  says  the  tariff  "has  clearly  outlived  its 
original  purpose  and  ought  to  be  eliminated."  If  that  happens, 
the  group  says  Japanese  and  Korean  compact  pickups  made  in 
Thailand  could  sell  in  the  U.S.  for  $10,000  to  $15,000.  (A 
stripped-down  Ford  Ranger  fetches  $15,000.)  Last  year  only 
433  pickups  were  imported  from  outside  the  North  American 
free-trade  zone,  so  the  Big  Three  are  watching  closely.  General 
Motors,  which  usually  backs  free-trade  deals,  says  that  "given 
the  tenuous  state  of  overall  vehicle  manufacturing  in  the  U.S., 
it  would  not  be  a  beneficial  development  to  have  a  big  influx" 
of  Thai  trucks.  -Paul  Magnusson 
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HIP-HOP  NATION 

NOTSOPHAT 
FINANCIALS 
AFTER  ALL 


SIMMONS 

Funky 
numbers 


RUSSELL  SIMMONS, 
founder  of  Def  Jam 
Recordings  and  Phat 
Fashions,  arbiter  of  urban     ™ 
style,  wants  to  improve  the 
financial  smarts  of  the  hip- 
hop  generation.  Good  thing 
he's  not  the  one  doing  the 
educating. 

The  "Get  Your  Money 
Right"  tour,  featuring 
Simmons  as  host  and  Suze 
Orman  as  the  personal 
finance  expert,  started  in 
Detroit  on  May  14  and  will 
travel  to  five  other  cities  this 
year.  But  two  days  after  the 
first  seminar,  it  came  out  that 
Phat  Fashions  was  practicing 
its  own  kind  of  financial 
empowerment.  In  a 
deposition  in  a  lawsuit 
involving  a  business  partner, 
Simmons  let  on  that  he  had 
exaggerated  2002  sales  and 
profits,  The  New  York  Times 
sported. 
Even  the  hyped  figures 
aged  throughout  2003,  as 
bimmons  sought  a  buyer  for 
his  privately  held  company. 
He  found  one:  In  early  2004, 
Kellwood  Co.,  which  says  it  got 
at  the  books,  paid 
in  cash  for  Phat 
with  the  deal. 
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Simmons'  usual  rap  was  that 
Phafs  sales  were  about  $350 
million.  Wholesale?  Retail? 
He  wasn't  specific.  Few  in  the 
fashion  business  are.  In  an 
October,  2003,  cover  story, 

BusinessWeek  was  told 
that  in  2002, 
wholesale  revenue 
came  to  $263  million. 
Turns  out  it  was  really 
only  $170  million, 
says  Rush  Communi- 
cations, Simmons' 
holding  company.  The 
other  figure  was 
projected  sales  for 
2003.  Rush  says  it 
gave  the  wrong 
number  by  mistake. 

And  Phat's 
supposed  $29  million 
in  profit?  Actually  that 
is  its  licensing 
revenue  plus  the 
amount  anyone 
holding  the  license 
1  might  earn.  Well, 

Simmons  has  always  said  that 
hip-hop  is  all  about 
aspiration.        -Susan  Berfield 


HOT  TYPE 

BOOKED  Many 

magazines  are 

struggling  as'ad 

dollars  flee  to  the 

Web.  Then  why  are  so 

many  publishers 

jumping  into  the  fray? 

Last  year,  1,006  titles 

were  launched,  up 

from  953  in  '03  and 

the  first  time  since '98 

that  new  titles  totaled  more  than  1,000,  says 

Samir  Husni,  chairman  of  the  University  of 

Mississippi's  Journalism  Dept.  The  first  quarter 

saw  another  236.  Startups  are  targeting  areas 

of  high  spending:  125  of  the  '04  launches 

focused  on  crafts  and  hobbies,  59  on  home 

design  and  services,  and  41  on  cars.  The  latest 

craze:  Eight  poker  titles  started  in  the  past  six 

months.  But  industry  experts  say  any  new 

magazine  is  still  quite  a  gamble:  The  odds  run  \ 

to  1  against  a  title  surviving.        -Pallavi  Gogc 


DRAWN  &  QUARTERED 


REMEMBER  WHEN  THAT  TIRESOME  OLD  DRUNK 
USED  TO  SIT  AND  BORE  US  TO  TEAR5  WTH 
HIS  COCKAMAMIE  THEORIES  AND 
INSANE  OPINIONS? 


IT  Security. 

Seen  clearly, 

delivered  objectively. 


At  Protiviti,  we  understand  that  to  protect  you  and  your  customers,  IT 

security  must  be  pervasive  across  your  technology  platform.  That's 

why  we  provide  clear,  objective  expertise  on  the  key  technology  risks 

you  face.  From  granting  users  access  to  maintaining  customers  privacy 

to  blocking  entry  of  hackers,  we  approach  the  challenges  of  security 

from  a  business  perspective.  We  understand  your  business  situation, 

the  industry  and  the  regulations,  and  then  implement  sustainable  IT 

security  that  allows  you  to  advance  your  technology  with  confidence. 

Say  i  to  IT  security  that's  clear  and  objective  -  call  888.556.7420 

or  visit  protiviti.com. 


TECHNOLOGY  RISK 


Security  and  Privacy 
Solutions 

Continuity  Solutions 
Change  Management 
IT  Asset  Management 
Program  Management 
Application  Effectiveness 


INTERNAL  AUDIT 


Outsourcing/Co-Sourcing 

Transformation 

Quality  Assessment 

IT  Audit 

Audit  Committee  Advisory 

Services 


BUSINESS  RISK 


Event  Response 
Governance 
Financial  Risk 
Operational  Risk 


5  Protiviti.  EOE  0303-9002 
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FACE  TIME 
TRIP  HAWKINS 


HE'S  GOT 
GAME  ON 
YOUR  CELL 

Electronic  Arts  founder  W.M. 
"Trip"  Hawkins  III  is  looking  to 
score  again.  Hawkins,  51,  left 
EA  in  1994,  just  after  it  went 
public,  to  invest  his  fortune  in 
3D0,  a  startup  developing  a 
new  gaming  console.  When 
Nintendo's  game  console 
beat  3D0  to  market— forcing 
bankruptcy-he  rebooted. 
With  a  growing  interest  in 
social  networking,  Hawkins 
launched  Digital  Chocolate, 
which  markets  cell-phone 
games-and  the  chance  to 
play  them  with  others. 
"Competing  makes  people 
feel  like  they're  part  of 
something  bigger,"  he  says. 
DChoc,  as  Hawkins  calls 
it,  lets  players  log  into  virtual 
communities,  compete,  and 
swap  strategies.  The 
graphics  are  hardly  Grand 
Theft  Auto  quality.  But 
Hawkins  is  betting  that  for 
under  $10  even  pro  players 
will  download  games  from 
wireless  carriers,  which  take 
a  hefty  cu£of  sales.  Some  of 
the  Valley's  most  notable 
angel  investors  have  more 
than  $20  million  in  DChoc. 
Hawkins'  biggest  competitor 
may  turn  out  to  be  EA.  Let  the 
games  begin.  -Jessi  Hempel 
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CAR  TALK 

BLACK  BOX 

...OR 

BIG  BROTHER? 

YOUR  CAR  MAY  be  watching 
you.  An  estimated  two-thirds 
of  new  U.S.  cars  and  30 
million  already  on  the  road 
contain  devices  that,  after  an 
accident,  record  information 
about  speed,  accelerator 
position,  braking,  and  air  bag 
deployment.  They  can  even 
tell  if  the  seat  belts  were 
buckled.  Information  from 
the  "black  boxes"  can  be 
critical  evidence  in  criminal 
cases  and  lawsuits.  The  auto 
and  insurance  industries  also 
believe  it  could  be  invaluable 
in  designing  better  traffic 
laws  and  safer  vehicles. 

But  data  collection  opens 
up  a  minefield  of  privacy 
issues.  John  Soma,  a  law 
professor  and  executive 
director  of  the  Privacy 
Foundation  at  the  University 


RED  ALERT 

FORSALTON, 
A  SEA 
OF  DEBT 

THE  GEORGE 

Foreman  Grill  has 
long  been  a  champ 
in  the  kitchen.  But 
now  its  maker, 
Salton,  is  on  the 
ropes.  After  selling 
70  million  grills, 
the  Lake  Forest 
(111.)  company  has 
seen  U.S.  demand 
dip.  At  the  same 

time,  costs  have         

soared.  ^^ 

Sagging  under  $450 
million  in  debt,  Salton  faces  a 
mid-December  deadline  to 
refinance  $125  million  in 
bonds.  Analysts  are  skeptical 


FOREMAN 

His  grill 
won't  thrill 


of  Denver,  fears  an  Orwellian 
scenario  if  consumers  aren't 
better  informed.  Even  the 
presence  of  the  devices  is 
typically  buried  in  owners' 
manuals,  where  many  drivers 
are  likely  to  miss  it. 

Now,  state  governments 
are  stepping  in.  Arkansas, 
California,  and  North  Dakota 
have  passed  laws  regulating 


it  will  find  the  money.  Says 
Jon  Thomas  at  Advest: 
"Unless  Salton  can  get 
something  on  the  table  by 
September. . .  that  everyone's 
on  board  with,  you'll  be 

looking  at  a  full- 
fledged  bank- 
ruptcy." Salton 
declined  to 
comment. 

Management  is 
betting  on  foreign 
markets,  where 
sales  are  rising. 
As  for  Big  George 
himself,  the 
burger-chomping  former 
boxing  champ,  now  56, 
appears  unscathed  by 
Salton's  woes.  In  1999,  the 
company  agreed  to  pay  him 
$137.5  million.  If  only  it  had 
the  two-time  champ's  knack 
for  comebacks. 

-Elizabeth  Woyke 


Percentage  of 
American  workers 
who  plan  to  get  in 
touch  with  people 
in  the  office 
regularly  via  phone 
or  e-mail  while  on 
vacation  this 
summer. 


Data:  ^jdson  Holland  Group  survey  of 
-Kers 
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Introducing  the  new  Ebel  Classic 
A,  watch  of  sleek  proportions  and 
smooth,  sensuous  design.  Ultra-thin 
Ultra-comfortable.  White  Roman  dial 
Solid  stainless  steel.  Sapphire  crystal 
Water  resistant.  *j 
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Business  has  been 
borrowing  from  Biblical 
principles  for  decades.... 
The  best  business  book  on 
the  planet  is  the  Bible." 

"     -Harvey F.  Lloyd 
Chester,  Va. 


Busiii'  sx\Veel< 

EVANGELICAL 
AMERICA 


OFMEGACHURCHES 
ANDMEGABUCKS 

"EVANGELICAL  AMERICA"  (Special  Re- 
port, May  23)  correctly  establishes  that 
the  "megachurches"  have  done  an  out- 
standing job  of  attracting  new  members. 
But  I'm  confident  that  the  fine  pastors  you 
referenced  would  be  the  first  to  tell  you 
that  attracting  new  members  is  not  the 
goal.  The  goal  is  reaching  "the  least,  the 
lost,  and  the  dying."  Bringing  people  to  a 
life-changing  relationship  with  Jesus 
Christ  is  the  goal.  That  modern  churches 
have  to  employ  a  multitude  of  creative 
marketing  methods  to  put  people  in  a 
place  where  they  can  hear  God's  word  is 
nothing  unique.  Jesus  turned  the  world 
on  its  ear.  He  was  not  shy,  hesitant,  or  re- 
luctant to  do  whatever  it  took  to  present 
His  message.  The  fact  that  these  church- 
es are  such  a  success  is  a  testament  to 
God's  blessing  on  their  outreach  efforts. 
-Stephen  A.  Young 
Savannah,  Ga. 

CHRIST,  IN  HIS  ULTIMATE  wisdom,  in- 
dicated that  one  cannot  mix  money  with 
spirituality,  and  Jesus  skirted  politics  en- 
tirely. Evangelicals  know  this,  yet  they 
skirt  this  message  of  Christ  for  monetary 


gain  and  political  power  to  the  church  | 
detriment— those  outside  the  church  ma 
view  Christianity  as  no  different  from  i 
other  business. 

Many  of  these  so-called   ChristiE 
evangelicals  appear  to  proudly  flash 
materialism  and  vaunt  their  so-called 
litical  clout,  do  they  not?  Christ  never  dil 
this.  The  pursuit  of  lucre,  in  whateve) 
form,  is  just  that . . .  and  God  is  not  in  it. 
-Ronald  Coler 
Bloomington, . 

I  LOVED  "EARTHLY  empires,"  but  I 
afraid  that  William  C.  Symonds  got 
backwards:  Business  has  been  borro\ 
from  Biblical  principles  for  decades, 
church  is  just  now  gaining  understandirjj 
of  the  application  of  Biblical  principles 
our  modern  world.  The  best  busine^ 
book  on  the  planet  is  the  Bible. 

-Harvey  F.  Llo)\ 
Chester,  VI 

REGARDING  THE  USE  of  corporate  tool 
by  evangelical  leaders  to  increase  atteil 
dance  and  growth,  it  seems  to  me  thatf 
similar  phenomenon  happened  marl 
centuries  ago  when  Christianity  was  nej 
and  was  seeking  to  grow  and  appeal  to  til 
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Readers  Report 


population  at  large.  In  that  case,  Christian 
leaders  co-opted  pagan  traditions  and  in- 
tegrated them  into  the  new  religion  to 
keep  a  connection  with  the  familiar  while 
making  the  transition  to  a  new  religious 
concept  As  disturbing  and  dangerous  as  I 
may  find  the  mixing  of  religion  and  poli- 
tics, as  brash  and  tasteless  as  I  may  regard 
our  modem  culture  and  its  introduction 
into  religion,  I  think  what  is  going  on  is 
the  way  all  things  in  society  evolve  if  they 
are  to  stay  alive  and  relevant. 

-Jerry  Renjilian 
Newtown,  Conn. 

WHAT  IS  GOING  to  weaken  America  as  a 
world  power  is  not  the  perceived  deca- 
dence of  secularists,  gays,  and  liberals 
but  the  superstition,  ignorance,  and  in- 
tolerance of  evangelical  crusaders.  We 
cannot  compete  in  a  global  economy  un- 
der the  yoke  of  a  monolithic  culture  in 
which  science  instruction  in  our  schools 
is  replaced  with  Biblical  mythology,  and 
civil  liberties  and  political  power  are  re- 
served for  the  chosen  faithful. 

-Michael  Can- 
Toledo 

I  AM  A  CONSERVATIVE  evangelical  pas- 
tor (with  an  MBA).  It  is  an  indictment 
when  a  prestigious  magazine  of  your 
stature  has  to  outline  for  us  "evangeli- 
cals" what  is  now  considered  by  many  as 
the  necessary  way  to  "do  church."  It  is 
crucial  that  evangelicals  remind  them- 
selves of  the  standard  set  for  them— and 
that  standard  is  the  Bible,  first  and  fore- 
most, not  the  mass-marketing  tech- 
niques of  Harvard  or  Yale.  The  power  of 
the  church  lies  in  the  likeness  to  Christ, 
godliness,  and  righteousness,  not  in  a 
striving  for  profit. 

-RussAtmore 
Grand  Rapids 

THROUGH  ALL  THE  millions  of  dollars, 
all  the  hundreds  of  thousands  of  mem- 
bers mentioned  in  "Earthly  empires," 
where  is  the  mission  of  giving— money 
given  to  clothe  the  naked,  heal  the  sick, 
feed  the  hungry,  house  the  homeless,  and 
visit  the  incarcerated?  If  Catholics  and 
mainline  Protestants  are  not  "growing  a 
market  share,"  perhaps  it's  because  they 
send  their  money  out  into  the  world 
rather  than  hoarding  it  for  the  faithful. 
-Laura  A.  Clawson 
Renton,  Wash. 

THE  PICTURES  of  the  evangelical  mega- 
churches  remind  me  of  Las  Vegas  gam- 
bling palaces.  I  don't  know  who  is  more 
gullible— those  betting  on  a  life  hereafter 
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CORRECTIONS  &  CLARIFICATIONS 

"The  kings  of  class  actions"  (Legal  Affairs, 
May  16)  said  that  Sean  Coffey's  father 
was  a  janitor  and  a  guitar  player.  In  fact, 
he  was  a  carpenter  and  played  the  Irish 
button  accordion. 


or  those  betting  on  amassing  a  fortune 
in  this  one.  In  either  case,  it  isn't  the 
winners  that  build  those  places. 

-EG.  Camp 
Potomac,  Md. 

YOUR  ARTICLE  SHOULD  have  been  titled 
"Evangelical  corporations,"  because  that 
is  really  what  they  are.  How  they  have 
been  able  to  maintain  tax-exempt  status 
is  an  utter  mystery  to  me.  We  have  some 
here  in  Milwaukee.  They  buy  large  tracts 
of  land— often  more  than  25  acres— and 
immediately  have  the  land  removed  from 
the  tax  rolls.  All  the  municipalities  here 
are  struggling  for  new  tax  revenue,  and 
this  prevents  some  of  the  last  prime 
parcels  from  ever  coming  onto  the  tax 
rolls.  I'm  sure  this  is  another  "third  rail" 
issue  for  politicians,  but  someone  has  to 
speak  up  and  end  this  unfair  practice. 

-Robert  C.Dufek 
Milwaukee 

IT'S  NICE  THAT  PEOPLE  can  enjoy  get- 
ting together,  feeling  good,  and  being  en- 
tertained, but  the  big  question  is:  "Is  sal- 
vation that  easy?"  What  about  authority 
from  God?  When  Charles  Wesley  separat- 
ed ecclesiastically  from  his  more  famous 
brother  John  over  the  latter's  decision  to 
ordain  without  authority  to  do  so,  Charles 
wrote,  with  a  smile: 

How  easily  are  bishops  made 
By  man  or  woman's  whim: 
Wesley  his  hands  on  Coke  hath  laid, 
But  who  laid  hands  on  him? 

-A.B.  Brimley 
Phoenix 

RE  "THEY  BACKED  Bush— and  they  ex- 
pect him  to  deliver":  What  does  Presi- 
dent Bush  owe  the  evangelicals?  History 
has  shown  that  every  war  President  has 
been  reelected  to  complete  the  war  mis- 
sion or,  in  the  case  of  President  George 
W  Bush,  get  us  out  of  the  mess  he  got  us 
into.  Thus,  where  is  this  myth  coming 
from  that  Bush  owes  the  evangelicals? 
The  evangelicals  and  those  promulgating 
such  a  myth  as  "gospel"  had  better  wake 
up  to  reality  and  history.  The  President 
owes  them  nothing. 

-Jaime  Correa 
Washington 


THE  ETHOS  AND  INFLUENCE 
OF  JOHN  COFFEY 

I'M  WRITING  on  behalf  of  my  father,. 
Coffey,  regarding  a  reference  to  him 
story  "The  kings  of  class  actions"  (Ll 
Affairs,  May  16).  BusinessWeek  said  m  I 
ther  "worked  little."  I  disagree.  I  w[ 
like  to  give  a  more  complete  picturj 
John  Coffey.  He  has  a  long-established 
utation  as  a  hard  worker.  Since  immi^  I 
ing  to  the  United  States,  he  often  wo  I 
six-day  weeks,  for  many  years  at  two  j  I 
to  provide  for  our  mother  and  their  stl 
children.  My  father's  sacrifices  allowed! 
family  to  move  to  Garden  City,  Long| 
land,  to  attend  the  best  private  schools, 
all  seven  of  his  children  to  complete  i 
college  education.  Indeed,  many  ot 
count  my  father's  ethos  and  infhiend 
key  in  their  lives,  including  Nassau  Co| 
ty  District  Attorney  Denis  Dillon. 

-Brendan  Col 
Jersey  City, 
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Books 


Decades  of  Terror  Blunders 


BUND  SPOT  The  Secret  History  of  American  Counter-terrorism 

By  Timothy  Naftali;  Basic  Books;  399pp;  $26 


Timothy  Naftali's  revealing  survey  of 
America's  fight  against  terrorism  since 
the  1940s,  Blind  Spot:  The  Secret  History 
of  American  Counterterrorism,  is  an 
impressive  and  depressing  book.  In 
describing  America's  often  feckless 
efforts,  the  University  of  Virginia 
intelligence  expert  cites  memos  and 

debates  that  could  have  been  ripped  from  today's  headlines 
yet  are  in  some  cases  four  decades  old. 

Exhibit  A:  After  a  rash  of  hijackings  to  Cuba,  President 
Kennedy's  Federal  Aviation  Administration  chief,  Najeeb 

Halaby,  recommends  voluntary  arming  of  flight 

crews  and  posting  of  undercover  federal 
marshals  on  flights.  Fears  of  shoot-outs  at 
20,000  feet  quash  the  plan. 

Exhibit  B:  A 1976  CIA  memo  predicts  a  new 
trend,  "transnational  terrorist  activity  that  is 
largely  independent  of— and  quite  resistant  to 
control  by— the  state-centered  international 
system."  But  the  CIA  doesn't  think  violence  will 
rise,  arguing  that  terrorists  want  to  influence,  not 
kill  people. 

What  these  memos  show  is  that,  contrary  to 
what  many  people  believe,  September  11  didn't 
change  everything.  Concern  at  the  highest  levels 
of  government  about  terrorist  groups  stretches 
back  decades.  But  little  was  done.  "An  unbroken 
line  of  White  Houses,  Democrat  and  Republican,  saw  domestic 
security  measures  as  a  potential  political  liability,"  Naftali 
writes.  Why?  "There  are  no  domestic  constituencies  in 
peacetime  for  longer  lines  at  airports,  more  government 
intrusion  into  communications,  and  enhanced  police  powers," 
he  says.  Only  bloody  experience  and  the  rhetoric  of  a  war  on 
terrorism  could  change  that. 

Blind  Spot  is  an  expansion  of  the  work  Naftali  did  for  his 
former  UVA  colleague,  Philip  D.  Zelikow,  when  Zelikow,  now 
counselor  to  Secretary  of  State  Condoleezza  Rice,  was  staff 
director  of  the  9/11  Commission.  Zelikow  had  asked  Naftali  to 
provide  historical  perspective  on  U.S.  counterterrorism  efforts 
to  the  panel  staff.  His  book  offers  fascinating  detail  on  why 
needed  reforms  were  neglected— though  its  focus  on 
bureaucratic  structure  may  not  be  to  all  readers'  tastes. 

Naftali's  research  reveals  that  Washington's  worries  about 
terrorism  date  all  the  way  back  to  World  War  II.  Of  particular 
concern  were  reports  that  Otto  Skorzeny,  a  notorious  Nazi 
special-operations  expert,  planned  to  lead  a  terrorist 
campaign  against  the  new  governments  of  a  liberated 
Europe.  The  goal:  push  them  toward  authoritarianism  to 
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restore  order— and  pave  the  way  for  a  Nazi  revival. 

The  plot  prompted  U.S.  intelligence  to  mobilize  a 
counterterrorism  corps.  At  that  time  the  FBI  was  responsible 
for  some  foreign  intelligence  gathering.  When  the  British 
offered  to  share  wartime  signals  intelligence,  they  proposed 
Percy  "Sam"  Foxworth,  an  experienced  FBI  hand,  as  a  contact. 
The  idea  was  to  transfer  him  to  the  new  Office  of  Strategic 
Services,  the  forerunner  of  the  CIA.  But  FBI  Chief  J.  Edgar 
Hoover  nixed  the  idea  since  he  didn't  like  Foxworth.  Had  an 
FBI  agent  taken  the  job,  there  might  have  been  cooperation 
between  the  FBI  and  CIA  rather  than  the  rivalry  that  ensued. 

Terrorism  reached  America's  shores  in  the  1950s,  when 
radical  Puerto  Rican  independence  activists  tried  to  kill 
President  Harry  S  Truman  and  opened  fire  in  the  House  of 
Representatives.  In  the  1960s,  Americans  hijacked  planes  and 
diverted  them  to  Cuba.  But  the  incidents  were  dismissed  as 
mere  nuisances  since  the  planes  and  passengers 
weren't  harmed. 

Later,  when  Palestinians  started  hijacking 
planes,  taking  hostages,  and  killing  people— for 
example,  at  the  Munich  Olympics,  on  the  cruise 
ship  Achille  Lauro,  in  the  Marine  barracks  in 
Beirut— the  U.S.  finally  began  to  view  terror  as  a 
menace.  Still,  for  decades  policymakers 
continued  to  focus  more  on  the  Vietnam  War,  the  \ 
CIA's  domestic  spying  on  Americans,  and  the 
Iran- Contra  scandal  than  on  terrorism. 

There  are  wonderful  nuggets  in  this  tale  of  woe. 
For  instance,  in  1974,  to  get  a  seat  at  Israeli- 
Palestinian  peace  talks,  Yassir  Arafat  had  his 
intelligence  chief,  Ali  Hassan  Salameh,  pass  info 
to  the  U.S.  about  the  plans  of 
radical  Palestinians. 
Conveniently,  these  were 
Arafat  rivals. 

While  Naftali  explains  in 
detail  what  everyone  knows 
generally— that  U.S. 
counterterrorism  efforts 
haven't  been  stellar— the 
author  also  reports  some 
successes.  The  U.S.,  with  help 
^^^^^^^^^^  from  Jordan,  Israel,  and  the 

Palestine  Liberation  Organiza- 
tion, created  so  much  paranoia 
in  the  Palestinian  Abu  Nidal  Organization  that  it  imploded.  The 
U.S.  also  helped  Peru  track  down  the  leader  of  the  violent 
Shining  Path  terrorist  group,  Abimael  Guzman  Reynoso,  via  his 
unusual  taste  in  food  and  tobacco.  The  CIA  and  Peruvian 
officials  figured  out  where  he  shopped,  combed  through  trash 
bins  to  find  the  wrappers  and  his  location,  and  nabbed  him.  If 
only  we  knew  what  C-rations  Osama  bin  Laden  likes.  ■ 

-By  Stan  Crock 
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Brunswick  Bowling  was  on  a  roll.  But  to  perfect  their  game,  they  needed 

I    better  financial  footwork.  CIT  created  a  plan  that  was  right  up  their 
alley.  Learn  more  at  CIT.com.  We  see  what  you  see; 
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Our  color  printers,  multifunction  system 
spectrum  itself.  So  one  is  sure  to  fit  your  busine  t 


Color  i^  improving  work  everywhere.  And  no  one  is  more 
committed  to  enhancing  how  people  use  color  than  Xerox, 
vide  array  of  award-winning  digital  color  devices  makes 


it  easy  to  custom  fit  a  color  solution  for  just  about 
business.  And  just  as  impressive  are  the  hands-on  extra 
can  provide,  like  workflow  expertise,  process  improvem 


Xerox  color  printers 
multifunction  systems 
&  digital  presses 


■com/color  1-800-ASK-XEROX  ext.  COLOR 


1  X  CORPORATION  All  rights  reserved  XEROX*  and  Xerox  Color  It  makes  bjsmess  sense  are  trademarks  of  XEROX  CORPORATION  in  the  United  States  and/or  other  countnes 
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nd  digital  presses  are  as  varied  as  the  business 
ke  a  glove.  Xerox  Color.  It  makes  business  sense. 


iniques,  and  managed  services  that  make  color  productive 
!  effective.  Xerox  color  integrates  easily  into  any  network. 
p  supplies  are  economical.  And  our  line  is  so  affordable, 


it's  within  reach  of  small  businesses  as  well  as  large 
global  companies.  Why  not  try  Xerox  color  on  for  size?  We 
promise  a  fit  that  works  hand  in  glove  with  your  business. 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


From  the  Internet 
To  Your  TV 


I  haven't  been  impressed  by  the  plans  of  phone  companies  such  as  Verizon  | 
Communications  and  SBC  Communications  to  distribute  TV  content  over 
fiber-optic  networks  using  Internet  technology.  They're  pouring  money 
into  these  networks,  hoping  to  compete  with  cable,  satellite,  and  broadcast 
—all  of  which  have  perfectly  good  ways  of  sending  TV  content  to  homes. 


But  there's  an  alternative  role  for  Internet  Protocol 
television,  or  IPTV:  narrowcasting.  A  startup  called  Akimbo 
Systems  is  tackling  this  with  a  subscription  service  that 
delivers  TV  over  broadband— to  your  TV  set,  not  your 
computer.  An  Akimbo  box  looks  and  functions  much  like 
a  TiVo.  You  buy  the  receiver  for 
$229  and  subscribe  to  Akimbo's 
stripped-down  version  of  basic  cable 
for  $9.95  a  month,  or  a  lifetime 
payment  of  $169. 

Once  the  box  is  set  up,  you  get  a 
program  guide  that  resembles  an  on- 
demand  cable  listing.  You  choose  your 
programs  and  agree  to  pay  from  49<t  to 
several  dollars  for  shows  not  included 
in  the  basic  service.  Because 
broadband  connections  are  too  slow  to 
deliver  broadcast-quality  TV  in  real 
time,  the  service  relies  on  downloading, 
which  can  take  a  few  minutes  to  a  few 
hours.  The  Akimbo  box  holds  up  to  200  hours 
of  shows  that  can  be  watched  as  often  as  you 
want,  though  some  programs  expire  after  30  days. 

AKIMBO  CONTENT  IS  A  MELANGE  of  mainstream  programming 
and  channels  designed  to  appeal  to  small,  highly  specialized 
audiences.  The  more  familiar  content,  refreshed  weekly,  is 
made  up  of  "on-demand"  channels  that  offer  a  limited 
selection  of  shows  from  such  standard  cable  channels  as  CNN, 
the  Food  Network,  and  the  Cartoon  Network's  late-night 
Adult  Swim  programming.  The  History  Channel,  for  example, 
offers  episodes  of  a  dozen  or  so  of  its  shows  for  download. 
Turner  Classic  Movies  offers  about  that  many  films  in  any 
given  time-slot  for  $1.99  each. 

For  people  who  already  have  cable,  such  meager  offerings 
don't  provide  much  incentive  to  add  Akimbo  as  well.  The 
appeal  lies  in  supplying  something  different.  Cable  and 
satellite  systems  have  limited  capacity,  so  every  channel  has  to 
justify  taking  up  space  by  appealing  to  a  pretty  large  number 
of  viewers.  The  narrowcasting  economics  of  an  IPTV  system 
are  different.  With  unlimited  channels,  even  programming 


that  appeals  to  thousands  of  viewers,  rather  than  millions, 
can  make  sense  if  it  sells  some  subscriptions. 

That  explains  why  there  are  Akimbo  channels  dedicated  ti 
sailing,  billiards,  yoga,  vegetarian  food,  and  the  World  Affair 
Council  of  Northern  California.  There  are  also  two  extreme- 
sports  channels,  two  martial-arts 
channels,  and  one  that  specializes  in 
short  films  (mostly  49<t  each)  full  of 
pretty  pictures  of  California's  central 
coast.  In  an  increasingly  polyglot 
country,  foreign-language  shows  are  I 
narrowcasting  natural.  But  it  takes 
time  to  sign  international  channels, 
so  Akimbo  has  offerings  only  in 
Spanish,  Chinese,  and  Turkish.  More 
are  planned. 

Akimbo's  programming  clearly 
needs  far  more  breadth  and  depth. 
Many  of  the  cable  on-demand 
channels  provide  only  a  handful  of  the 
shows  you  would  get  through  a 
normal  cable  subscription.  And 
Akimbo  needs  to  serve  a  wider  range  o 
interests.  For  example,  speakers  of  such  languages  as  Korean, 
Vietnamese,  Tagalog,  and  various  Indian  and  Pakistani 
tongues  are  barely  touched  by  conventional  TV.  They  might 
flock  to  Akimbo  if  programming  were  available. 

I  also  suspect  that  over  the  long  term,  the  Akimbo  box, 
winch  adds  significandy  to  the  cost,  will  disappear.  This 
technology  cries  out  to  be  embedded  in  set-top  boxes  or  other 
systems  that  include  a  digital  video  recorder.  (Nobody  wants 
to  stack  yet  another  box  in  their  home  video  rack.)  But  the 
concept  of  delivering  specialized  television  programming 
over  the  Internet  to  TV  sets  could  be  a  great  way  to  improve 
choices  in  a  world  where,  even  with  500  channels,  there's 
often  nothing  to  watch.  ■ 

E-mail:  techandyou@businessweek.con 
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For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/go/techmaven/ 
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lew  processes  and  technologies  are 
riving  our  focus  on  quality  and  reliability. 


Thousands  of  highly  skilled  team  members 
have  joined  us  across  America. 


The  all-new  2006  Sonata  will  offer  the  most 
standard  safety  features  in  its  class. 


America's  most  advanced  assembly  plant  is  up  and  running.  It's  a  $1 .1  billion 
commitment  to  the  American  market.  A  state-of-the-art  factory  in  Alabama 
designed  to  deliver  the  next  generation  of  Hyundais  as  well  as  create 
tiousands  of  new  jobs.  And  it's  here  that  everything  we  know  about  quality 
and  reliability  will  find  its  way  into  every  new  car  and  SUV  we  build.  Beginning 
/vith  the  totally  new,  completely  redesigned  2006  Sonata.  It's  a  Hyundai  like 
/ou've  never  seen  before. 


HYunoni 

Drive  your  way7 
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Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


How  the  Fed  Could 
Channel  Greenspan 


The  Federal  Reserve  has  raised  the  federal  funds  rate  at  eight  consecutive 
meetings  of  the  Open  Market  Committee  since  last  June— moving  from  a 
minuscule  1%  to  the  more  normal  3%.  Stock  and  bond  markets  are 
sensitive  to  these  changes,  with  investors  particularly  focused  on 
predicting  how  much  farther  the  Fed  will  go  in  raising  rates.  My  estimate 


is  that  the  rate  will  increase  by  one- quarter  point  at  each  of 
the  next  two  meetings— June  and  August— and  another 
quarter  point  at  the  September  or  November  meeting.  Thus, 
rates  seem  to  be  headed  in  the  near  term  toward  the  vicinity 
of  3.75%.  After  that,  I'm  not  willing  to  make  any  predictions. 

Under  Chairman  Alan  Greenspan,  Fed  monetary  policy 
since  1987  has  roughly  demonstrated  a  pattern  in  which  the 
Fed  funds  rate  reacts  to  two  main  variables.  First,  the  Fed 
boosts  rates  in  response  to  inflation,  measured  by  a  broad 
index,  such  as  the  deflator  for  the  gross  domestic  product. 
Second,  rates  are  hiked  when  the  economy  is  strong,  gauged  by 
the  labor  market  and  the  growth  rate  of  payroll  employment 

MY  STATISTICAL  MODEL  THAT  INCORPORATES  these  features 
gives  a  clear  signal  that  the  funds  rate  will  rise  by  a  quarter 
point  at  the  Fed's  June  meeting.  That  projection  reflects 
strong  recent  employment  growth— more  than  200,000  jobs 
per  month  since  January— and  the  uptick  to  3%  inflation  in 
the  first  quarter's  GDP  deflator. 

To  forecast  beyond  June,  one  must  project  future  inflation 
and  employment  growth.  The  yields  on  U.S.  Treasury 
conventional  and  indexed  bonds  forecast  consumer  price 
index  inflation  of  2.5%  to  3%  over  the  next  five  years.  (This 
projection  is  the  difference  between  the  5 -year  nominal  yield, 
recently  a  little  less  than  4%,  and  the  inflation-adjusted  yield, 
recently  1.3%.)  Since  broad  inflation  (gauged  by  the  GDP 
deflator)  is  usually  about  a  half-percentage  point  less  than  CPI 
inflation,  2%  to  2.5%  is  a  reasonable  forecast  of  broad 
inflation.  For  employment  growth,  my  analysis  projects 
strong  near-term  growth— more  than  150,000  jobs  per 
month— but  weaker  growth  over  the  longer  term.  These 
values  produce  the  funds  rate  predictions  mentioned  earlier. 

My  rate  projections  concur  with  information 
communicated  by  the  financial  markets.  For  example,  the 
federal  funds  futures  contracts  traded  on  the  Chicago  Board 
of  Trade  (CBOT)  also  project  quarter-point  rate  hikes  in  June 
and  August  and  a  further  increase  in  either  September  or 
November.  But  in  contrast  with  my  analysis,  the  Chicago 
market  had  placed  a  higher  probability  on  a  rise  to  4%  in 
February,  2006. 

The  yield  curve  for  U.S.  Treasury  securities  also  implies  a 


forecast  for  future  federal  funds  rates.  Recently  the  5-year 
interest  rate  has  been  a  little  below  4%,  and  the  10-year  rate 
has  been  a  bit  above  4%.  When  the  funds  rate  is  much  lower  | 
than  the  5-  and  10-year  yields— as  it  was  until  the  recent 
hikes— the  bond  market  is  predicting  that  the  funds  rate  will] 
rise  over  time.  Since  the  funds  rate  has  now  increased  to  3%-| 
today's  5-  and  10-year  rates  of  close  to  4%  mean  that  the  bon| 
market  is  not  expecting  the  Fed  to  boost  rates  much  further. 

To  be  more  precise,  we  have  to  consider  that  short-term 
rates,  such  as  the  funds  rate,  are  typically  lower  than  longer- 
term  rates— so  the  Treasury  yield  curve  usually  has  an  upwaij 
tilt.  Since  1954  the  average  5-year  Treasury  yield  has  been  0. 
percentage  point  above  the  funds  rate.  Thus,  a  5-year  rate  of  | 

4%  usually  corresponds  to  an 
average  funds  rate  of  below  3.5%- 
a  projection  lower  than  those 
derived  from  my  model  or  the 
CBOT  futures  market. 

Over  the  past  20  years  the  Fed'sJ 
procedure  for  adjusting  rates  has 
helped  promote  economic  stabilitjl 

\\\7  21  W/ril  IPTI        k1  Particu^ar5  its  disciplined  policyf 
_J  *  of  lifting  interest  rates  whenever 

the  inflation  rate  rose  has  been 
critical  in  achieving  low  and  stable! 
inflation.  So  a  key  question  for  thef 
post- Greenspan  future  is  whether  f 
the  sound  judgments  he  usually  exercised  will  be  replaced  b>J 
something  closer  to  an  actual,  written  formula. 

There's  both  an  opportunity  and  a  danger  here:  Codifying  | 
procedures,  as  some  other  central  banks  have  done,  could 
help  improve  performance  and  ensure  good  results  over  the 
long  term.  But  implementing  the  wrong  formula  could 
generate  results  worse  than  those  produced  by  Greenspan's 
intuition.  This  means  that  the  choice  of  the  new  Fed 
chairman  will  likely  be  the  most  important  economic 
appointment  that  President  George  W.  Bush  makes.  ■ 

Robert  J.  Barro  is  a  professor  of  economics  at  Harvard 
University  and  a  senior  fellow  of  the  Hoover  Institution 
(rjbweek@harvard.edu) 
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WE'RE  OFFERING  A 

FOUR-PRONGED  ATTACK  AGAINST 

RISING  HEALTH-CARE  COSTS. 

(BY  THE  WAY,  WE  COVER  INJURIES  RESULTING  FROM  FOUR-PRONGED  ATTACKS.) 
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Health  Plans 

FROM    BC    LIFE    8c    HEALTH 


Introducing  our  new  arsenal  in  the  fight  against  out-of-control  health-care  costs.  This  formidable  foursome  of  innovative 
health  plans  is  designed  to  bring  employers  and  employees  together  as  allies  in  managing  health-care  costs.  Each  unique 
plan  attacks  the  problem  from  a  different  angle.  The  Power  CareAdvocate  PPO  combines  choice  and  freedom  with  cost-saving 
care-management  features.  The  Power  HealthFund  PPO  empowers  members  to  make  informed  medical  decisions.  The  Power        Bl  UeCrOSS 
Select  HMO  provides  affordable  access  to  quality  care.  And  our  HSA-compatible  Health  Plans  give  members  greater  control  of  California 

over  how  they  manage  their  health-care  expenses.  To  choose  your  mode  of  attack,  call  your  broker.  But  please,  be  careful.    The  Power  of  Blue. 


Health-  Life  ■  Dental 

•The  Power  CareAdvocate  PPO  and  HSA-compatible  Health  Plans  are  issu 


depending  upon  the  plan.  The  Powi 


HSA-compatible  Health  Plans  are  issued  by  our  affiliate,  BC  Life  8t  Health  Insurance  Company  (8CL&H).  The  Power  HealthFund  PPO  may  be  issued  by  Blue  Cross  of  California  (BCC)  or  BCL&H, 
er  Select  HMO  is  issued  by  BCC.  Health  and  Dental  from  BCC  and/or  BCL&H  Life  insurance  from  BCL&H  BCC  and  BCL&H  are  independent  licensees  of  the  Blue  Cross  Association  ©2004  BCC. 


A  quality  business  locatior 
at  the  right  prio 
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AUSTRALIA  |  AT  A  GLANCE 


>  One  of  the  most  cost  competitive 
countries  in  the  developed  world,  ranking 
ahead  of  the  United  Kingdom,  Italy, 
France,  the  United  States,  Germany, 

and  Japan  (KPMG  2004) 

>  The  most  resilient  economy  in 
the  world  (World  Competitiveness 
Yearbook  (WCY)  2004) 

>  Fourth  largest  investment  funds  under 
management  in  the  world-US$635b 
(Investment  Company  Institute,  May  2005) 

>  The  easiest  country  in  the  world  to 
start  a  business  (World  Bank  2004) 

>  Most  multilingual  workforce  in  the 
Asia-Pacific  (Australian  Bureau 

of  Statistics  2004) 

>  Lowest  risk  of  political  instability 
in  the  Asia-Pacific  (WCY  2004) 

>  Overall  tax  burden  as  a  share  of 
GDP  is  significantly  lower  than  the 
OECD  average  (OECD  2003) 

>  World-class  infrastructure-cable 
networks  directly  linking  the  United 
States,  Asia  and  Europe 

>  In  terms  of  patent  and  copyright 
enforcement,  Australia's  modern 
intellectual  property  regime  is  ranked 
first  in  the  Asia-Pacific  (WCY  2004) 


[1]  WCY,  2004  [2]  OECD,  2004  [3]  IMF,  2004 
[4]  KPMG,  Competitive  Alternatives  2004 
[5]  Australian  Industry  Group,  2004 
[6]  KPMG,  Competitive  Alternatives  2004 
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SouthAustrali 


Investing  in  one  of  the  most  cost  competitive  countries 
in  the  developed  world  makes  smart  business  sense. 


SOUTH  AUSTRALIA 


The  Australian  economy  has  been  ranked  the  most  resilient 
in  the  world  for  the  third  year  in  succession .  This  strong 
performance  is  set  to  continue,  with  forecast  growth 
higher  than  the  OECD  average  for  2005  and  20062. 

The  International  Monetary  Fund  applauds  Australia 
for  its  'strong  performance,  with  six  years  of  budget 
surpluses,  falling  public  debt,  low  inflation,  high  and  rising 
productivity,  and  a  long  period  of  uninterrupted  growth 
underpinned  by  a  dynamic  job  market3.' 

Against  this  impressive  backdrop  sits  South  Australia, 
a  dynamic  state  economy  that  offers  many  cost  competitive 
advantages  for  foreign  direct  investment  and  is  classed  as 
one  of  the  best  places  in  the  country  to  conduct  business. 

The  facts  speak  for  themselves: 

Adelaide,  the  capital  of  South  Australia,  was  found  to  be 
the  most  cost  competitive  of  five  Australian  capital  cities 
surveyed  by  KPMG,  and  the  10th  most  competitive  of  the 
98  cities  surveyed  worldwide4.  Its  low  set-up  and  operating 
costs  are  a  significant  drawcard. 

Adelaide  offers  well-developed  modern  industry, 
a  highly  skilled,  productive  and  flexible  workforce,  and 
world-class  education  and  health  systems.  With  the 
greatest  expenditure  on  research  and  development 
of  all  regions  in  Australia,  the  city  ranks  highest 
in  innovation  and  new  product  development5. 

South  Australia  is  also  a  high-technology  centre  for  much  of 
Australia's  growing  defence  industry  and  has  leading-edge 
capability  in  other  thriving  industries  such  as  automotive, 
ICT,  engineering,  bioscience,  electronics,  financial  services, 
environmental  and  renewable  energy,  and  wine  and  food. 


South  Australia  is  also  making  a  mark  in  developing 
emerging  niche  industries,  including  new  media. 

Supported  by  first-class  infrastructure,  Adelaide  is 
strategically  located  at  the  junction  of  Australia's  m? 
north-south  and  east-west  road,  rail,  and  air  corridorr 

If  this  isn't  enough,  Adelaide  is  one  of  the  world's 
least  expensive  cities  in  which  to  live,  being  less  cost 
than  many  in  Asia,  Europe  and  North  America6. 

These  features  and  more  have  already  inspired  many 
forward  thinking,  well-known  multinational  companies 
to  make  the  move  to  Adelaide  including  BAE  Systems 
Schefenacker  and  United  Utilities. 

If  you  are  an  investor  interested  in  exploring 
new  opportunities  at  the  right  price,  think 
South  Australia.  It's  the  Australian  Advantage. 


A  unique  incentive  opportunity 


To  help  you  drive  your  business  growth 
in  South  Australia,  the  Australian  and 
South  Australian  governments  have 
introduced  a  joint  incentive  package. 

The  package  is  available  for  companies  that  can 
create  sustainable  new  jobs  in  South  Australia. 
Funding  is  available  for  up  to  50  per  cent  of  a  project 
total  capital  costs  for  projects  over  A$1  million  in  valu 
The  maximum  grant  available  is  A$10  million,  from  a 
total  fund  value  of  A$45  million. 
This  fund  is  one  of  many  innovative  measures 
in  place  to  encourage  national  and  overseas 
investment  into  the  State. 
Applications  must  be  received  by  Invest  Australia, 
the  Australian  Government's  inward  investment 
agency,  no  later  than  30  June  2006. 

To  apply,  email  or  visit  the  Invest  Australia  web  site 
E  |  safsa  ainvestaustralia.gov.au 
W  |  www.investaustralia.com/safsa 
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Do  not  make  an  investment  decision  in  the  Asia-Pacific 
without  visiting  www.investaustralia.com/safsa 


New  Style,  CLUB  ANA* 


Connected 


aniAM 


The  First  Internet  Access  Service  for  Transpacific  Flights. 

ANA  now  offers  high-speed  Internet  service  on  board  its  transpacific  flights. 

It's  ANA@AIR,  with  exclusive  circuits  via  satellite  on  its  state-of-the-art  Boeing  777s. 

Passengers  can  access  websites,  intranets  and  send  or  receive  e-mail. 

On  long  flights,  focus  on  business  as  usual  at  your  seat,  for  a  remarkable  increase 

in  the  efficiency  of  your  trip.  Stay  in  touch  with  the  world  until  you  touch  down. 

Try  ANA  for  your  next  flight  to  Japan  or  other  Asian  destinations. 

ANA@AIR  is  now  available  on  New  York  -  Tokyo  route,  and  is  scheduled  to  expand  successively  to  other  North  American  routes. 
Service  provided  by  Connexion  by  BoemgSM.  Charges  apply.  Visit  www.fly-ana.com  for  further  information. 


ANA 


A  STAR  ALLIANCE  MEMBER    \> 


Non-stop  to  Tokyo  from  New  York,  Washington  DC,  San  Francisco,  Los  Angeles  and  Honolulu.    |    WWW.FLY-ANA.COM     |     I -800-2-FLY- AN  A 


THE  FACE  OF  HUNTINGTON'S 

"My  little  girl  begins  and  ends  each  day  with  a  beautiful  smile.  It  helps 
to  ease  the  heartache  of  knowing  that  because  of  Juvenile  Huntington's 
Disease,  she  may  never  get  to  realize  her  dreams.  Sometimes  we  play  a 
game  called  'When  I  grow  up.'  Karli  tells  me  she  wants  to  be  a  teacher 
and  live  in  a  blue  house  on  a  farm  with  lots  of  animals  and  love. 
I  tell  her  my  dream,  too:  that  no  young  girl  or  boy  will  ever 
have  to  suffer  again  from  Huntington's." 

Jane  Mervar pictured  with  daughter  Karli 
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UNTINGTON'S  DISEASE  IS  A  FATAL  ILLNESS  THAT  AFFECTS  ONE  IN  EVERY  10,000  AMERICANS. 

Another  250,000  are  at  risk.  But,  sadly,  this  disease's  disruptive  and  devastating  effects  touch  many  more  lives. 
Besides  the  emotional  trauma  to  victims  and  their  families,  there  is  a  financial  one,  as  well.  Care  is  costly  and 
needed  for  many  years.  Please  help  us  ease  the  suffering  and  continue  the  research.  Together,  we 
can  make  this  the  last  generation  with  Huntington's  Disease. 


I^##  Huntington's  Disease 
felfe  Society  of  America 


158  West  29th  Street,  7th  Floor,  New  York,  NY  10001-5300 

Generation  2000:  Fulfilling  the  Promise. 

Call  800-345-HDSA  (4372)  or  visit  www.hdsa.org 


JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 

ore  Caution 
n  the  Corner  Office 

Lit  consumer  resilience  should  keep  executives  from  acting  on  their  fears 


U.S.  ECONOMY 


Consumers  seem  to  be  adjusting  to  a  world  of  $50- 
-barrel  oil  faster  than  business  executives  are.  That,  at  least,  is  the 
ord  from  the  latest  confidence  readings  around  the  economy.  The 
ap  in  attitudes  could  play  into  the  outlook.  Business  spending  had 
een  expected  to  provide  a  big  chunk  of  growth  this  year,  allowing 


useholds  to  take  a  break  to  rework  their  budgets  and 
plenish  their  savings.  Now,  despite  $2-a-gallon 
soline,  it  looks  as  if  consumers  are  ready  to  keep 
creasing  their  purchases  even  if  businesses  hesitate. 
Make  no  mistake,  chief  executives  are  still  positive 
out  the  economy.  It's  just  that  their  optimism  in  May 
is  more  tempered  than  it  was  in  March,  according  to  a 
rvey  of  123  CEOs  done  by  the  Business  Roundtable. 
msumer  confidence,  meanwhile,  bounced  back  in  May 
ter  dropping  in  April,  says  the  Conference  Board.  Part 
the  rebound  may  imply  that  the  stronger  tone  in  the 
bor  markets  is  offsetting  the  drag  from  higher  fuel 
»sts.  Plus,  revisions  to  government  data  show  that  since 
st  October,  households  have  been  enjoying  bigger  gains 
wages  and  salaries  than  previously  thought. 
The  key  question  is  whether  a  more  circumspect 
isiness  sector  will  pull  back  on  capital  spending  and 
ring  when  other  sources  of  stimulus  have  been  just 
)out  all  played  out.  The  Fed  is  raising  short-term 
terest  rates,  the  weaker  dollar  hasn't  helped  exports 
uch,  and  past  tax  cuts  are  no  longer  boosting  incomes. 
)  far,  the  data  show  businesses  aren't  acting  on  their 
orries.  The  danger,  though,  is  if  they  do.  A  slowdown  in 
ipital  spending  or  job  gains  could  dampen  growth. 
Indeed,  that's  what  happened  last  year.  As  oil  prices 
»se,  businesses  became  uncertain  about  future  demand, 
hey  cut  back  on  their  orders  for  capital  goods  in  April 
id  May  of  2004  and  slowed  the  pace  of  hiring  into  the 
jmmer.  It  was  only  after  consumers  adjusted  to  higher 
lei  costs  and  quickly  revived  their  spending  that 
usinesses  rejoined  the  expansion  in  full  force. 
Last  year's  experience  may  make  a  big  difference  for 
005.  Businesses  know  U.S.  consumers  can  shoulder  a 
se  in  energy  prices  and  that  domestic  demand  should 
eep  increasing  this  year. 

VEN  SO,  EXECUTIVES  still  harbor  some  concerns 
bout  the  effect  of  higher  energy  prices  on  both  their  cost 
tructure  and  economywide  spending.  The  Roundtable's 
EO  economic  outlook  index  for  May  fell  to  94.3  from  a 
igh  of  104.4  in  March  (chart).  The  May  reading  was  the 
>west  since  March,  2004,  and  the  Roundtable  said  those 
ndings  were  consistent  with  other  surveys  that  show 


some  softening  in  the  pace  of  economic  growth  because 
of  higher  energy  prices.  And  on  June  1,  the  price  of  crude 
oil  jumped  back  up  to  more  than  $54  per  barrel. 

The  Roundtable  says  85%  of  the  CEOs  surveyed  expect 
their  company's  sales  to  increase  over  the  next  six 
months,  down  a  bit  from  89%  in  March.  But  the 
percentage  expecting  to  lift  their  capital  spending  fell  to 

49%  from  60%,  and 


A  LITTLE  LESS  OPTIMISM 
IN  THE  BOARDROOM 
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PERCENT  REPORTING  IMPROVING 
CONDITIONS 


CEO  ECONOMIC  OUTLOOK  INDEX 
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Data:  Business  Roundtable 
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those  who  thought  they 
would  reduce  employ- 
ment jumped  to  30% 
from  18%  in  March.  That 
layoff  reading  was  the 
highest  since  October, 
2003,  during  the  jobless 
phase  of  this  expansion. 

Caution  seems 
concentrated  in  the 
factory  sector.  The  latest 
survey  of  manufacturers 
from  Pricewaterhouse- 
Coopers  indicated  that  47%  of  companies  expected 
increasing  oil  prices  would  be  a  barrier  to  future  growth. 
And  the  Institute  for  Supply  Management's  index  of 
industrial  activity  fell  in  May  for  the  sixth  month  in  a  row. 
The  index,  at  51.4%,  implies  that  factory  activity  is  still  on 
the  rise,  but  that  growth  in  the  sector  is  slowing. 

One  area  where  business  caution  has  already  turned 
into  action  is  inventories,  as  companies  make 
adjustments  to  guard  against  an  excessive  buildup  of 
goods.  Inventories  grew  rapidly  at  the  start  of  the  first 
quarter,  but  the  pace  has  since  slowed.  The  May  26 
revisions  to  real  gross  domestic  product,  which  showed 
the  economy  grew  at  an  annual  rate  of  3.5%  in  the  first 
quarter,  indicated  that  inventory  accumulation  was  much 
less  than  first  estimated. 

IF  BUSINESSES  TURN  TOO  CAUTIOUS-as  they  have 
previously  in  this  expansion— the  economy  would  need 
consumers  to  keep  on  spending.  So  far  in  the  second 
quarter,  they  seem  to  have  the  mind-set  and  resources  to 
meet  that  challenge.  The  Conference  Board's  index  of 
consumer  confidence  rose  to  102.2  in  May,  after  dropping 
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to  97.5  in  April.  The  Board  said  concerns  about  the 
economy  and  jobs  have  eased.  In  fact,  the  outlook  for  job 
prospects  improved,  with  a  rise  in  the  percentage 
expecting  more  jobs  to  be  available  and  a  drop  in  those 
thinking  they  will  be  hard  to  get  over  the  next  six  months. 

In  addition  to  a  better  attitude,  households  also  have 
more  cash.  The  Bureau  of  Economic  Analysis  reported 
that  personal  income  rose  0.7%  in  April  from  March.  The 
lion's  share  of  the  gain  came  from  an  increase  in  wages 
and  salaries,  a  reflection  of  better  labor  markets.  Real 
consumer  spending  rose  0.2%  in  April,  after  gaining 
0.4%  in  March,  putting  consumer  oudays  for  the  second 
quarter  on  track  to  post  another  advance  of  3%  or  greater. 

Consumer  demand  will  also  get  a  lift  from  the  recent 
decline  in  gas  prices.  After  topping  out  at  $2.28  in  early 
April,  the  average  cost  of  a  gallon  of  gas  slipped  to  $2.10 
at  the  end  of  May,  just  as  the  summer  driving  season 
began.  Cheaper  fuel  means  that  the  overall  consumer 
price  index  most  likely  declined  in  May,  providing  a  big 
boost  for  May  real  incomes. 

MOREOVER,  THE  BEA  made  significant  upward 
revisions  to  the  income  data  for  the  six  months  ended  in 
March.  The  numbers  now  show  that  the  economy 
generated  $90  billion  more  in  personal  income  than 
previously  estimated.  Almost  all  of  the  revision  was  in 
wages  and  salaries.  Over  the  year  ended  in  April,  wages 
and  salaries  are  up  7.6%,  and  even  after  adjusting  for 
inflation,  the  gain  is  4.8%.  That  means  households  have 
the  wherewithal  to  keep  shopping  (chart). 


One  interesting  note  is  that  the  growth  in  wages  and 
salaries  over  the  past  year  is  on  a  par  with  the  average 
pace  seen  during  the  second  half  of  the  1990s.  But  dui 
the  earlier  period,  payroll  gains  averaged  254,000  jobs 
per  month,  vs.  only  193,000  over  the  past  year.  That 
would  seem  to  imply  that  the  economy  is  generating  the] 

same  pace  of  wages  and 


HOW  CONSUMERS  COPE 

WITH  COSTLIER  ENERGY 


PERCENT  CHANGE  FROM  A  YEAR  AGO 


WAGES  AND  SALARIES 

.     .  ■  : 


SALARIES- 
JAN.  03  APR.  '05 
•INFLATION-ADJUSTED  USING  THE  PCE  PRICE  INDEX 
Data:  Bureau  of  Economic  Analysis.  Global  Insight  Inc. 


salaries  at  a  slower  rate 
job  growth. 

One  possible 
explanation:  Either 
payroll  gains  or  GDP 
growth  over  the  past  yes 
may  well  be  understate 
and  could  be  set  for  an 
upward  revision.  To  thej 
extent  that  GDP  growth 
might  be  faster,  that 
would  imply  higher 
productivity  growth.  Bu 


to  the  extent  that  payrolls  might  be  higher,  productivity 
growth  would  be  lower,  suggesting  more  of  a  cost 
squeeze  on  businesses  that  would  only  feed  their  fears. 

Certainly,  CEO  sentiment  and  various  industrial 
surveys  suggest  that  businesses  are  feeling  a  little  jittery 
right  now.  However,  the  household  sector's  resilience 
means  that  companies  are  less  likely  to  act  on  their 
worries  by  trimming  capital  budgets  or  payrolls.  And 
much  like  the  pattern  of  last  year,  any  hesitancy  in  the 
boardroom  will  most  likely  be  short-lived.  ■ 
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CANADA 


Can  Policymakers  Keep  Inflation  Quiet? 


AT  FIRST  GLANCE,  Canada's 

economy  appears  to  be  behaving  just 
as  the  Bank  of  Canada  would  like: 
tame  growth  with  low  inflation.  But 
for  how  long? 

Statistics  Canada  reported  on 
May  31  that  real  gross  domestic 
product  grew  at  a  moderate  2.3% 
annual  rate  in  the  first  quarter,  after 
expanding  2.1%  in  the  final  quarter  of 
2004.  A  few  days  earlier  came  word 
that  yearly  core  infla- 
tion, the  consumer 
price  index  minus 
energy  and  certain 
food  items,  dipped  to 
1.7%  in  April,  below 
the  2%  midpoint  of 
the  BOC's  target 
range. 

But  look  below  the 
surface  and  you  will 
find  a  bubbling 
domestic  economy 
running  close  to  its 


LOW  RATES  PUMP  UP 
DOMESTIC  DEMAND 


PERCENTAGE  POINTS 


DOMESTIC  DEMAND 
FOREIGN  TRADE 

Data:  Statistics  Canada.  BusinessWeek 


production  limits.  Domestic  demand 
in  the  first  quarter  surged  at  a  5.4% 
annual  rate,  led  by  a  6.3%  advance  in 
consumer  spending  and  a  13.5% 
jump  in  business  outlays  for  plants 
and  equipment.  Plus,  overall  GDP 
growth  was  revised  up  in  each  of  the 
three  previous  quarters.  As  a  result, 
the  rate  of  capacity  use  in  all  industry 
stands  at  a  17-year  high,  and  the 
unemployment  rate  has  fallen  close  to 
a  30-year  low. 

The  key  downside 
of  last  quarter's  GDP 
number  was  the 
continued  drain  on 
growth  caused  by  the 
shrinking  trade 
surplus.  Canada's 
current  account 
surplus  fell  to  a  two- 
year  low  in  the  first 
quarter.  Although 
exports  rose  at  a  5.9% 
annual  rate  last 


* 


quarter,  the  best  showing  in  over  a 
year,  imports  surged  10.6%.  The 
worsening  trade  position,  the  result 
of  the  25%  strengthening  in  the 
Canadian  dollar  during  2003  and ' 
subtracted  1.3  percentage  points  fro: 
first-quarter  GDP  growth,  after  mu 
larger  minuses  in  the  final  two 
quarters  of  2004. 

These  disparate  factors  affecting 
GDP  growth  highlight  the  BOC's  risk} 
strategy  of  bolstering  domestic 
demand  with  low  interest  rates  to 
offset  the  drag  from  trade.  The  BOC 
kept  its  target  rate  at  2.5%  on  May  25 
and  the  real  rate  is  barely  above  zero, 
The  bank  is  generally  expected  to 
begin  lifting  rates  later  this  summer 
to  try  to  keep  inflation  under  control. 
But  that  task  will  be  made  doubly 
difficult  by  new  fiscal  stimulus  added 
to  the  2005  budget  and  by  Canada's 
moribund  productivity,  which  has 
grown  only  0.3%  annually  in  the  past 
two  years.  ■ 
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Jon  Anda,  Chairman  of  Worldwide 
Equity  Capital  Markets 


Corp 


a  orate  balance  sheets: 

swimming  in  cash  or  drowning  in  excess? 


The  corporate  world  is  awash  in  liquidity. 
With  the  help  of  strong  operating  earnings,  corporate 

balance  sheets  are  in  terrific  shape.  Since  the  end  of  1999,  the 
average  cash  holdings  of  S&P  500  non-financials  has  risen  from 
6%  of  assets  to  11%,  and  the  debt-to-equity  ratio  has  fallen  from 
80%  to  64%.  While  this  might  be  cause  to  celebrate,  it  does  pose  a 
challenge  for  senior  managements:  how  to  make  productive  use  of 
excess  liquidity'.  The  historical  tendency  —  as  we  saw  in  the  late 
1970s  and  early  '80s  —  is  spending  to  gain  market  share  in  low- 
return  core  businesses  or,  perhaps  worse,  to  diversify  through 
acquisition  into  unfamiliar  ones.  And  the  result  has  often  been  the 
sacrifice  of  shareholder  value. 

Signs  of  this  excess  liquidity  issue  were  everywhere  in  the  early 
*  -^  '■  1980s,  when  the  U.S.  economy  was 

plagued  by  overcapacity  in  a  wide 
\  range  of  industries.  The  U.S.  capital 
markets  came  up  with  a  solution  to 
this  problem  in  the  form  of  leveraged 
acquisitions,  LBOs  and  other 
leveraged  recapitalizations.  What  did 
such  deals  accomplish?  By  replacing  low  and  discretionary 
dividend  payments  with  contractual  payments  of  interest  and 
principal,  corporate  managements  made  commitments  to  their 
investors  to  pay  out  excess  capital.  This  not  only  curbed 
overinvestment  but  also  dramatically  lowered  the  cost  of  capital  by 
substituting  tax-advantaged  debt  for  high-cost  equity. 

What  makes  liquidity  such  a  critical  issue  in  today's 
marketplace?  The  short  answer  is  that  investors  are  subjecting  the 
levels  and  uses  of  liquidity  to  unprecedented  scrutiny.  Since  the 
bursting  of  the  Nasdaq  bubble,  many  investors  who  once  focused 
on  earnings  growth  and  P/E  multiples  have  shifted  their  attention 
to  free  cash  flow  and  return  on  capital.  Thanks  to  recent  increases 
in  computing  power,  investors  are  using  highly  sophisticated 
models  to  track  and  forecast  these  factors.   Most 


investors, 


especially  the  growing  number  of  fundamentally  driven  hedge 
funds,  care  a  lot  about  excess  liquidity  and  how  companies  plan 


to  use  it. 


So  what  should  corporate  managements  be  thinking  about 
when  it  comes  to  liquidity?  Capital  expenditures  and  synergistic 
acquisitions  offering  high  returns  on  capital  obviously  present 
terrific  opportunities  for  shareholders.  And  many  corporates  are 
building  up  excess  liquidity  because  their  "hurdle  rates"  on  such 
investments  are  too  high  for  todays  low-return  world.  But  even 
without  such  opportunities,  managements  can  take  advantage  of 
historically  low  borrowing  costs  and  recently  reduced  tax  rates  on 
dividends  to  return  capital  more  aggressively  to  shareholders.  With 
the  cost  of  even  very  high  leverage  having  fallen  dramatically  ("BB" 
borrowing  rates  are  now  about  30%  below  1999  levels),  this 
opportunity  is  timely.  Whether  through  higher  regular 
dividends,  special  dividends  or  more  aggressive  share 
repurchases,  active  capital  management 
can  create  significant 
value  for  shareholders.     "__S^ 

Historically  strong  corporate  balance  sheets  present  many  great 
opportunities.  Active  management  of  liquidity,  leverage  and 
hurdle  rates  are  critical  to  realizing  this  opportunity. 
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Yes,  the  business 
remains  risky, 
but  medical  progress 
is  stunning. 

BY  CATHERINE  ARNST 


SO  IN  THIS  SECTION: 

Envisioning  a  post- 
1  Donaldson  SEC 


Spitzer  may  get  his 
day  in  court 


Biting  back  at  the 
'phish'  on  the  Net 


ULIA  BARCHITTA'S  main 
physical  complaint  these  days  is 
blisters  on  her  feet.  That5 s  pret- 
ty remarkable,  considering  she 
has  been  living  for  three  years 
with  metastatic  kidney  can- 
cer—a notoriously  hard-to-treat 
disease.  Until  May,  2004,  the 
61-year-old  dean  of  the  Center  for  Career  De- 
velopment &  Experiential  Learning  at  Wagner 
College   in   New  York  was   lucky  enough 

to  respond  to  interferon,  a  drug  that  works  for  only  10%  to  20% 
of  patients.  But  she  grew  resistant,  and  the  tumors  spread 
throughout  her  body. 

Barchitta  knew  how  tough  it  can  be  to  beat  cancer.  Shortly  af- 
ter her  own  tumor  was  discovered,  her  husband  was  diagnosed 
with  lung  cancer  and  died  four  months  later.  So  in  June,  2004, 
Barchitta  agreed  to  enter  a  clinical  trial  at  Memorial  Sloan-Ket- 
tering  Cancer  Center  for  an  experimental  therapy  named  Sutent, 
one  of  a  new  class  of  multitargeted  cancer  drugs.  Sutent  was 
originally  discovered  by  Sugen  Inc.,  an  innovative  biotech  firm 
that  was  absorbed  into  giant  Pfizer  Inc.  in  2002.  Barchitta  had 
no  hesitation  about  serving  as  a  guinea  pig.  "Let's  face  it,  the 
statistics  are  not  great  for  kidney  cancer,"  she  says.  "What  did  I 
have  to  lose?"  In  fact,  she  is  one  of  the  winners:  Sutent  elimi- 
nated all  traces  of  Barchitta' s  cancer,  and  it  has  yet  to  recur.  The 
only  side  effect  has  been  those  blisters.  "I've  learned  to  wear 
sneakers  to  work,"  she  says. 

THE  POWER  TO  CHANGE  PROGNOSES 

STORIES  LIKE  BARCHITTA'S  have  convinced  many  doctors  that 
medical  care  is  reaching  a  tipping  point.  Not  that  most  patients 
will  be  healed  right  away— the  vast  majority  of  sick  people  con- 
tinue to  dose  themselves  with  tiny  bits  of  chemicals,  otherwise 
known  as  pills,  that  represent  medicine's  Old  Guard.  But  the  times 
are  changing.  The  past  30  years  of  biological  discoveries,  insights 
into  the  human  genome,  and  exotic  chemical  manipulation  have 
unleashed  a  wave  of  biological  drugs,  many  of  them  reengineered 
human  proteins.  These  molecules  have  the  power  to  change  the 
prognoses  for  a  huge  range  of  diseases  all  but  untreatable  just  five 
years  ago.  Recent  weeks,  for  example,  have  seen  announcements 
of  startling  advances  against  cancer  and  age-related  blindness, 
diseases  with  miserable  outlooks  before.  Cancer  patients  in  par- 
ticular have  reaped  rewards  from  biotech.  A  decade  ago  there 
were  fewer  than  10  oncology  drugs  in  clinical  trials,  most  of  them 
highly  toxic  chemotherapies.  Today  over  400  cancer  drugs  are  be-  2 
ing  tested  in  humans,  and  almost  all  are  targeted  biotech  medi-  3 
cines  designed  to  produce  minimal  side  effects. 

Biotechnology  has  finally  come  of  age.  g 
This  declaration  may  bring  to  mind  the  o 
hype  that  has  swirled  around  biotech  so  | 
many  times  in  the  past.  But  a  growing  <* 
number  of  scientists  and  industry  execu-  Fj 
tives  say  today's  enthusiasm  is  based  on  a  5 
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new  reality:  Drugs  actually  exist  There  are  230  medicines  and 
related  products  created  from  biotech  techniques.  Last  year 
alone,  the  Food  &  Drug  Administration  approved  20  biotech 
drugs,  among  them  treatments  for  insomnia,  multiple  sclerosis, 
severe  pain,  chronic  kidney  disease,  incontinence,  mouth  sores, 
and  cancer.  The  Tufts  Center  for  the  Study  of  Drug  Development 
estimates  that  at  least  50  of  250  biotech  drugs  currently  in  late- 
stage  clinical  trials  should  win  FDA  approval,  a  success  rate  al- 
most three  times  better  than  the  pharma  industry  standard. 
"This  is  all  a  continuum  of  discoveries  that  started  in  the  early 
1980s,"  says  Joseph  Schlessinger,  chairman  of  the  pharmacolo- 
gy department  at  Yale  School  of  Medicine  and  a  co-founder  of 
Sugen,  the  company  that  created  Sutent.  "We  are  now  in  a  gold- 
en age  of  drug  discovery." 

Even  long-beleaguered  biotech  investors  have  reason  to  be 
optimistic.  True,  biotechnology  indexes  have  underperformed 
the  overall  market  for  much  of  the  past  year,  and  few  of  the  1,500 
companies  in  this  sector  are  profitable.  But  the  medicines  are 
selling.  Ernst  &  Young  International  estimates  that  nine  new 
biotech  drugs  approved  in  2004  will  bring  in  total  revenues  of 
S3  billion  this  year.  By  2007,  sales  of  just  those  products  should 
grow  to  S8  billion.  "I  would  say  the  industry  as  a  group  will  be- 
come profitable  by  2008,"  says  Dr.  Mark  Monane,  director  of 
biotech  research  at  investment  advisers  Needham  &  Co. 

The  industry  is  also  building  on  its  own  success,  applying 
lessons  and  testing  out  ideas  faster  than  ever.  Su- 
tent is  widely  expected  to  win  FDA  approval  by 
early  next  year  for  stomach  cancer  patients  who 
have  grown  resistant  to  Gleevec,  a  breakthrough 
cancer  drug  that  itself  reached  the  market  only 
four  years  ago.  Last  December  the  FDA  approved 
Macugen,  from  Eyetech  Pharmaceuticals  Inc.,  as  a 
first-in-class  treatment  for  macular  degeneration, 
the  leading  cause  of  age-related  blindness.  By 
next  year  the  agency  will  likely  consider  a  Genen- 
tech  Inc.  drug,  Lucentis,  that  appears  to  be  even 
more  effective. 

There  are  even  glimmers  that  the  long-awaited 
age  of  personalized  medicine  may  not  be  far  off.  Biotech  com- 
panies have  been  skilled  at  coming  up  with  innovative  new 
drugs— but  not  so  good  at  figuring  out  whom  they  are  most  like- 
ly to  help.  Response  rates  for  cancer  drugs,  for  example,  often 
are  stuck  at  20%.  Tired  of  such  poor  performance,  pharmaceu- 
tical companies  are  focusing  more  effort  on  developing  the  di- 
agnostic tests  that  would  match  a  treatment  to  a  patient's  ge- 
netic profile,  reducing  side  effects  and  increasing  efficacy.  "I 
think  you  are  going  to  see  a  revolution  in  personalized  medicine 
in  just  a  few  years,"  predicts  Dr.  George  Demitri  of  Dana-Farber 
Cancer  Institute  in  Boston. 
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This  biotech- driven  medical  revolution  is  act. 
ally  an  evolution:  It  evinces  the  slow  accumulatic 
of  decades  of  research.  Since  1973,  when  genes  th 
produce  useful  human  proteins  were  first  mas 
produced  in  cell  cultures,  a  vast  number  of  scie* 
tists  have  pursued  the  same  dream— to  create  ne 
molecules,  via  gene  manipulation  or  gene  targe 
ing,  that  would  change  the  course  of  human  di 
ease.  "What's  interesting  is  that  it  is  really  the  ac 
demic  researchers  that  pushed  biotech  forwar 
not  corporate  research  and  development,"  says  A 
Ian  B.  Haberman,  principal  of  pharmaceutical  co> 
suiting  firm  Haberman  Associates  in  Wayland,  Mass. 

Academic  researchers,  unlike  traditional  drug  compame 
were  willing  to  champion  biotech  approaches  to  drugs  evt 
when  they  were  long  shots.  ImClone  Systems  Inc.'s  Erbitux 
colon-cancer  treatment  approved  last  year,  would  not  exist  todi 
if  not  for  the  efforts  of  its  discoverer,  Dr.  John  Mendelsohn.  TT 
scientist- clinician  spent  20  years  working  to  find  a  compar 
willing  to  commercialize  his  discovery  that  some  tumors  coul 
be  stopped  by  blocking  a  certain  growth  enzyme.  Even  Gleeve 
the  most  efFective  cancer  drug  of  the  past  decade,  was  almo 
abandoned  by  Novartis.  An  outside  cancer  specialist,  Dr.  Bria 
J.  Druker  of  Oregon  Health  &  Science  University,  coaxed  th 
company  into  pursuing  its  development. 

Traditional  pharmaceutical  companies  shied  away  froi 
biotech  for  years,  unwilling  to  bet  on  unproven  technologies. 
didn't  help  that  biotech's  earliest  accomplishments  met  with  se 
back  after  setback  in  the  1980s  and  '90s.  Today,  Big  Pharma 
paying  for  its  risk- averse  stance:  Major  players  have  few  pron 
ising  products  in  their  development  pipelines,  and  most  ai 
stuck  with  a  business  model  heavily  dependent  on  blockbustt 
drugs.  Boston  Consulting  Group  estimates  that,  as  a  resul 
biotech  firms  produced  67%  of  the  drugs  in  clinical  trials  la 
year  but  shouldered  only  about  3%  of  the  $40  billion  that  th 
drug  industry  spent  on  R&D. 

"Focus  on  unmet  needs"  has  long  been  the  mantra  of  th 
biotech  industry.  Most  of  those  drugs  do  just  that.  The  strateg 
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has  paid  off  for  Genentech,  whose  market  capitalization  is  larg- 
er than  Merck  &  Co.'s— the  nation's  third-largest  pharmaceuti- 
cal company— thanks  in  part  to  a  roster  of  cancer  drugs  that 
have  become  surprise  billion-dollar  sellers.  "Focusing  on 
blockbusters  to  the  exclusion  of  other  things  can  introduce  a  lev- 
el of  myopia,"  says  Genentech  CEO  Arthur  D.  Levinson.  "So  of- 
ten the  estimates  of  potential  are  wrong." 

Big  Pharma  is  now  eager  to  join  the  game.  It  is  partnering  with 
biotech  firms,  buying  them  outright,  or  trying  to  emulate  their 
success  by  overhauling  their  own  R&D  efforts.  Novartis  moved  its 
worldwide  research  organization  from  Switzerland  to  Cambridge, 
Mass.,  two  years  ago,  in  hopes  that  it  will  behave  like  a  free- 
wheeling biotech.  It  also  recruited  an  academic  researcher,  Dr. 
Mark  Fishman  of  Harvard  Medical  School,  to  run  the  place. 

Efforts  by  the  pharmaceutical  industry  to  mimic  biotech— or 
merge  with  it— should  quicken  the  pace  of  medical  innovation. 
Here  are  three  treatment  and  research  areas  poised  to  benefit: 


CANCER 


THE  NEXT  WAVE 

i  Both  Big  Pharma  and  small  companies  have  hundreds  of  biotech 
'  drugs  in  development.  Here  are  some  innovative  candidates  that 
are  approaching  the  market: 

AWAITING  FDA  APPROVAL 

DRUG 

DISEASE 

HOW  IT  WORKS 

Abatacept 

(Bristol-Myers) 

Rheumatoid  arthritis 

Disrupts  immune  cells  that  cause 
inflammation 

Revlimid 

(Celgene) 

MDS,  a  malignant 
blood  disorder 

Blocks  blood-vessel  growth 

Ranexa 

(CV  Therapeutics) 

Angina 

Alters  the  way  the  heart  derives  its 
energy,  improving  pumping  efficiency 

i 
Riquent 

(LaJolla) 

Lupus 

Blocks  out-of-control  immune  cells 

SOON  TO  BE  SUBMITTED  TO  THE  FDA 

Acomplia 

(Sanofi-Synthelabo) 

Obesity,  nicotine  addiction 

Blocks  pleasure  receptor  in  the  brain 

Gardasil 

(Merck) 

Human  papilloma  virus 

First  vaccine  against  the  virus, 
a  major  cause  of  cervical  cancer 

Sutent 

(Pfizer) 

Kidney  and  stomach  cancer 

A  multitargeted  drug  that  blocks  growth 
factors  and  blood  vessels 

IN  LATE-STAGE  TRIALS 

Provenge 

(Dendreon) 

Prostate  cancer 

Vaccine  that  trains  the  immune  system 
to  attack  cancer  cells 

Telcyta 

(Telik) 

Ovarian  and  lung  cancer 

Blocks  an  enzyme  overproduced 
by  certain  cancer  cells 

Lucentis 

(Genentech) 

Macular  degeneration 

Blocks  blood-vessel  growth  that  can  cause 
blindness  in  the  elderly 

IN  NO  OTHER  THERAPEUTIC  area  has  biotech  made  as  big  a 
difference  as  it  has  in  oncology.  New  drugs  that  target  tumor 
cells  while  only  minimally  damaging  healthy  tissue  have  led  to 
a  paradigm  shift  in  cancer  treatment.  Doctors  now  talk  about  the 
disease  as  a  chronic,  treatable  condition. 
In  2004  alone,  four  targeted  cancer 
drugs— Avastin,  Tarceva,  Iressa,  and  Er- 
bitux— won  FDA  approval.  Avastin,  from 
Genentech,  has  extended  the  life  spans  of 
lung,  breast,  and  colon  cancer  patients,  a 
first  for  any  oncology  drug. 

To  the  public,  though,  the  picture  still 
looks  dismal.  Three  decades  after  President 
Richard  M.  Nixon  declared  war  on  cancer, 
the  disease  is  the  largest  killer  for  people 
under  85,  causing  one  in  four  U.S.  deaths 
each  year.  "There  is  now  a  vital  pipeline  of 
targeted  therapeutics,"  says  Dr.  Roy  S. 
Herbst,  a  lung  cancer  specialist  at  Univer- 
sity of  Texas  M.D.  Anderson  Cancer  Center. 
"But  we  have  to  be  realistic.  This  is  not  a 
cure.  If  s  a  place  to  start." 

Many  biotech  researchers  feel  they  are 
well  out  of  the  starting  gate  with  a  huge 
variety  of  emerging  cancer  treatments. 
Unlike  heart  disease,  where  patients 
choose  between  seven  nearly  identical 
cholesterol-lowering  statins,  targeted  can- 
cer therapies  come  in  many  forms.  There 
are  drugs  that  block  tumor-growth  factors, 
starve  the  tumor  by  inhibiting  blood-ves- 
sel growth,  combine  radioactive  isotopes 
with  tumor-seeking  proteins,  and  use  vac- 
cines to  train  the  body's  immune  system  to 
attack  cancer  cells. 

There  is  even  a  next  wave  of  multitar- 
geted drugs  that  could  start  winning  FDA 
approval  as  early  as  next  year.  Sutent,  the 
drug  keeping  Julia  Barchitta  alive,  is  a 
member  of  this  emerging  class,  known  as 
multi-kinase  inhibitors.  They  block  blood- 
circulating  proteins  that  are  responsible 
for  both  tumor  growth  and  blood  vessel 
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creation.  Other  closely  watched  candidates  in  this  class  include 
sorafenib,  developed  by  Bayer  and  Onyx  Pharmaceuticals  for 
kidney  cancer,  and  lapatinib,  a  breast  cancer  drug  from  Glaxo- 
SmithKline  PLC. 

These  multitargeted  therapies  seem  particularly  effective 
against  the  hardest  to  treat  cancers,  giving  hope  to  some  of  the 
sickest  patients.  A  prime  example  is  an  Eli  Lilly  &  Co.  pill,  enza- 
staurin,  for  recurrent  glioblastoma,  the  most  aggressive  form  of 
brain  cancer.  "It's  a  desperate  disease  for  which  there  are  very 
few  adequate  treatments,"  says  Dr.  Howard  A.  Fine  of  the  Na- 
tional Cancer  Institute.  Enzastaurin  blocks  two  pathways  vital  to 
tumor  growth  and  shuts  off  blood  vessels  that  feed  the  tumor.  In 
a  trial  conducted  by  Dr.  Fine,  enzastaurin  shrank  tumors  in  25% 
of  92  patients,  an  unusually  robust  response  for  this  disease. 

Tumor  shrinkage  is  not  tumor  elimination,  of  course.  But  can- 
cer specialists  are  hopeful  that,  as  more  targeted  therapies  come 
on  line,  they  can  be  combined  into  cocktails  that  will  keep  can- 
cer patients  alive  for  years.  Renowned  cancer  researcher  Dr.  M. 
Judah  Folkman  of  Children's  Hospital  in  Boston  says  the  most 
important  thing  is  that  the  drugs  give  patients  hope:  "We  have 
something  to  offer  [patients]  now,  and  if  it  keeps  them  alive  a  lit- 
tle longer,  something  else  might  come  along." 


DIAGNOSTICS 


THE  BIGGEST  PROBLEM  with  most  major  drugs  today  is  that 
they  don't  work  in  anywhere  from  25%  to  60%  of  patients. 
Biotech  is  starting  to  improve  that  ratio.  In  January  the  first 
DNA-based  test  was  launched  that  can  predict  an  individual's  re- 
sponse to  a  wide  range  of  drugs. 

Developed  by  Roche  Pharmaceuticals  and  Afiymetrix  Inc.  in 
Santa  Clara,  Calif,  the  thumbnail-size  device,  called  the 
AmpliChip  CYP450,  detects  about  30  variations  in  two  genes 
that  regulate  how  the  liver  metabolizes  such  commonly  pre- 
scribed medications  as  antide- 
pressants, beta  blockers,  and 
pain  relievers.  A  single  drop  of 
blood  allows  the  chip  to  identify 
which  patients  clear  a  drug  too 
quickly  for  it  to  do  any  good  and 
which  clear  it  too  slowly,  leaving 
them  vulnerable  to  side  effects. 
Roche,  a  leader  in  diagnostics, 
hopes  to  have  a  similar  DNA 
chip  on  the  market  by  yearend 
that  can  identify  any  of  25  dif- 
ferent subtypes  of  leukemia,  as 
well  as  a  chip  that  can  pick  up 
the  p53  gene,  a  tumor  suppres- 
sor that  often  mutates  in  pa- 
tients with  cancer.  These  tests 
will  help  doctors  figure  out  the 
best  treatment.  "We  will  be  able 
to  .diagnose  things  probably 
earlier  than  we  will  be  able  to 
treat  them,"  says  Roche  CEO 
Franz  B.  Humer. 

That  wouldn't  be  such  a  terri- 
ble problem.  Patients  and  doc- 
tors alike  are  eagerly  waiting  for 
biotech  to  deliver  treatments 
tailored  to  an  individual's  ge- 
netic makeup.  But  diagnostics 


A  Gift 
Of  Time 

JULIA  BARCHITTA.  61,  has 
dodged  the  cancer  bullet 
twice.  She  was  cured  of 
colon  cancer  years  ago. 
Then  in  June,  2002,  she 
was  diagnosed  with  kidney 
cancer,  a  particularly  dead- 
ly disease.  However,  she 
has  had  a  promising  re- 
sponse to  an  experimental 
pill,  Sutent:  Her  tumors 
have  disappeared  entirely. 
Barchitta,  who  has  three 
children  and  two  grandchil- 
dren, figures  if  Sutent  stops 
working,  another  new  drug 
might  come  along.  "As  long 
as  there  is  life,  there  is 
hope,"  she  says. 


have  long  lagged  behind  drug  development,  in  part  because  th  & 
biology  of  disease  was  so  poorly  understood.  "In  the  past,  met  i 
icine  has  been  reactionary.  We  wait  for  people  to  get  sick,  the  ;,-• 
we  treat  the  disease,"  says  Peter  D.  Meldrum,  CEO  of  Myriad  Gt  \ 
netics  Inc.  "The  majority  of  drugs  on  the  market  treat  onl  \jt . 
symptoms,  not  causes." 

Pharmaceutical  companies  also  were  never  much  intereste  l; 
in  developing  diagnostic  tests:  They  wanted  their  drugs  to  I  fc 
taken  by  as  many  patients  as  possible  to  ensure  maximum  re\  g 
enues.  But  the  dire  side  effects  that  pushed  Merck's  Vioxx  pai  «r ; 
reliever  off  the  market  underscore  the  grave  dangers  of  sue  a: 
an  approach. 

Biotech  pioneer  Genentech  took  a  different  tack  when  it  in 
troduced  its  breast  cancer  drug  Herceptin  in  1998.  It  was  th  tmr 
first  cancer  drug  to  be  marketed  simultaneously  with  a  geneti  }l  ■ 
test  that  could  pinpoint  the  25%  to  30%  of  breast  cancer  victim  ; :  . 
in  which  Herceptin  would  work.  The  drug  has  gone  on  to  be  p.  \  i 
hugely  successful.  Now  Abbott  Laboratories  is  readying  simila1  Jbt's 
tests  that  can  identify  patients  most  responsive  to  Iressa  and  Er  jesin 
bitux,  cancer  drugs  that  are  effective  in  only  10%  and  25%  of  pa  [beard 
tients,  respectively.  caif 

Biotech  researchers  believe  larger  numbers  of  patients  will  b  phe; 
helped  when  scientists  identify  more  genetic  or  protein  varia  jrblo 
tions,  known  as  biomarkers,  linked  to  specific  diseases.  A  num  milled 
ber  of  companies  and  researchers  are  developing  tests  that  cai  fen 
predict  who  is  most  susceptible  to  a  given  disease,  allowing  fo  Kid  or 
preemptive  action.  Myriad  Genetics  has  four  diagnostic  tests  oi  ^ts. 
the  market  that  spot  genetic  susceptibilities  to  breast  cancel  fen 
colon  cancer,  and  melanoma.  These  tests  are  not  just  telling  pa  edical 
tients  that  if  s  time  to  prepare  their  wills.  If  a  woman  learns  sh  men 
is  at  high  risk  of  developing  breast  cancer,  for  instance,  there  ar<  ifep 
drugs  she  can  start  taking  that  lower  the  probability.  jg 

Economics  is  driving  the  development  of  these  tests  as  mud  m ,: 
as  medical  need.  Biotech  cancer  treatments  can  cost  $20,000 1'  stem 
$40,000  per  month.  Giving  them  to  a  broad  patient  population  mp 
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ost  of  whom  won't  respond,  "is  a 
ige  public-policy  train  wreck," 
ys  Patrick  F.  Terry,  co-founder  of 
e  Personalized  Medicine  Coalition. 
Iiis  group  of  companies,  public 
encies,  academic  scientists,  and 
tient  groups  is  encouraging  a  col- 
borative  search  for  biomarkers 
at  will  prevent  such  a  crash.  "The 
'St  savings  will  be  highly  self-evi- 
;nt,"  he  says. 


»TEM  CELLS 

J  2001,  CALVIN  MILLER  of  Union 
ty,  N.J.,  had  five  heart  attacks  in  six  weeks.  The  former  fire- 
Sinter's  heart  was  so  damaged  that  he  had  no  energy  to  com- 
ete  simple  tasks.  Two  years  later,  while  traveling  in  Thailand, 
I  heard  about  a  clinical  trial  there  in  which  stem  cells  were  ex- 
acted from  patients'  bone  marrow  and  injected  into  their  dam- 
ped hearts.  Researchers  were  hoping  the  cells  would  grow  into 
w  blood  vessels  and  improve  blood  flow  to  the  heart.  Miller 
trolled  on  the  spot.  After  one  treatment,  he  is  amazed  by  the 
fference.  Before  the  stem  cells  were  injected  in  January,  he 
iuld  only  make  it  up  two  flights  of  stairs.  Recently  he  walked  10 
ghts. 

Scientists  are  hoping  that  stem  cells,  the  next  frontier  of  bio- 
tedical  research,  will  one  day  enable  many  different  kinds  of 
ssue  regeneration  in  patients.  The  goal— and  it  is  very  far  off 
this  point— is  that  stem  cells  could  one  day  repair  or  replace 
seased  organs,  severed  spinal  cords,  damaged  joints,  and 
rain  cells  destroyed  by  Alzheimer's  or  Parkinson's.  Embryon- 
stem-cell  research  has  garnered  most  of  the  headlines  in  this 
rea,  particularly  after  South  Korean  scientists  announced  in 
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May  that  they  had  derived  multiple 
stem-cell  lines  from  a  cloned  hu- 
man embryo.  But  it  is  the  much  less 
controversial  research  into  adult 
stem  cells  that  is  closest  to  deliver- 
ing new  therapies. 

Scientists  still  have  much  to  learn 
about  how  adult  stem  cells  work— 
or  even  if  they  do.  But  there  is 
progress.  In  May  doctors  at  the 
University  of  Pittsburgh  Medical 
Center,  who  worked  with  re- 
searchers in  Thailand  on  Miller's  tri- 
al, were  cleared  by  the  FDA  to  begin  a 
U.S.  study  of  adult  stem  cells  in  pa- 
tients awaiting  heart  transplants. 
Earlier  this  year  the  FDA  also  gave  the  go-ahead  to  Aastrom  Bio- 
sciences  Inc.  to  expand  a  multicenter  trial  using  adult  stem  cells 
to  repair  severe  bone  fractures. 

Osiris  Therapeutics  Inc.  has  launched  two  clinical  trials  of 
adult  stem  cells  to  treat  damaged  hearts  and  injured  knees.  And 
in  January,  Osiris'  experimental  treatment  for  graft  vs.  host  dis- 
ease, a  life-threatening  condition  that  afflicts  patients  who  have 
had  bone  marrow  transplants,  became  the  first  stem-cell  thera- 
py to  win  the  a  fast-track  designation  from  the  FDA,  guarantee- 
ing it  a  speedy  regulatory  review. 

Despite  the  flurry  of  human  tests,  there  are  more  questions 
than  answers  about  adult  stem  cells.  They  are  less  flexible  than 
embryonic  stem  cells— which  have  the  power  to  turn  into 
any  of  the  body's  many  tissues— but  are  easier  to  control.  In  the 
Thai  trials  and  others  like  them,  researchers  found  that  some 
types  of  adult  stem  cells  seem  to  have  a  natural  ability  to  home 
in  on  damaged  heart  tissue,  for  example,  but  it  is  not  clear 
what  they  do  once  they  reach  the  target.  There  is  no  proof  yet 
that  the  stem  cells  actually  turn  into  heart  cells.  And  while 

some  patients'  symptoms 
clearly  improved,  Dr.  Amit  N. 
Patel  of  the  University  of  Pitts- 
burgh says  the  degree  of  im- 
provement is  still  questionable. 
Consequently,  researchers  say 
it  is  unlikely  that  adult  stem  cells 
will  be  sufficient  to  fulfill  the 
promise  of  this  emerging  area. 
Many  are  counting  on  embryon- 
ic stem  cells.  Embryonic  stem- 
cell  research  is  a  must.  Besides, 
the  ban  on  federal  funding  for 
most  embryonic  cell  research 
has  put  a  chill  on  the  whole  field. 
"There  are  a  bunch  of  very  tal- 
ented developmental  biologists 
who  could  be  taking  this  on," 
says  Jose  Cibelli,  professor  of  an- 
imal biotechnology  at  Michigan 
State  University.  "But  they  don't 
want  to  touch  it." 

Some  states  are  trying  to  go 
where  the  federal  government 
refuses  to  tread.  California  has 
pledged  $3  billion  over  10 
years  to  embryonic  stem- cell 
research.  Connecticut  lawmak- 
ers approved  $1  billion.  Massa- 


It  Does  a 
Heart  Good 

After  suffering  five  heart  at- 
tacks in  2001,  CALVIN 
MILLER  had  so  little  energy 
he  could  barely  do  simple 
tasks.  "It  was  like  carrying 
around  a  100-pound  bag  of 
cement  on  my  shoulders," 
says  the  ex-firefighter.  In 
January  stem  cells  from  his 
bone  marrow  were  injected 
into  his  heart  as  part  of  a 
clinical  trial  in  Thailand  to 
see  if  adult  stem  cells  might 
improve  blood  flow  through 
damaged  heart  muscle. 
Miller  says  he  feels  so  good 
he's  seeking  other  stem-cell 
treatments  that  might  build 
up  his  heart  even  more. 


June  13.  2005  I  BusinessWeek  1  35 


News  Analysis  &  Commentar 


chusetts  legislators  overrode  the  governor's  veto  on  May  31  to 
pass  a  law  allowing  therapeutic  embryo  cloning.  The  science  is 
certain  to  follow  the  money.  As  Wise  Young,  director  of  the  col- 
laborative neuroscience  center  at  Rutgers  University,  notes, 
stem- cell  technology  "has  the  chance  of  being  the  most  im- 
portant advance  to  come  along  in  the  last  10  years." 

It  is  worth  remembering  that,  20  years  ago,  scientists  were  say- 


ing the  same  thing  about  biotech  advances  that  looked  just  as  pil 
in-the-sky.  There  has  been  plenty  of  hype  and  plenty  of  doomsa| 
ing  ii\the  interim,  but  the  science  kept  moving  ahead.  As 
many  patients  who  have  been  helped  well  know,  medicine  wou| 
be  a  dreary  enterprise  if  biotech  hadn't  delivered— at  last.  I 
-WithArlene  Weintraub  in  New  York,  John  Carey  in  Washinl 
ton,  Kerry  Capell  in  London,  and  Michael  Arndt  in  Chical 


WHY  BIOTECH  STOCKS 
ARE  SEDATED 
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Judging  from  Genentech  Inc.'s 
stellar  performance  on  Wall 
Street  this  year,  biotech 
might  seem  like  a  can't-miss 
investing  opportunity.  Since 
January,  Genentech's  shares 
have  rocketed  49.2%,  to 
$81.25,  fueled  by  positive  news  about  its 
drugs  to  treat  cancer  and  macular 
degeneration,  a  major  cause  of  blindness.  A 
strong  showing  from  a  sector  leader  often 
sends  capital  flooding  into  similar 
companies,  lifting  the  whole  group. 

Elsewhere,  though,  investors  are  spitting 
out  biotech  stocks  as  if  they  were  spoiled 
medicine.  The  American  Stock  Exchange 
Biotechnology  Index,  which  counts 
Genentech  among  its  members,  has  risen 
just  1.1%  since  January.  The  broader 
NASDAQ  Biotechnology  Index  is  down 
11.7%.  Even  sexy-sounding  biotech  upstarts 
are  struggling  to  find  love  on  Wall  Street:  The 
40  or  so  that  have  gone  public  since  2003 
have  dropped  an  average  of  7%  since  their 
IPOs,  according  to  Burrill  &  Co.,  a  merchant 
banker  covering  life  sciences. 

It  isn't  hard  to  see  why  so  many  investors 
are  taking  a  pass  on  biotech,  even  amid 
bona  fide  scientific  advances.  After  years  of 
getting  burned  by  unfulfilled  promises,  they 
have  become  picky.  Rather  than  buying 
stocks  based  on  news  about  a  firm's  drug- 
development  strategy,  they're  flocking  to 
companies  with  actual  products.  "People 
aren't  listening  as  much  to  the  hype,"  says 
Dallas  Webb,  senior  vice-president  of  equity 
^search  for  financial-services  provider 
nfordGroup  Co. 
estors  have  certainly  endured  some 
i-inducing  rides  in  biotech.  Five  years 
iwo  separate  scientific  teams 
ft  that  they  had  finished  decoding 
enome,  investors  glommed  onto 
Qnome  Sciences  Inc.,  pushing 


its  stock  1,400%  in  a  year,  to  a  split-adjusted 
$138,  though  the  company  never  produced  a 
drug  based  on  genomic  discoveries.  It  now 
trades  around  $11  a  share.  Even  investors 
who  put  money  in  biotech  mutual  funds  took 


Investors  have  snapped  up  shares  of  Genentech, 
but  they're  still  shunning  the  sector  as  a  whole: 
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a  bath.  The  NASDAQ  Biotech  Index  gained 
148%  in  1999  and  2000,  then  plummeted 
54%  over  the  following  two  years. 

The  days  when  investors  rushed  into  the 
sector  based  on  one  company's  successful 
clinical  trial  are  long  gone.  Consider  Abgenix 
Inc.,  a  contender  in  cancer  drugs.  On  May  17, 
the  Fremont  (Calif.)  company  announced  that 
in  a  Phase  Two  trial  its  drug  was  effective  in 


colon  cancer  patients  who  failed  to  respond 
to  chemotherapy.  Abgenix,  which  has  a 
development  deal  with  the  world's  largest 
biotech,  Amgen  Inc.,  will  release  more  trial 
data  later  this  year.  Yet  investors  couldn't  care 
less:  Abgenix  is  trading  only  slightly  above  its 
52-week  low  of  $6.45  a  share. 

Biotech  investors  also  have  been  crushed 
by  the  Food  &  Drug  Administration's  recent 
crackdown  on  drug  safety.  "Not  only  are  they 
afraid  the  FDA  will  be  cautious  about 
approving  new  drugs,  but  they're  afraid  [the 
agency]  will  attack  drugs  that  are  already  on 
the  market,"  explains  Alex  Zisson,  a  partner 
at  venture-capital  firm  Thomas,  McNerney  & 
Partners.  The  consequences 
can  be  bleak,  as  Biogen  Idee 
Inc.  shareholders  learned.  On 
Feb.  28,  Biogen  pulled  its  drug 
for  multiple  sclerosis,  Tysabri, 
off  the  market  when  a  couple  of 
patients  developed  a 
potentially  fatal  side  effect. 
Shares  nosedived  42.5%,  to 
$38.65,  that  day. 

Investors  might  regain  some 
confidence  in  the  biotech 
sector  if  the  small,  non- 
marquee  names  start  scoring 
some  successes. 
Unfortunately,  the  vast 
majority  of  biotech  companies 
still  don't  have  any  FDA- 
approved  products— which 
means  they  remain  years  away 
from  profitability. 

When  companies  do  deliver 
the  goods,  the  market  can  still 
respond  swiftly.  Up-and-comer 
Celgene  Corp.  has  jumped 
59.7%  this  year,  to  $42,  largely 
because  of  strong  sales  of 
Thalomid,  used  to  treat  leprosy. 
A  variation  of  the  drug  has 
recently  shown  promise  in 
treating  some  forms  of  cancer. 

But  such  successes  are  rare.  And  few 
people  today  view  small  companies  as 
opportunities.  "It's  much  more  of  a  show-me 
environment,"  says  Caroline  Stewart,  senior 
biotech  analyst  for  IRG  Research.  Show 
investors  the  products.  Only  then  will  the 
payoff  seem  as  real  as  the  science. 

-ByArlene  Weintraub  in  New  York 
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REGULATION 


A  LEGACY  THAT 
MAY  NOT  LAST 

A  new  SEC  chief  could  derail  some  of 
Bill  Donaldson's  reforms 


WILLIAM  H.  DON- 
aldson  stunned 
just  about  every- 
one on  June  1  with 
the  news  that  he 
was  stepping 
down  as  chair- 
man of  the  Securities  &  Exchange  Com- 
mission. But  the  courtly  Wall  Street  vet- 
eran has  been  a  surprise  act  ever  since  he 
took  the  helm  at  the  nation's  securities 
regulator  in  February,  2003. 
Many  had  expected  Donaldson 
to  be  a  caretaker  who  would  do 
little  more  than  restore  the 
SEC's  credibility  and  morale  af- 
ter the  tumultuous  reign  of 
Harvey  L.  Pitt.  Instead,  he 
proved  to  be  a  strong  reformer, 
turning  up  the  heat  on  corpo- 
rate and  financial  wrongdoers. 


Donaldson's  innovative  strokes  re- 
stored confidence  in  the  markets  and 
forced  Corporate  America  and  Wall  Street 
to  watch  their  step  in  keeping  the  books 
and  managing  conflicts  of  interest.  And 
while  his  activism  angered  business  and 
its  GOP  allies,  he  did  George  W  Bush  an 
enormous  favor:  Corporate  crime,  the 
front-page  news  of  2003,  barely  featured 
in  the  2004  campaign. 

But  Donaldson,  74,  may  have  done  his 


SUDDEN  EXIT  Donaldson  is 
departing  as  a  backlash  by  I 
business  continues  to  buikf* 

job  too  well.  His  depart^ 
comes  amid  a  rising  tide 
resentment  over  what  maif~ 
executives  view  as  regulator 
overdrive  and  heavy-handef 
enforcement.     Republicaip 
are  incensed  that  Donaldst  f 
has  sided  with  the  two  Dei 
ocratic    commissioners    or 
high-profile  issues,  incluc !: 
ing  mutual-fund  governam  D 
and  hedge-fund  regulatii 
Investor    advocates    won  ^ 
that  Donaldson's  successt C: 
could  pull  the  plug  on  r<  "* 
forms  still  in  the  works  an  '™' 
undo    some    controversi  ^ 
rules  already  in  place.  "Tr  ■BHI 
agency  could  just  go  back  1  *m 
sleep  or  actually  roll  bac  ^  uV 
some  hard-fought  reforms  ff \- 
frets  Barbara  Roper,  directc  I1™' 

of  investor  protection  at  the  Consunn  mil 

Federation  of  America. 

EXTRAORDINARY  OPENING 

FOR  MONTHS,  Donaldson  had  made  F* 
plain  that  he  wouldn't   stay  throui 
Bush's  second  term.  But  in  recent  wee! 
he  has  told  confidants  of  growing  pn 
sure  from  his  family  to  return  to  Ne  i: 
York,  where  his  wife  and  15 -year- old  s< 
have  remained.  With  most  of  his  agem 
complete,  and  mounting  business  opp« "™ ;! 
sition  to  the  rest  of  his  to-do  list,  he  ha  m:i 
no  compelling  reasons  to  stick  aromn  ^  ?■ 
"He  has  done  a  really  excellent  job  if^l 
reestablishing  confidence  in  the  market Itri:r; 
so  in  a  way  his  job  was  done,"  sa}  : 
Stephen  A.  Schwarzman,  chairman  an  ■-' 
CEO  of  The  Blackstone  Group. 

The  new  SEC  chief  will  have  an  e:  m •  B 
traordinary  opening  to  force  changes  :  |Jw 
the  five-member  commission.  Democra  *re 
ic  Commissioner  Harvey  J.  Goldschmi 
an  intellectual  heavyweight  and  Donalc  "^ne 
son's  chief  ally,  plans  to  leave  this  sun  V 
mer  to  return  to  teaching  at  Columb  ^ 
University  Law  School.  But  the  two  con  - 
missioners  who  have  opposed  the  chai 


Business 


ENFORCEMENT 

The  SEC  has  split  over  hefty  fines 
for  companies  and  aggressive 
tactics.  Enforcement  director 
Thomsen  is  a  tough  cop,  but  the 
new  chairman  could  dial  back  some 
cases  and  reduce  penalties. 


RELAXING  CONTRCt 

Corporate  America  has  been  n 
complaining  that  internal  cor  1 
required  by  the  Sarbanes-Oxl  f 
are  too  stringent  and  costly.  1  d 
agency  is  reviewing  whether  i 
should  lighten  up. 
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n  again  and  again  on  key  issues— Re- 
blicans  Paul  S.  Atkins  and  Cynthia  A. 
ssman— are  staying  on. 
»enate  Minority  Leader  Harry  Reid  (D- 
/.)  has  recommended  that  Annette  L. 
iareth,  the  SEC's  director  of  market 
ulation,  replace  Goldschmid.  Her 
nination  has  run  into  stiff  opposition 
m  execs,  who  would  rather  see  a  more 
;iness-friendly  outsider.  Oddly  enough, 
naldson's  departure  may  boost 
zareth's  chances:  If  Corporate  America 
s  a  friendlier  Republican  in  charge  of 
SEC,  the  Democratic  commissioners 
jn't  matter  as  much. 
K.  new  chief  could  get  to  handpick  key 
dor  staffers,  too.  Donaldson  has  yet  to 
ne  a  new  head  of  investment  man- 
ement,  the  division  that  oversees  mu- 

I  and  hedge  funds.  With  business  and 

II  Street  chafing  at  reform,  a  new 
lirman  also  could  quietly  de- 
some  Donaldson  initiatives 

it  business  finds  particularly 
erous.  Those  that  require  mu- 
funds  to  have  independent 
lirmen  and  that  force  hedge- 
id  managers  to  register  with 
:  SEC  have  yet  to  take  effect, 
e  new  chief  could  simply  delay 
plementation. 

The  courts  may  take  the  issue 
t  of  the  SEC's  hands.  A  U.S.  ap- 
als  court  judge  is  expected  to 
le  soon  on  the  U.S.  Chamber  of 
mmerce's  lawsuit  to  overturn 
t  agency's  requirement  that 
ltual-fund  boards  be  headed 
outside  chairmen.  In  another 
urt,  Phillip  Goldstein,  presi- 
nt  of  hedge  fund  Opportunity  ^^^ 
rtners,  has  challenged  the  SEC's  legal 
jthority  to  regulate  hedge  funds.  The 
IC's  legal  staff  is  staunchly  defending 
;th  cases— and  isn't  likely  to  back 
|wn.  But  if  the  courts  overturn  either 
|le,  a  new  SEC  head  might  not  push  vig- 
pus  regulation. 

Other  initiatives  are  still  vulnerable  to 
ncerted  business  lobbying— or  simple 
[gleet.  Take  the  chairman's  push  to  give 
areholders  an  easier  process  to  replace 
rant  directors— a  vital  concern  to  both 
dividual    and    institutional    investors 


seeking  better  corporate  governance.  The 
Business  Roundtable,  representing  Corpo- 
rate America's  top  CEOs,  fought  Donald- 
son's proposals  vigorously.  The  SEC's  plan 
was  diluted  to  the  point  that  dissidents 
would  have  to  persuade  a  majority  of 
shareholders  to  withhold  their  votes— and 
would  still  have  to  run  a  two-year-long 
gauntlet  to  get  their  own  candidate  onto  a 
proxy  ballot.  The  agency  hasn't  yet  passed 
that  measure,  and  a  new  chairman  would 
probably  shelve  the  effort  rather  than  ex- 
pend precious  political  capital. 

SHARPER  TOOLS 

EXECUTIVE  PAY  is  another  area  where 
corporate  chiefs  have  outlasted  Donald- 
son. He  came  to  office  with  high  hopes  of 
forcing  more  sunshine  into  corner  suites. 
But  business  lobbyists  made  it  clear  they 
would  fight  clearer  disclosure  of  pay  and 


NAZARETH  She's 
in  the  running  for 
an  SEC  seat 


perks,  and  that  contentious  is- 
sue never  rose  to  the  top  of  the 
SEC's  agenda.  With  no  rules 
pending,  it  could  sink. 
The  SEC  program  with  the  most  to 
lose  could  be  enforcement.  When  former 
Enforcement  Director  Stephen  M.  Cutler 
left  the  agency  on  May  11,  Donaldson 
generously  said  that  the  three  years  after 
Enron  Corp.  would  be  known  as  the 
"Cutler  era,"  thanks  to  the  megacases 
and  record  penalties  won  by  the  SEC.  But 
without  Donaldson's  staunch  support, 
the  agency's  haul— $7.7  billion  in  penal- 
ties and  disgorgements  reaped  from 
1,716  cases  over  2/2  years— would  have 
been  far  smaller. 


Cutler's  successor,  Linda  Chatman 
Thomsen,  is  a  tough  securities  cop  who 
shepherded  the  Enron  probes.  But  busi- 
ness's  chorus  of  complaints  about  hard- 
ball SEC  tactics  and  stiff  fines  is  rising— 
and  getting  increasing  attention  from 
Commissioners  Atkins  and  Glassman. 
Atkins  argues  that  fines— such  as  the 
$250  million  penalty  against  Qwest 
Communications  International  Inc.  for 
accounting  fraud— merely  punish  in- 
vestors whose  stocks  have  already  been 
hammered.  If  Bush's  pick  for  chairman  is 
swayed  by  such  arguments,  Thomsen 
and  her  securities  cops  will  have  less 
backing  to  force  big  settlements  on  com- 
panies, execs,  and  Wall  Streeters  who  run 
afoul  of  the  law. 

The  changes  would  be  subtle:  "You 
won't  see  an  'open  season'  sign  go  up," 
says  a  former  top  SEC  staffer.  And  the 
commission  will  insist  that  it's  not 
letting  up.  "The  SEC  can't  ever  af- 
ford to  be  seen  as  not  a  tough  en- 
forcer," says  Barry  P.  Barbash,  the 
SEC's  former  top  mutual-fund 
regulator,  now  a  partner  at  the 
Washington  law  firm  Shearman  & 
Sterling  LLP.  But  any  easing  of 
enforcement— in  the  vigor  of  in- 
vestigations, the  selection  of  cases, 
the  defenses  that  offenders  can 
claim,  or  the  penalties  that  the 
SEC  extracts— could  change  the 
post-Enron  climate. 

For  his  part,  Donaldson  argues 
that  the  SEC  is  better  equipped 
now  to  keep  the  heat  on  in  executive 
suites.  He  believes  his  most  important  ac- 
complishment has  been  creating  a  "risk- 
management  structure"  at  the  agency  "to 
try  and  anticipate  the  [financial]  prob- 
lems coming  down  the  pike  instead  of  be- 
ing reactive."  But  investors  now  face  a 
potential  problem  that's  too  big  for  the 
agency  to  manage  alone.  With  the  simul- 
taneous loss  of  the  SEC's  two  key  reform- 
ers, if  s  up  to  President  Bush  to  decide 
whether  to  give  business  the  freer  rein  it 
wants  or  keep  the  aggressive  financial 
cops  on  the  beat.  ■ 

-By  Amy  Borrus  and  Mike  McNamee 
in  Washington,  with  Emily  Thornton  in 

New  York 


iE  FUNDS 

.on's  push  for  SEC 

ing  of  private  investment 

>uld  be  rolled  back- 

lly  if  the  courts  overrule  a 

uirement  that  funds  register 

agency. 


NYSE  MERGER 

In  approving  the  Big  Board's 
merger  with  Archipelago,  the  SEC 
must  decide  how  strictly  to  enforce 
new  trading  rules  and  how  to 
guarantee  the  independence  of 
internal  regulators. 


DIRECTOR  ELECTIONS      EXECUTIVE  PAY 


Business  opposition  has  stalled 
Donaldson's  push  to  give 
shareholders  more  clout  in 
replacing  errant  directors.  The  next 
SEC  chief  could  bury  the 
contentious  issue. 


Excessive  compensation  is 
Donaldson's  pet  peeve,  but  he  never 
got  beyond  jawboning.  Facing  stiff 
CEO  opposition,  his  replacement  is 
unlikely  to  push  for  clearer  pay 
disclosure. 
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SPITZER  MAY  GET  HIS 
DAY  IN  COURT 

Under  fire,  he  finds  himself  facing  a  most 
tenacious  foe:  ex-AIG  boss  Greenberg 


LIOT  SPITZER  HAS  RARELY 
met  a  chief  executive  he 
couldn't  scare  into  submis- 
sion. For  the  past  three 
years,  Spitzer  has  been  roil- 
ing U.S.  businesses  with  his 
unique  brand  of  populist 
corporate  reform.  In  a  period  of  intense 
backlash  against  the  wave  of  corporate 
scandal  and  questionable  Wall  Street 
practices  that  typified  the  end  of  the 
boom,  the  crusading  New  York  Attorney 
General  has  shown  himself  a  master  at 
trying  cases  in  the  court  of  public  opinion. 
Spitzer's  modus  operandi  is  now  familiar: 
Call  in  TV  crews  to  announce  a  lawsuit 
with  sweeping  allegations  of  wrongdoing. 
It's  been  a  hugely  successful  formula.  Af- 
ter Spitzer  has  mounted  wide-ranging 
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probes  against  investment  banks,  mutu- 
al-fund companies,  and  now  the  insur- 
ance industry,  top  execs  have  repeatedly 
settled  quickly  to  put  out  the  raging  PR 
firestorm.  Only  rarely  has  Spitzer  been 
forced  to  actually  take  a  case  to  trial. 

Now  however,  Spitzer 
faces  one  of  his  fiercest  op- 
ponents in  Maurice  R. 
"Hank"  Greenberg.  The 
former  CEO  of  American 
International  Group  Inc. 
has  given  every  indication 
he  will  fight  the  civil  fraud 
suit  Spitzer  filed  against 
him  on  May  26.  A  settle- 
ment remains  possible. 
But  the  AG  will  probably 
have  to  convince  a  jury 


SPITZER  Most  of 
his  cases  have 
ended  in 
settlements 


Critics  say 
Spitzer 
relies  more 
on  publicity 
than  legal 
arguments 


that  Greenbei 
committed  ci\ 
fraud  by  usir 
accountin 
trickery  1 
gussy  up  AIG's  financials. 

Aside  from  his  steely,  tenacioi 
nature,  Greenberg  may  have  a  fe 
other  things  going  for  him  as  \ 
squares  off  against  Spitzer.  F< 
starters,  the  corporate  crime  per 
dulum  seems  to  be  swinging  bat 
in  the  other  direction.  Spitzer  h; 
come  under  an  increasing  barraf 
of  criticism  from  business  group 
and  others  who  claim  that  his  tecl 
niques  rely  too  heavily  on  grabbir 
headlines  and  not  enough  on  soli 
legal  argument.  His  tactics  ai 
"the  most  egregious  and  unaccep 
able  form  of  intimidation  we  hai 
seen  in  this  country"  in  moder 
times,  Thomas  J.  Donohue,  pres 
dent  of  the  U.S.  Chamber  of  Con 
merce,  said  in  January. 

OVERZEALOUS  PROSECUTOR) 

WHAT'S  MORE,  THE  critics  argu 
Spitzer,  expected  to  make  a  run  t 
New  York  governor  next  year,  ofte 
wields  his  power  too  freely.  "The  prol 
lem  with  Ehot  Spitzer  and  frankly  a  lot  j 
the  federal  prosecutors  is,  in  their  zeal  j 
appease  public  sentiment  about  varioi 
business  practices,  they've  gone  e 
treme,"  says  Edward  J.M.  Little,  a  Ne; 
York  defense  attorney  who  has  tangle 
with  Spitzer.  "Almost  any  questionab 
business  practice  can  be  labele 
a  fraud." 

Underscoring  the  growing  mood  th 
prosecutors  may  have  been  too  zealou 
on  May  31,  the  U.S.  Supreme  Court  n 
versed  the  2002  criminal  conviction  < 
accounting  firm  Arthur  Andersen  for  ol 
struction  of  justice,  ruling  that  the  tri; 
judge's  instructions  to  the  jury  in  tr 
document  destruction  case  were  tike 
heavily  in  the  prosecution's  favor.  At  tr 
core  of  the  Supremes'  ruling:  In  ordt 
for  the  jury  to  find  Arthur  Anderse 
guilty,  the  governmei 
should  have  had  to  pro\ 
criminal  intent.  Since  tr 
judge  never  specified  tha 
the  Supreme  Court  thre 
out  the  jury's  decision. 

So  Spitzer  has  a  hig 
hurdle  to  clear.  Fortunate 
for  him,  he  appears  to  ha\ 
strong  cases  against  Greei 
berg  and  Howard  I.  SmitJ 
AIG's  former  chief  financi 
officer,  both  of  whom  insi 
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that  they  have  done  nothing  wrong. 
Here's  why:  Spitzer  has  a  very  big  legal 
club  in  the  Martin  Act,  a  1921  state 
statute  that  bars  financial  fraud  without 
requiring  the  government  to  prove  that 
the  target  willfully  did  something  illegal. 
And  Spitzer  is  applying  the  Martin  Act  to 
episodes  in  which  there  appears  to  be 
strong  documentation  that  Greenberg 
participated  in  attempts  to  mislead  AIG 
investors.  "There's  lots  of  low-hanging 
fruit"  for  Spitzer  to  pick,  says  University 
of  Texas  Law  School  Professor  Henry 
T.C.  Hu. 

Making  matters  worse  for  Greenberg, 
AIG  has  turned  against  him.  Named  as  a 
co-defendant  in  Spitzer's  civil  suit,  the 
company  is  seeking  a  settlement.  More- 
over, on  May  31,  it  released  its  long- 
awaited  2004  financial  statement  and  re- 
statement of  previous  periods,  which 
reduced  profits  by  nearly  $4  billion  over 
five  years.  Without  admitting  fraud,  it 
changed  its  accounting  treatment  in 
every  case  cited  in  Spitzer's  complaint. 
That  concession  makes  it  much  harder 
for  Greenberg  to  argue  that  the  original 
accounting  was  defensible.  "If  s  very  dif- 
ficult to  defend  a  case  when  your  co-de- 
fendant is  confessing,"  says  John  C.  Cof- 
fee, a  professor  at  Columbia  Law  School. 
"He's  in  an  impossible  situation." 


VAGUE  RULES 

OF  COURSE,  GREENBERG  isn't  one  to  roll 
over  and  play  dead.  He  has  top  legal  rep- 
resentation, including  David  Boies,  who 
led  the  government's  antitrust  prosecution 
of  Microsoft  Corp.,  and  Martha  Stewart's 
defense  attorney,  Robert  G.  Morvillo.  The 
legal  team  is  expected  to  argue  that  there 
was  nothing  illegal  about  try- 
ing to  place  AIG's  results  in 
the  best  fight,  that  the  rele- 
vant accounting  rules  are 
both  complex  and  vague,  and 
that  all  of  the  company's  re- 
sults were  approved  by  both 
internal  accountants  and  the 
company's  independent  audi- 
tor, PricewaterhouseCoopers. 
But  Spitzer's  team  is  like- 
ly to  argue  that  sign-offs  by 
accountants  or  auditors 
don't  absolve  Greenberg  or 
Smith  of  responsibility  for 
the  financial  statements. 
They  argue  that  the  actions 
cited  in  the  complaint  were 
deliberate  attempts  to  mis- 
lead investors  about  AIG's 
true  financial  condition— 
and  thus  clear-cut  violations 
of  the  Martin  Act  and  other 


state  fraud  statutes.  A 
centerpiece  of  their 
argument  is  the  accu- 
sation that  Greenberg 
personally  initiated  a 
scheme  to  inflate 
AIG's  loss  reserves 
through  a  phony 
$500  million  reinsur- 
ance deal  with  Gener- 
al Re  Corp.,  a  unit  of 
Warren  E.  Buffett's 
Berkshire  Hathaway 
Inc.  The  government 
cites  a  phone  call  by 
Greenberg  to  Gen  Re 
in  which,  it  says, 
Greenberg  insisted 
that  the  proposed 
deal  be  riskless  for 
AIG.  If  true,  that 
means  Greenberg 
planned  a  deal  from 
the  start  that  would  not  qualify  as  rein- 
surance. Spitzer  also  cites  documents 
that  were  apparently  fabricated  after- 
ward to  disguise  the  nature  of  the  deal- 
evidence  that  the  participants  felt  they 
had  something  to  hide.  And  to  show  that 
the  gambit  truly  misled  investors, 
Spitzer  cites  reports  by  stock  market  an- 
alysts who  were  impressed  by  the  appar- 
ent increase  in  reserves. 

Shareholders  of  insurance  companies 
get  nervous  when  the  core  underwriting 
business  loses  money.  Spitzer  says  AIG 
disguised  underwriting  losses  by  mak- 
ing them  appear  to  be  losses  on  invest- 
ments, which  are  less  worrisome  to 
shareholders.  He  also  says  Greenberg 
concealed  AIG's  ownership  of  offshore 


Spitzer  vs.  Greenberg 

How  strong  a  case?  The  key  allegations: 

HIDING  UNDERWRITING  LOSSES  Former  American  International 
Group  CEO  Maurice  R.  Greenberg  allegedly  was  involved  in 
disguising  losses  from  underwriting  as  losses  from  investing,  which 
worry  investors  less.  Proving  Greenberg's  involvement  rests  partly 
on  the  credibility  of  testimony  by  AIG  executive  Joseph  Umansky, 
but  Spitzer  also  has  memos  written  to  Greenberg  on  the  topic. 

INFLATING  RESERVES  Greenberg  allegedly  worked  with  General  Re 
in  late  2000  to  inflate  AIG's  reserves  against  losses  using  sham 
insurance  transactions.  Spitzer  cites  a  key  phone  call  by  Greenberg 
to  Gen  Re  as  well  as  numerous  memos  sent  to  him. 

CHEATING  ON  WORKER'S  COMP  AIG  allegedly  disguised  some  of  its 
income  from  worker's  compensation  insurance,  which  allowed  it  to 
undercontribute  to  New  York  State  workers'  comp  funds.  The  suit 
identifies  repeated  warnings  from  lawyers  that  the  practice  was 
illegal  but  alleges  Greenberg  ignored  them. 


GREENBERG  His  legal 
team  includes  David 
Boies  and  Robert  G. 
Morvillo 


affiliates,  onto  whic 
the  company  dumpe 
losses.  Both  charge 
cite  numerous  intei 
nal  memos  addresse< 
to  Greenberg,  plu 
testimony  by  AIG  ex 
ecutive  Joseph  Uman 
sky,  who  says  the  bos 
was  closely  involved 
Spitzer  also  pre; 
ents  evidence  tha 
Greenberg  was  highl 
motivated  to  chea 
The  complaint  allege 
that  Greenberg  obses 
sively  monitored  AI 
stock  and  ordered  hi 
traders  to  buy  shares  to  prop  it  up 
in  one  case  after  the  3:50  p.m.  deadlin 
past  which  companies  cannot  buy  thei 
own  shares.  Spitzer  calculates  that  eve 
$1  change  in  the  price  of  the  stock  erase 
or  added  $65  million  to  Greenberg' 
net  worth. 

Some  of  the  most  egregious  allege 
conduct  had  nothing  to  do  with  arcan 
accounting  shenanigans.  The  complain, 
for  instance,  cites  memos  and  intend 
notes  to  show  that  Greenberg  ignored  hi 
attorneys'  warnings  that  the  compan 
was  breaking  the  law  by  underreportin 
its  premium  income  from  workers'  com 
pensation  policies.  Doing  so,  Spitzer  al 
leges,  enabled  the  company  to  undercon 
tribute  to  worker's  compensation  fund 
and  underpay  taxes  oi 
workers'  comp  premiums,  i 
former  general  counse 
newly  arrived  in  1991,  inter 
viewed  employees  abou  i 
whether  AIG  was  complying 
with  the  law  on  workers 
comp  premiums.  According 
to  the  counsel's  notes,  on« 
employee  said  he  tolc 
Greenberg  that  "if  we  wen 
legal,  we  wouldn't  be  ii 
business."  Greenberg  "be 
gan  laughing  and  that  wa 
the  end  of  it." 

That's  the  kind  of  stuf 
prosecutors  love  to  throw  a 
a  jury.  Now,  Spitzer's  critic: 
and  defenders  alike  may  fi 
nally  find  out  whether  if 
actually  enough  to  win  on< 
over.  ■ 

-By  Peter  Coy  in  New  Yon 
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it  is  important  to  seek  immediate  medical  attention.  Erections  lasting  longer  than  six  hours 
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VIAGRA* 

(sildenafil  citrate)  tablets 


This  summary  contains  important  information  about  VIAGRA".  It  is 

not  meant  to  take  the  place  of  your  doctor's  instructions.  Read  this 
information  carefully  before  you  start  taking  VIAGRA.  Ask  your 
doctor  or  pharmacist  if  you  do  not  understand  any  of  this  information 
or  if  you  want  to  know  more  about  VIAGRA. 
This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by 
their  doctors.  However,  VIAGRA  is  not  for  everyone.  It  is  intended  for 
use  only  by  men  who  have  a  condition  called  erectile  dysfunction. 
VIAGRA  must  never  be  used  by  men  who  are  taking  medicines  that 
contain  nitrates  of  any  kind,  at  any  time.  This  includes  nitroglyc- 
erin. If  you  take  VIAGRA  with  any  nitrate  medicine  your  blood  pres- 
sure could  suddenly  drop  to  an  unsafe  or  life  threatening  level. 

•  What  Is  VIAGRA? 

VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in  men. 
It  can  help  many  men  who  have  erectile  dysfunction  get  and  keep  an 
erection  when  they  become  sexually  excited  (stimulated). 
You  will  not  get  an  erection  just  by  taking  this  medicine.  VIAGRA 
helps  a  man  with  erectile  dysfunction  get  an  erection  only  when  he  is 
sexually  excited. 

•  How  Sex  Affects  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  fills  with  more  blood 
than  usual.  The  penis  then  expands  and  hardens.  This  is  called  an 
erection.  After  the  man  is  done  having  sex,  this  extra  blood  flows  out 
of  the  penis  back  into  the  body.  The  erection  goes  away.  If  an  erection 
lasts  for  a  long  time  (more  than  6  hours),  it  can  permanently  damage 
your  penis.  You  should  call  a  doctor  immediately  if  you  ever  have  a 
prolonged  erection  that  lasts  more  than  4  hours. 
Some  conditions  and  medicines  interfere  with  this  natural  erection 
process.  The  penis  cannot  fill  with  enough  blood.  The  man  cannot  have 
an  erection.  This  is  called  erectile  dysfunction  if  it  becomes  a  frequent 
problem. 

During  sex.  your  heart  works  harder.  Therefore  sexual  activity  may 
not  be  advisable  for  people  who  have  heart  problems.  Before  you  start 
any  treatment  for  erectile  dysfunction,  ask  your  doctor  if  your  heart  is 
healthy  enough  to  handle  the  extra  strain  of  having  sex.  If  you  have 
chest  pains,  dizziness  or  nausea  during  sex,  stop  having  sex  and 
immediately  tell  your  doctor  you  have  had  this  problem. 

•  How  VIAGRA  Works 

VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  to 
sexual  stimulation.  When  a  man  is  sexually  excited,  VIAGRA  helps  the 
penis  fill  with  enough  blood  to  cause  an  erection.  After  sex  is  over,  the 
erection  goes  away. 

•  VIAGRA  Is  Not  for  Everyone 

As  noted  above  (Wow  Sex  Affects  the  Body),  ask  your  doctor  if  your 
heart  is  healthy  enough  for  sexual  activity. 
If  you  take  any  medicines  that  contain  nitrates  -  either  regularly  or 
as  needed  -  you  should  never  take  VIAGRA.  If  you  take  VIAGRA  with 
any  nitrate  medicine  or  recreational  drug  containing  nitrates,  your 
blood  pressure  could  suddenly  drop  to  an  unsafe  level.  You  could  get 
dizzy,  faint,  or  even  have  a  heart  attack  or  stroke.  Nitrates  are  found 
in  many  prescription  medicines  that  are  used  to  treat  angina  (chest 
pain  due  to  heart  disease)  such  as: 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes,  and 
tablets  that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets  that 
are  swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or 
nitrite  ("poppers").  If  you  are  not  sure  if  any  of  your  medicines  contain 
nitrates,  or  if  you  do  not  understand  what  nitrates  are,  ask  your  doctor 
or  pharmacist. 

VIAGRA  is  only  for  patients  with  erectile  dysfunction.  VIAGRA  is  not 
for  newborns,  children,  or  women.  Do  not  let  anyone  else  take  your 
VIAGRA.  VIAGRA  must  be  used  only  under  a  doctor's  supervision. 

•  What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dysfunction.  It  is  a  treatment 
for  erectile  dysfunction. 

•  VIAGRA  does  not  protect  you  or  your  partner  from  getting 
sexually  transmitted  diseases,  including  HIV  —  the  virus  that 
causes  AIDS. 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac. 

•  What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  decide  if  VIAGRA  is  right  for  you.  VIAGRA  can 
cause  mild,  temporary  lowering  of  your  blood  pressure.  You  will  need 
to  have  a  thorough  medical  exam  to  diagnose  your  erectile  dysfunc- 
tion and  to  find  out  if  you  can  safely  take  VIAGRA  alone  or  with  your 
other  medicines.  Your  doctor  should  determine  if  your  heart  is  healthy 
enough  to  handle  the  extra  strain  of  having  sex. 
Be  sure  to  tell  your  doctor  if  you: 

•  have  ever  had  any  heart  problems  (e.g.,  angina,  chest  pain, 
heart  failure,  irregular  heart  beats,  heart  attack  or  narrowing 
of  the  aortic  valve) 

•  have  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 

•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  have  ever  had  any  kidney  problems 

•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sickle  cell 
anemia  or  leukemia 

•  are  allergic  to  sildenafil  or  any  of  the  other  ingredients  of 
VIAGRA  tablets 

•  have  a  deformed  penis,  Peyronie's  disease,  or  ever  had  an 
erection  that  lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  of  bleeding  problems 

•  are  taking  any  other  medicines 


•  VIAGRA  and  Other  Medicines 

Some  medicines  can  change  the  way  VIAGRA  works.  Tell  your  doctor 
about  any  medicines  you  are  taking.  Do  not  start  or  stop  taking  any 
medicines  before  checking  with  your  doctor  or  pharmacist.  This 
includes  prescription  and  nonprescription  medicines  or  remedies: 

•  Remember,  VIAGRA  should  never  be  used  with  medicines 
that  contain  nitrates  (see  VIAGRA  Is  Not  for  Everyone). 

•  If  you  are  taking  alpha-blocker  therapy  for  the  treatment  of 
high  blood  pressure  orprostate  problems,  you  should  not 
take  a  dose  of  greater  than  25  mg  of  VIAGRA  at  the  same  time 
(within  4  hours)  as  you  take  your  dose  of  alpha-blocker. 

•  If  you  are  taking  a  protease  inhibitor,  your  dose  may  be 
adjusted  (please  see  Finding  the  Right  Dose  for  You). 

•  VIAGRA  should  not  be  used  with  any  other  medical  treatments 
that  cause  erections.  These  treatments  include  pills,  medicines 
that  are  injected  or  inserted  into  the  penis,  implants  or  vacuum 
pumps. 

•  Finding  the  Right  Dose  for  You 

VIAGRA  comes  in  different  doses  (25  mg,  50  mg  and  1 00  mg).  If  you 
do  not  get  the  results  you  expect,  talk  with  your  doctor.  You  and  your 
doctor  can  determine  the  dose  that  works  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes. 

•  If  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with 
your  doctor. 

•  VIAGRA  should  not  be  taken  more  than  once  a  day. 

If  you  are  older  than  age  65,  or  have  serious  liver  or  kidney  problems, 
your  doctor  may  start  you  at  the  lowest  dose  (25  mg)  of  VIAGRA.  If  you 
are  taking  protease  inhibitors,  such  as  for  the  treatment  of  HIV,  your 
doctor  may  recommend  a  25  mg  dose  and  may  limit  you  to  a  maxi- 
mum single  dose  of  25  mg  of  VIAGRA  in  a  48  hour  period.  If  you  are 
taking  alpha-blocker  therapy,  you  should  not  take  a  dose  of  greater  than 
25  mg  of  VIAGRA  at  the  same  time  (within  4  hours)  as  your  dose  of 
alpha-blocker. 

•  How  To  Take  VIAGRA 

Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex.  Beginning 
in  about  30  minutes  and  for  up  to  4  hours,  VIAGRA  can  help  you  get 
an  erection  if  you  are  sexually  excited.  If  you  take  VIAGRA  after  a  high- 
fat  meal  (such  as  a  cheeseburger  and  french  fries),  the  medicine  may 
take  a  little  longer  to  start  working.  VIAGRA  can  help  you  get  an  erec- 
tion when  you  are  sexually  excited.  You  will  not  get  an  erection  just  by 
taking  the  pill. 

•  Possible  Side  Effects 

Like  all  medicines,  VIAGRA  can  cause  some  side  effects.  These  effects 
are  usually  mild  to  moderate  and  usually  don't  last  longer  than  a  few 
hours.  Some  of  these  side  effects  are  more  likely  to  occur  with  higher 
doses.  The  most  common  side  effects  of  VIAGRA  are  headache,  flush- 
ing of  the  face,  and  upset  stomach.  Less  common  side  effects  that 
may  occur  are  temporary  changes  in  color  vision  (such  as  trouble 
telling  the  difference  between  blue  and  green  objects  or  having  a  blue 
color  tinge  to  them),  eyes  being  more  sensitive  to  light,  or  blurred 
vision. 

In  rare  instances,  men  have  reported  an  erection  that  lasts  many 
hours.  You  should  call  a  doctor  immediately  if  you  ever  have  an  erec- 
tion that  lasts  more  than  4  hours.  If  not  treated  right  away,  permanent 
damage  to  your  penis  could  occur  (see  How  Sex  Affects  the  Body). 
Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been 
reported  rarely  in  men  taking  VIAGRA.  Most,  but  not  all,  of  these  men 
had  heart  problems  before  taking  this  medicine.  It  is  not  possible  to 
determine  whether  these  events  were  directly  related  to  VIAGRA. 
VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this 
sheet.  If  you  want  more  information  or  develop  any  side  effects  or 
symptoms  you  are  concerned  about,  call  your  doctor. 

•  Accidental  Overdose 

In  case  of  accidental  overdose,  call  your  doctor  right  away. 

•  Storing  VIAGRA 

Keep  VIAGRA  out  of  the  reach  of  children.  Keep  VIAGRA  in  its  origi- 
nal container.  Store  at  25°C  (77°F);  excursions  permitted  to  15-30°C 
(59-86°F)  [see  USP  Controlled  Room  Temperature], 

•  For  More  Information  on  VIAGRA 

VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction. 
Only  your  doctor  can  decide  if  it  is  right  for  you.  This  sheet  is  only  a 
summary.  If  you  have  any  questions  or  want  more  information  about 
VIAGRA,  talk  with  your  doctor  or  pharmacist,  visit  www.viagra.com,  or 
call  1-888-4VIAGRA. 
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HOW  TO  HARPOON 
A  CYBER  SHARK 

New  technology  could  thwart  'phish5 
e-mails  that  seek  consumers5  private  data 


THE  CORPORATE  BATTLE 
against  cybercrime  is  un- 
ending. And  phishing— 
bogus  e-mails  designed  to 
trick  consumers  into 
coughing  up  personal 
info— is  among  the  most 
nsidious  of  foes.  Just  ask  Ambika  Gadre, 
director  of  security  and  threat  preven- 
tion at  IronPort  Systems  Inc.,  an  e-mail 
security  firm.  Gadre  and  her  team,  rely- 
ing in  part  on  a  promising 
new  authentication  technol- 
ogy called  domain  keys,  spot 
an  ever  rising  tide  of  bogus 
e-mails  slinking  across  the 
Web.  "Phishing  is  so  dam- 
aging," says  Gadre. 

With  the  phish  epidemic 
starting  to  sap  confidence  in 
online  commerce,  e-tailers 
and  banks  alike  are  scram- 
bling to  beef  up  defenses. 
Amazon.com  Inc.  is  expected 
to  begin  testing  an  IronPort 
system  soon  that  verifies  if  e- 
mail  pitches  sent  to  con- 
sumers under  its  name  are 
real.  Bank  of  America  Corp. 
is  rolling  out  technology  that 
helps  customers  ensure  they 
have  reached  the  bank's  real 
site— rather  than  a  fake  one 
set  up  by  the  phishers  to  cap- 
ture their  user  IDs  and  pass- 
words. And  the  anti-phishing 
effort  got  a  big  boost  June  1, 
when  Yahoo!  Inc.  and  Cisco 
Systems  Inc.  announced  ^^^^^ 
plans  to  merge  competing 
technologies— clearing  the  way  for  a  do- 
main-keys technical  standard. 

It's  a  counterattack  against  phishing 
that  may  at  last  have  teeth.  "When  evil 
folks  with  malicious  intent  send  an  e- 
mail  that  purports  to  be  from  Business- 


Week.com,  we'll  know,"  says  Andrew  R. 
Spillane,  an  exec  in  the  e-mail  unit  of  Ya- 
hoo! Inc.,  which  pioneered  the  technolo- 
gy and  rolled  it  out  last  year. 

The  key  to  countering  phishing,  say 
experts,  is  making  sure  consumers  know 
which  e-mails  are  real  and  which  are  not. 
Since  last  year,  many  banks,  e-commerce 
sites,  and  others  who  send  e-mail  have 
relied  on  a  free  software  developed  by 
Microsoft  Corp.  and  others  called  Sender 


Phish  Bait 


Increasingly,  fake 
e-mails-or  phish— are 
being  used  to  trick 
consumers  into  giving 
up  personal  info.  New 
security  software  called 
domain  keys  is  aimed  at 
stopping  the  problem. 
Here's  how  it  works: 


SEAL  OF  APPROVAL 


»  Banks,  credit  card  companies,  or 
others  that  buy  the  software  would 
receive  a  unique  code,  known  as  a 
private  key.  That  code  would  match  a 
digital  signature  placed  on  all 
legitimate  e-mail  sent  to  customers. 


CHALLENGED  AT  THE  GATE 


»  When  an  Internet  service  provider 
receives  an  e-mail  purporting  to 
come  from  a  company  that  uses 
domain  keys,  it  will  automatically 
check  to  see  if  the  digital  signature 
matches  that  of  the  real  company. 


ADMITTED-OR  BLOCKED 


» If  the  signature  matches,  the  ISP 
will  send  the  e-mail  on,  telling  the 
recipient  that  its  origin  has  been 
verified.  If  the  signature  isn't  legit, 
the  ISP  will  warn  consumers  not  to 
open  the  e-mail. 


ID.  The  technology  uses  the  coordinates 
of  Web-connected  PCs  and  servers, 
known  as  IP  addresses,  to  trace  the  ori- 
gins of  e-mail.  Some  750,000  company 
domain  names  around  the  world  have 
been  registered  under  Sender  ID,  accord- 


ing to  Microsoft.  Trouble  is,  say  security 
analysts,  the  bad  guys  can  route  phish 
through  many  servers  to  disguise  who 
originally  sent  them.  "Sender  ID  is  the 
first  step,"  says  Ryan  Hamlin,  Microsoft's 
general  manager  of  technology  care  and 
safety.  "But  if  s  not  the  end  game." 

CODED  SIGNATURE 

ENTER  DOMAIN  KEYS— a  more  robust 
authentication  technology.  Here's  how  it 
works:  When  a  bank  or  e-commerce  firm 
sends  out  e-mail,  the  mailing  contains  a 
signature  that  corresponds  to  a  unique 
code  allocated  to  the  sender.  When  an  e- 
mail  firm  or  an  ISP  receives  a  message  to 
transmit  to  its  users,  it  can  check  to  see  if 
the  signature  on  the  e-mail  matches 
that  of  the  bank  or  e-commerce  site  it 
claims  to  be  from.  If  it  does,  the  person 
getting  the  e-mail  will  be  told  it's  legit.  If 
not,  the  ISP  will  warn  the  customer  not 
to  open  it. 

That's  not  the  only  way  banks  are  beef- 
ing up  Internet  security.  Some  are  putting 
in  place  technology  that  helps  online  cus- 
tomers ensure  they  are  visiting  the  real 
Web  site,  as  well  as  keep  fraudsters  out. 
Bank  of  America's  SiteKey  system  shows 
online  customers  a  picture 
when  they  visit  its  site.  If  the 
image  they've  chosen  doesn't 
pop    up,    they    will    know 
they've  reached  a  bogus  site. 
And  if  fraudsters  try  to  access 
a  customer's  BofA  account 
from  an  unrecognized  PC, 
they  will  have  to  answer  a 
predetermined  question. 

Still,  such  technologies 
face  hurdles.  With  Yahoo! 
and  Cisco  just  agreeing  on 
common  standards  for  do- 
main keys,  many  companies 
may  resist  investing  in  the 
technology  until  the  kinks 
are  worked  out.  Price  is  an- 
other issue.  A  domain  key 
package  for  a  mass  e-mailer 
costs  $500,000,  on  average, 
says  IronPort.  For  a  big  com- 
pany, that's  not  much  to 
stymie  forged  e-mails  that 
can  damage  reputations  and 
clog  up  millions  of  e-mail  ac- 
counts. But  smaller  busi- 
nesses may  hesitate  to  up- 
grade until  the  price  drops. 
With  consumers  increasingly  wary  about 
buying  and  banking  online,  however,  they 
may  have  little  choice.  ■ 

-By  Brian  Grow  in  Atlanta, 

Mara  Der  Hovanesian  in  New  York, 

and  Jay  Greene  in  Seattle 
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NICE  FLYING.  HERE'S 
YOUR  PARACHUTE 

Boeing  investors  like  their  interim  CEO. 
Still,  the  top  brass  says  he's  temporary 


AT   A    BREAK   DURING 
Boeing  Co.'s  annual  in- 
vestor   conference    in 
Seattle  on  May  17,  two 
of   Wall    Street's    top 
aerospace      analysts- 
Bear   Stearns   &   Co.'s 
Steven  Binder  and  Lehman  Brothers 
Inc.'s  Joseph  Campbell— cornered  Boeing 
Chairman  Lewis  E.  Piatt.  They  quietly 
talked  up  the  merits  of  interim  Chief  Ex- 
ecutive James  A.  Bell  and  wanted  to  know 
why  the  board  wasn't  considering  him 
as  full-time  chief  of  the  world's  largest 
aerospace  company.  Said  Campbell: 
"Investors  think  James  Bell  is  doing  a 
great  job  and  should  be  on  the  short 
list  of  internal  candidates." 

Piatt  didn't  direcdy  respond.  But  he 
clearly  shares  much  of  the  enthusiasm 
for  Bell.  At  the  conference,  Piatt  praised 
him  as  "a  man  for  all  seasons"  and  said 
he  was  doing  a  "terrific  job"  as  CEO  and 
CFO  and  had  given  the  board  the  "luxury 
of  time"  to  find  a  qualified  candidate.  Yet 
Piatt  also  made  it  clear  the  board  viewed 
Bell's  leadership  as  temporary.  "When  we 
asked  James  to  step  in  as  interim  CEO  I 
told  him  we  did  not  consider  him  to  be  a 
permanent  candidate,"  Piatt  told  in- 
vestors. Neither  Piatt  nor  Bell  would  com- 
ment for  this  story,  but  Bell  has  said  he's 
eager  to  go  back  to  being  CFO. 

That's  too  bad,  because  a  growing 
number  of  employees,  investors,  and  ana- 
lysts believe  Bell,  56,  has  what  it  takes  to 
lead  Boeing,  a  company  that  faces  a 
tough  competitive  landscape  and  is  still 
recovering^,  from  a  series  of  scandals. 
Moreover,  two  of  the  top  external  candi- 
dates for  the  job  have  taken  themselves 
out  of  the  running,  while  Boeing's  two  in- 
ternal candidates,  Commercial  Airplane 
chief  Alan  R.  Mulally  and  Integrated  De- 
fense Systems  boss  James  F.  Albaugh, 
have  failed  to  impress  investors  despite 
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Bell's  Assets 


HE'S  A  NATURAL  Since  Bell  assumed 
the  interim  CEO  position  in  March,  his 
relaxed  but  disciplined  style  has  gotten 
results  that  are  impressing  Boeing's 
employees,  investors,  customers,  and 
competitors. 

WALL  STREET  LIKES  HIM  As  current 
CFO,  Bell  is  a  true  numbers  guy,  with  a 
degree  in  accounting.  His  extensive 
corporate  finance  experience  has  won 
investors'  confidence. 


HE'S  BELTWAY-TRAINED  Bell  has 
worked  closely  with  the  Defense  Dept. 
and  NASA,  a  key  requirement  for  the  job. 
Even  better,  his  disarming  personality 
would  win  new  friends  in  Washington. 

HE'S  THE  RIGHT  AGE  At  56,  he's  young 
enough  to  run  Boeing  for  a  long  spell.  Yet 
32  years  at  Rockwell  Aerospace  and 
Boeing  give  him  the  seasoning  to  handle 
the  challenge. 


overseeing  healthy  businesses.  "It's  goin 
to  be  very  hard  to  pick  a  top  aerospace  e? 
ecutive,"  says  Binder  of  Bear  Stearns. 

So  why  has  Bell  won  so  many  fans  sine 
taking  the  helm  in  March?  An  accountai 
by  training,  his  grip  on  the  numbers 
widely  admired.  But  they  also  point  t 
Bell's  mediating  and  negotiating  skills.  1 
April,  Bell  managed  to  accomplish  in  thre 
days  what  his  predecessors  had  failed  to  d 
for  two  years:  persuade  Boeing  and  Loci 
heed  Martin  Corp.  to  mesh  their  rocki 
launch  businesses  into  one.  Sources  fc 
both  companies  say  Bell  was  instruments: 
in  getting  the  deal  done,  sidelining  th 
lawyers  who  had  failed  to  agree  on  a  vah 
ation  for  the  joint  venture  and  putting  hi 
finance  guys  out  front.  Lockheed  CP 
Christopher  E.  Kubasik,  who  led  his  con 
pan/s  negotiation,  cited  Bell's  "strong  an 
effective  leadership." 

HONEST  REP 

A  KEY  REQUIREMENT  for  the  CEO  jot 

according  to  Piatt,  is  the  ability  to  mem 

frayed  relations  with  Boeing's  gove 

ment   customers.   Bell,  who  worke 

closely  with  the  Defense  Dept.  during  i 

stint  at  Boeing's  Space  &  Communi 

cations  division  in  the  1990s,  ha 

much  Beltway  experience  and  a  repu 

tation  for  honesty.  Such  a  mix  woul 

go  a  long  way  to  putting  Boeing's  eth 

ical  scandals  behind  it  and  restorin 

the  trust  of  its  biggest  customer.  Witl 

defense  accounting  for  slightly  mon 

than  50%  of  revenues  in  2004,  or  $30  bil 

lion,  the  stakes  are  massive. 

Finally,  at  a  company  hurt  by  scanda 
and  riven  by  strife,  picking  an  inspiring 
insider  could  catalyze  a  healthier  culture 
Many  employees  would  prefer  one 
their  own  to  run  Boeing  but  are  split  oi 
Mulally  and  Albaugh.  "[Bell]  is  charis 
matic  and  he  really  knows  his  stuff,"  say 
one  Boeing  exec.  "He  can  get  down  in  th 
weeds  with  any  of  these  guys." 

Analysts  concede  Bell  may  not  have  th 
operating  and  manufacturing  experienc 
the  board  wants.  But  they  argue  that  hi: 
strong  financial  background  and  knowl 
edge  of  Boeing  should  offset  that  flaw, 
like  the  concept  of  having  the  technical 
oriented  leaders  reporting  to  a  finano 
guy,"  says  Morgan  Stanley  analyst  Heid 
Wood.  "He's  got  such  a  good  handle  or 
the  numbers."  And  this  bean  counter  als( 
has  a  sense  of  humor.  When  Bell  was 
asked  what  it  feels  like  to  be  an  interin 
CEO,  he  told  investors:  "All  CEOs  are  in 
terim.  Some  just  don't  have  the  absolute 
benefit  of  knowing  when  their  term  wil 
expire."  Perhaps  Bell  shouldn't  either. 

-By  Stanley  Holmes  in  Seatth 


and 

OK 


Introducing  a  vehicle  so 

advanced,  just  reading  about  it 

can  make  you  feel  safer. 


Want  to  give 
yourself  some 
peace  of  mind? 
Read  on.  Because 
the  all-new  Odyssey 
was  designed  to  incorporate  Honda's  latest 
breakthroughs  in  advanced  safety  technology. 
Consider  the  airbags.  In  addition  to  the 
front  and  front  side  airbags,  every  Odyssey 
now  includes  side  curtain  airbags  for  all  three 
rows.  There  are  even  sensors  that  trigger 
airbag  deployment  in  the  event  of  a  rollover. 
Hondas  sophisticated  Vehicle  Stability 
Assist  (VSA®)  system  is  included  as  well. 
VSA  enhances  stability  by  detecting  both 
understeer  and  oversteer.  Once  detected, 
VSA  can  automatically  apply  braking  when 
needed -and  even  reduce  throttle -to  help 


put  you  back  on  your  intended  path  of  travel. 

And,  because  passenger  protection  is 
of  primary  importance,  every  Odyssey  now 
includes  Hondas  Advanced  Compatibility 
Engineering™  (ACE™)  body  structure.  It's 
designed  to  absorb  and  disperse  crash  energy 
over  a  larger  area.  This  helps  to  deliver  an 
enhanced  level  of  protection  to  the  passenger 
compartment  The  system  even  helps  make 
the  Odyssey  more  crash  compatible  with 
vehicles  of  differing  ride  heights. 

The  all-new  Honda  Odyssey.  See?  You 
probably  feel  safer  already. 


(UlHONDA 


The  all-new  Odyssey 
A  great  idea.  Made  hetter. 


honda.com  1-800-33-Honda 

EX  with  I  .other  model  shown.  ©2004  Amctican  Honda  \lotot  ( !a,  Inc 


News  In  Biz  This  Week 


EDITED  BY  MONICA  GAGNIER 


CAME 
THE  DAWN 

Glenn  Tilton,  chairman  and 
chief  executive  of  UAL,  is 
finally  in  the  homestretch  of 
United  Airlines'  bankruptcy. 
Nearly  30  months  after 
Tilton  put  money-losing 
United  into  Chapter  11, 
management  reached  a 
tentative  contract  on  May  31 
with  the  last  of  its  labor 
unions  on  a  second  round  of 
wage  and  benefit  cuts. 

The  pact  with  the 
International  Association  of 
Machinists  &  Aerospace 
Workers  came  only  hours 
after  members  of  the  Aircraft 
Mechanics  Fraternal  Assn. 
approved  a  3.9%  cut  in  pay. 
All  together,  employees  have 
given  up  $700  million  a  year 
this  spring,  that's  on  top  of 
$2.5  billion  in  givebacks  in 
2003.  Earlier  in  May,  Tilton 
won  bankruptcy  court 
approval  to  dump  United's 
pension  obligations  on  the 
government's  Pension  Benefit 
Guaranty  Corp.,  saving  $645 
million  a  year. 
•  Tilton  could  still  stumble. 
He  must  line  up  new 
financing  and  get  the  judge's 
blessing  on  a  restructuring 
plan.  But  that  will  be  a  lot 
easier  now  that  he  has  gotten 
what  he  wanted  from  labor. 

-Michael  Arndt 


L 


THE GREEN 
GOLDEN  STATE 

Global  warming  may  not  be  a 
big  concern  of  the  Bush 
Administration,  but  the 
Terminator  is  forging  ahead 
anyway.  On  June  1, 
Republican  Governor  Arnold 
Schwarzenegger  announced  a 
new  plan  to  cut  California's 
emissions  to  1990  levels  by 
2020  and  to  80%  below  1990 
levels  by  2050.  State  officials 
fear  such  a  climate  change 
could  lead  to  water  shortages 
and  more  forest  fires  in 
California.  They  also  see  big 
markets  for  local  companies 
that  offer  alternative  energy 
sources  and  technologies  to 
reduce  emissions. 
Schwarzenegger  is  getting 
kudos  just  for  tackling  the 
issue  and  breaking  with  the 
White  House,  but  some 
environmentalists  wish  that 
the  plan  set  stricter  targets 
and  had  more  teeth. 


A  FAMILIAR 
FACE  AT  FANNIE 


A  kinder,  gentler  Fannie 
Mae— or  more  of  the  same? 
The  June  1  permanent 
appointment  of  Acting  Chief 
Executive  Daniel  Mudd  to  the 
top  job  signals  a  break  with 
the  housing  giant's  past 
politics,  but  not  with  its 
business  model.  Mudd,  46, 
has  served  as  a  calming 
influence  for  the  past  six 
months,  apologizing  for 
Fannie's  accounting  scandal, 


yielding  to  calls  for  new 
regulation,  and  reining  in 
Fannie's  arrogant  lobbyists. 
In  that,  he  differs  from 
former  CEO  Franklin  Raines, 
who  was  forced  out  last 
December.  But  critics  were 
quick  to  note  that  Mudd  was 
Raines's  No.  2  during  the 
three  years  when  aggressive 
accounting  for  hedging 
racked  up  $11  billion  in 
misstatements— and  that  he's 
resisting  a  White  House  push 
for  new  caps  on  Fannie's 
profitable  mortgage  portfolio. 


BARGAIN 
BROADBAND 

SBC  Communications  sent  a  jolt 
through  the  broadband 
Internet  market  on  June  1  by 
slashing  its  price  for  DSL 
service  by  25%,  to  $14-95  a 
month.  The  move  pulls 
broadband  below  the  cost  of 
dial-up  service  for  the  first 
time  and  puts  pressure  on 
providers  such  as  AOL  and 
Earthlink.  But  SBC  is  also 
aiming  to  hold  off  its  cable 
rivals,  which  serve  about  57% 
of  broadband  households  in 
the  U.S.  SBC's  price  cut  lowers 
its  bundle  of  local  and  long- 
distance telephone  service, 
plus  Internet  service,  to 
$59-54.  That  competes  more 
favorably  with  cable  operators 
such  as  Cox  Communications 
that  have  invaded  SBC's  turf 
with  bundles  of  similar 
services  for  about  $60. 


TAKE  THAT, 
AIRBUS 

After  months  of  on- again,  off- 
again  negotiations,  the  U.S. 
and  European  Union  are 
asking  the  World  Trade 
Organization  to  rule  on  their 
dispute  over  aircraft 
subsidies.  On  May  31  the  U.S. 
Trade  Representative 
officially  complained  to  the 
WTO  that  European 
governments  have  unfairly 


helped  European  planemakt 
Airbus  develop  new  aircraft, 
by  providing  loans  that  only 
have  to  be  repaid  if  the  plam 
is  commercially  successful. 
The  EU  fired  back  that  Boein 
has  received  billions  in  tax 
breaks  and  indirect 
government  aid.  Both  sides 
say  they  are  willing  to  seek  a 
negotiated  settlement. 


ETCETERA... 

»  Without  admitting  or 
denying  guilt,  Citigroup  paid 
$208  million  to  settle  fraud 
charges  by  the  SEC. 
»The  government  is 
probing  engine-stalling  in 
Toyota's  Prius  hybrids. 
>>  EBay  will  acquire 
Shopping.com  for  $620 
million  in  cash. 


CLOSING  BELL 


Kohl's  shares 
surged  4.9%,  to 
$51.05,  after  the 
value-priced 
apparel  retailer 
reported  better- 
than-expected  May 
sales  on  June  1. 
The  0.2%  sales 
gain  at  stores  open 
at  least  a  year 
convinced  investors 
that  Kohl's  efforts  to 
enliven  its  wares 
are  paying  off. 


DOLLARS 


KOHL'S 


MAY  23.  05 

Data:  Bloomberg  Financial  Markets 
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VISA  SECURITY  PROGRAM 


CONTINUOUS 

MONITORING 


I.D.  THEFT 
ASSISTANCE 


Verified 

by  VISA 


ZERO 
LIABILITY 


3-DIGIT 
CODE 


[    LAYERS  OF  SECURITY    ] 


A  MULTI-LAYERED  APPROACH  TO  PAYMENT  CARD  SECURITY. 

Visa  has  many  ways  of  protecting  your  card.  For  instance,  if  your  card  is  fraudulently 
used  to  make  purchases,  you  will  not  be  held  responsible.  Visa  also  constantly 
monitors  your  account  to  detect  suspicious  or  unusual  activity.  In  addition,  we 
provide  access  to  identity  theft  assistance.  Visa  can  even  confirm  your  identity 
when  you're  shopping  online.  It  all  adds  up  to  protection.  Layer  upon  layer  of  it. 

VISA.COM/SECURITY 


Covers  U.S.  issued  cards  only.  Visa's  Zero  Liability  Policy  does  not  apply  to  commercial  card  or  ATM  transactions,  or  to  PIN 
transactions  not  processed  by  Visa.  Notify  your  financial  institution  immediately  of  any  fraudulent  use.  Verified  by  Visa  is  not 
available  with  all  cards  and  requires  online  activation  and  use  at  a  participating  online  merchant.  For  additional  restrictions, 
limitations,  and  information  relating  to  Visa  security  features,  see  your  cardholder  agreement  and  go  to  visa.com/security. 


VISA 


©2005  Visa  USA.  Inc 


Solutions  for  the  adaptive  enterprise. 


HP  StorageWorks  Tiered  Storage  offers  a  full  range  of  choices  engineered  to  help  manoc 
So  you  can  rest  assured  the  data  you  need  is  easily  retrievable,  safe  and  secure.  Less  // 


(Q 


See  how  HP  Services  a.  Dmpliance  S( 

Growth  Without  Limits— Effective  Use  of  Here 


i  help  you  by  viewing  the  webcast 
age  at  hp.com/info/tieredstorage 


on  Outlook 
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Breathing  Fire  at 
The  Chinese  Dragon 


N  THE  PAST  MONTH,  the  U.S.  has  slapped  import  quotas  on  some 
hinese  textiles,  placed  China  on  a  "watch  list"  for  failing  to  pro- 
tect intellectual-property  rights,  and  threatened  to  brand  Beijing 
a  currency  manipulator.  But  while  Bush  Administration  officials 
insist  that  the  new  "talk-tough"  approach  is  not  a  prelude  to 

down.  In  a  phone  conversation  with  Chi- 


a  trade  war,  they  believe  it  is  the  last  best 
chance  for  more  balance  in  an  economic  re- 
ationship  they  say  is  now  tilted  heavily  to- 
ward China. 

The  push  is  part  of  a  coordinated  effort 
by  a  new  crop  of  economic  officials  to  nar- 
row the  U.S.'s  mammoth  $162  billion 
trade  deficit  with  China.  Recently  installed 
U.S.  Trade  Representative  Rob  Portman 
las  initiated  a  "top-to-bottom"  review  of 
lis  department's  relations  with  China, 
while  new  Commerce  Secretary  Carlos  M. 
Gutierrez  is  set  to  visit  Beijing  in  early  June 
to  press  for  greater  protection  of  intellectu- 
al property.  "As  [China]  grows... you'll  see 
more  and  more  instances  where  the  U.S.  is 
insisting  upon  fair  trade," 
President  Bush  said  at  a 
May  31  press  conference. 

A  key  moment  could 
come  if,  as  the  Administra- 
tion expects,  Beijing  agrees 
to  relax  its  grip  and  allow 
the  yuan  to  appreciate  sig- 
nificantly against  the  dollar 
3y  the  fall.  "We're  going  to 
see  action,"  Treasury  Secre- 
tary John  W.  Snow  told  the 
Senate  Banking  Committee 
on  May  26. 

It  was  a  bold  prediction, 
especially  in  light  of  Bei- 
jing's repeated  rejections  of 
Snow's  revaluation  appeals.  ^^^~ 
But  behind  the  public  bravado,  the  second- 
term  economic  team  is  exerting  White 
House,  congressional,  and  global  pressure 
to  make  it  happen.  The  strategy,  crafted  in 
jart  by  Treasury  Under  Secretary  for  Inter- 
national Affairs-designate  Tim  Adams,  in- 
volves using  public  and  private  diplomacy, 
both  bilateral  and  multinational,  to  per- 
suade China  to  abandon  its  policy  of  peg- 
ging its  currency  at  8.28  yuan  to  the  dollar. 

The  pressure  is  coming  from  the  top 


SNOW  He  boldly 
predicts  action 
on  the  currency 
front 


nese  President  Hu  Jintao  in  early  May, 
Bush  alluded  to  the  need  for  action  by  Chi- 
na on  the  yuan,  officials  told  BusinessWeek. 
Bush  is  expected  to  be  more  explicit  when 
he  meets  Hu  here  in  September. 

Punishment  Mode 

SHOULD  BEIJING  continue  to  balk,  Trea- 
sury will  name  China  as  a  currency  manip- 
ulator in  the  department's  semiannual  ex- 
change-rate report,  due  in  mid-October. 
That  would  pave  the  way  for  Congress  to 
enact  punitive  measures. 

And  Congress  appears  eager  to  oblige. 
Before  summer  recess,  the  Senate  is  ex- 
pected to  pass  a  bill  spon- 
sored by  Charles  E.  Schumer 
(D-N.Y.)  that  would  impose 
heavy  tariffs  on  Chinese  im- 
ports if  Beijing  doesn't 
change  its  currency  policy. 
Administration  officials  say 
Bush  opposes  the  proposal 
and  would  veto  it.  But  in  an 
effort  to  maintain  the  pres- 
sure, Bush  advisers  say  the 
President  might  be  willing  to 
go  along  with  what  one 
official  called  "Schumer  Lite"  if  Bei- 
jing doesn't  act. 

The  U.S.  also  is  stepping  up  the 
pressure  on  the  international  front. 
Snow  is  expected  to  press  the  Group 
of  Eight  nations  to  single  out  China  for  crit- 
icism at  their  June  10-11  meeting  in  Lon- 
don. Treasury  is  also  husbanding  support 
at  the  International  Monetary  Fund. 

U.S.  officials  recognize  that  the  new, 
forceful  approach  is  not  guaranteed  to  suc- 
ceed. Indeed,  it  could  backfire  by  stiffening 
China's  resolve  to  resist  revaluation.  But 
the  Bushies  are  betting  that,  at  a  minimum, 
they  will  finally  get  Beijing's  attention.  ■ 
-By  Rich  Miller,  with  Paul  Magnusson 


CAPITAL 
WRAPUP 


JUST  HOW  REVILED 
IS  THE  PRESS? 

IN  ONE  OF  THOSE  cases  of 
cosmic  irony,  the  identity  of 
Deep  Throat,  the  most  famous 
anonymous  source  of  all  time, 
was  revealed  to  be  former  FBI 
bigwig  W.  Mark  Felt  at  the  same 
time  the  news  business  is 
reeling  from  a  series  of  scandals 
involving  the  misuse  of 
unnamed  informants.  Just  28% 
of  Americans  have  a  lot  of 
confidence  in  newspapers  and 
TV  news,  a  May  23-26  Gallup 
Poll  found.  That's  down 
significantly  from  the  post- 
Watergate  high  of  51%.  But  the 
embattled  press  still  ranks 
higher  than  organized  labor 
(24%),  Congress  (22%),  and  Big 
Business  (22%).  The  public  also 
gives  qualified  support  to  Deep 
Throat  wannabes:  A  May  18-22 
ABC  News/Washington  Post  Poll 
found  that  53%  of  Americans 
approve  of  the  use  of  anony- 
mous sources;  43%  do  not. 

SMALL  BUSINESS 
TARGETS  TORT  REFORM 

BIG  BUSINESS  won  big  this 
spring  with  passage  of  class- 
action  limits.  Now  small 
business  wants  a  piece  of  the 
legal-reform  action.  The  Lawsuit 
Abuse  Reform  Coalition  (larc), 
an  alliance  of  130  groups,  is 
seeking  mandatory  sanctions 
against  lawyers  who  file 
frivolous  lawsuits.  The  plan 
"does  for  small  business  what 
class-action  reform  did  for  Big 
Business,"  says  Dirk  Van 
Dongen,  president  of  the 
National  Association  of 
Wholesaler-Distributors.  "It 
targets  the  woman-with-the- 
finger-in-her- chili  kind  of  stuff." 
The  House  Judiciary  Committee 
approved  the  measure  on  Apr. 
25— along  with  a  bill  to  protect 
the  food  industry  from  obesity- 
related  lawsuits.  Business  reps 
concede  that  they  face  an  uphill 
fight  in  the  Senate. 
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THE  EUROPEAN  UNION 


OPPORTUNITY 
KNOCKS 

Why  the  votes  against  the  EU 
constitution  may  strengthen  Europe 


IT'S  A  DEVASTATING  BLOW  TO  Eu- 
rope's political  elite.  In  rejecting  a 
proposed  European  Union  consti- 
tution, French  and  Dutch  voters 
have  sternly  rebuked  the  leaders 
who  spent  nearly  three  years  draft- 
ing the  400-page  document  and 
campaigning  for  its  adoption.  And  they 
have  cast  aside  a  longstanding  article  of 
faith:  That  a  more  united  Europe  is  essen- 
tial to  act  as  a  counterweight 
to  the  might  of  the  U.S.  and, 
increasingly,  China.  Without  a 
constitution,  Europe  would 
be  "broken,  searching  for  an 
impossible  consensus,"  Presi- 
dent Jacques  Chirac  warned 
French  voters  just  before  that 
country's  May  29  referen- 
dum, to  no  avail. 

Losing  face  isn't  the  only 
risk  for  Europe's  politicians. 
The  miserable  performance 
of  the  Continent's  biggest 
economies,  a  key  reason  for 
the  "no"  votes  on  the  consti- 
tution, could  also  propel  vot- 
ers in  Germany  and  Italy  to 
oust  both  of  those  countries' 
current  leaders  within  the 
year.  Now,  reform  advocates 
fret,  political  uncertainty  will 
make  it  that  much  harder  to 
enact  long-awaited  measures 
to  stimulate  growth. 

Worrisome?  Yes.  But  not 
catastrophic.  In  fact,  French 
and  Dutch  voters  may  have 
done  Europe  a  favor  by  turn- 
ing conventional  wisdom  on 
its  head.  Here  are  three  rea- 
sons why. 
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It's  a 
Growth 

Issue 

Many  of  the 
European  Union's 
biggest  economies 
are  stagnating,  while 
smaller,  more  nimble 
countries  are  growing 
robustly 


ESTIMATED  GOP  GROWTH 
THIS  YEAR 


Ireland 

Slovakia 

Poland 

Spain 

Britain 

Finland 

France 

Germany 

Netherlands 

Italy 

Data:  CECD 


1.  DEATH  OF  THE  FRENCH-GERMAN  IMPERIUM 
FROM  THE  EU'S  beginnings  shortly  after 
World  War  II,  France  and  Germany  have 
called  the  shots.  That  was  perfectly  un- 
derstandable. After  all,  if  those  two  old 
enemies  situated  at  the  heart  of  Europe 
didn't  get  the  ball  rolling,  the  EU  and  its 
predecessor  organizations  would  have 
been  stillborn.  And  for  many  years, 
France  and  Germany  had  the  two 
^^^^      strongest  economies. 

No  more.  While  the  French 
and  German  economies  are 
sputtering,  new  member 
countries  such  as  Slovakia 
and  Poland  are  growing  at 
much  faster  rates  (table)  and 
their  leaders  no  longer  see 
France  and  Germany  as  mod- 
els. Countries  that  have  enact- 
ed deep  reforms  to  spur  their 
economies,  such  as  Finland 
and  Ireland,  have  been 
seething  as  France  and  Ger- 
many modified  rules  on  fiscal 
discipline  that  everyone 
pledged  to  support  as  a  basis 
for  European  monetary 
union.  The  Franco-German 
team,  clinging  to  notions  of 
national  protectionism,  has 
even  scolded  governments 
like  Poland  and  Ireland  for 
luring  investment  with  low- 
tax  schemes  that  render  "core 
Europe"  and  its  high  taxes 
unappealing.  "The  competi- 
tive countries  are  losing  pa- 
e,"  says  Ann  Mettler,  ex- 
ecutive director  of  the  Lisbon 
Council,  a  Brussels  group 
that  lobbies  for  the  structural 
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reforms  that  EU  leaders  embraced  during 
a  summit  in  2000  but  have  largely  failed  tc 
achieve.  "If  some  countries  choose  to  self- 
destruct— well,  let  them." 

Exactly.  The  constitution  was  largel) 
the  handiwork  of  French  and  German 
elites.  Now  that  it  has  hit  the  rocks,  French 
and  German  influence  in  Europe's  coun- 
cils could  wane.  So  could  the  voice  ol 
Brussels,  which  many  consider  a  branch 
of  Franco-German  policy.  "The  Franco 
German  engine  exists  more  on  paper  than 
in  reality,"  says  Alexander  Stubb,  a  mem- 
ber of  the  European  Parliament  from  Fin- 
land. "The  new  member  states,  the 
Nordic  states,  and  the  U.K.  will  push  for 
economic  change."  British  Prime  Minister 
Tony  Blair,  for  one,  plans  to  press  ahead 
with  an  economic  reform  agenda  when 
Britain  takes  over  the  EU  presidency  on 
July  1.  The  potential  Franco-German  set 
back  plays  into  the  next  scenario: 

2.  A  POLITICAL  GENERATION  EXITS 

THIS  TUMULTUOUS  spring  also  marks  a 
generational  shift  in  Europe's  political 


PARIS  CELEBRATION 

The  French  refused 
to  give  Brussels 
more  power 
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I  landscape.  The  72 -year-old 

o  (Chirac,  along  with  German 
Chancellor  Gerhard  Schro- 
der, 61,  and  Italian  Prime 
Minister  Silvio  Berlusconi, 

b|68,  came  of  age  when  Eu- 

li  ropean  politicians  on  both 
the  left  and  the  right  em- 
braced the  idea  of  state-di- 
rected economies.  Now  all 
three  leaders,  whose  coun- 
tries account  for  50%  of  the 
EU's  output,  are  fighting 
for  their  political  lives  against  chal- 
lengers who  embrace  more  market-ori- 

r  ented  policies. 

Angela  Merkel,  the  50-year-old  head  of 
Germany's  center-right  Christian  Democ- 
ratic Union,  is  heavily  favored  to  unseat 
Schroder  in  September  elections.  Grow- 
ing up  in  East  Germany,  Merkel  saw  first- 
hand the  economic  suffocation  of  com- 
munism. She  has  promised  to  propose 
major  tax  reforms  and  introduce  more 
flexibility  to  Germany's  labor  market. 
Chirac,  although  his  term  runs  to  2007, 


The  Franco- 
German 
imperium 
has  been 
sharply 
weakened 


is  increasingly  overshad- 
owed by  his  bitter  rival  and 
would-be  successor,  Nicolas 
Sarkozy,  50.  Sarkozy  heads 
the  center-right  ruling  party 
and  will  hold  the  No.  2  post 
in  the  government  after  a 
post-referendum  shakeup. 
He  grew  up  in  France  in  the 
1970s,  when  the  heavily  reg- 
ulated economy  slumped  af- 
ter nearly  three  decades  of 
postwar  growth,  and  has 
been  a  strong  advocate  of  deregulation 
and  downsizing  the  country's  costly  wel- 
fare state. 

Berlusconi,  meanwhile,  is  running 
well  behind  the  center-left  opposition  led 
by  Romano  Prodi  in  polls  for  elections 
next  spring.  "A  new  center-left  govern- 
ment would  look  more  liberal  than  a  cen- 
ter-right [one],  closer  to  Tony  Blair,"  says 
James  Walston,  a  political  scientist  at  the 
American  University  of  Rome. 

Let's  be  clear:  There's  no  chance  of  a 
Thatcherite  revolution  breaking  out  on 


the  Continent.  Merkel,  Sarkozy, 
and  Prodi  are  keenly  aware  that 
many  voters  opposed  the  EU 
constitution  out  of  fear  that  it 
would  draw  jobs  and  invest- 
ment away  from  Western  Eu- 
rope toward  less  regulated 
economies  on  the  EU's  eastern 
rim.  Right  after  the  referendum, 
Sarkozy  vowed  to  fight  such  a 
move.  "All  the  debating  about 
the  economy  is  short-term.  No 
one  is  talking  about  a  road 
map,"  laments  Marco  Alvera, 
chief  financial  officer  of  Italy's 
Wind  Telecommunications. 

Even  so,  a  new  generation  of 
politicians  may  be  less  behold- 
en to  labor  and  other  en- 
trenched interests.  And  they 
may  be  less  insistent  on  up- 
holding Franco- German  domi- 
nance. Which  leads  to  the  third 
possibility: 


3.  A  NEW,  TWO-SPEED  EUROPE 

AMONG  THE  victims  of  the  ref- 
erendum was  a  Franco -Ger- 
man plan  for  a  "two -speed  Eu- 
rope." The  idea  was  that  those 
two  countries  and  a  few  others 
would  press  ahead  with  inte- 
gration even  if  some  outlier 
states,  like  Britain,  refused  to 
ratify  the  constitution.  So  much 
for  that  scenario. 

But  a  different  kind  of  two- 
speed  Europe  could  still  work. 
Many  countries  in  Europe  have  pumped 
up  growth  by  deregulation  and  tax  cuts. 
The  Lisbon  Council's  Mettler  suggests 
that  they  could  create  a  coalition  within 
the  EU  whose  members  could  agree 
among  themselves  to  adopt  pro-growth 
measures. 

One  example  is  the  EU  proposal  to 
deregulate  service  professions  that  was 
shelved  this  spring,  largely  at  the  request 
of  France  and  Germany.  Undiluted,  the 
plan  would  sweep  away  national  rules 
that  make  it  difficult  for  service  providers 
like  accountants  and  plumbers  to  work 
outside  their  home  countries.  If  the  more 
vibrant  economies  pressed  ahead  with 
such  reforms,  the  pressure  would  be  on 
France  and  Germany  to  join  the  club. 
Even  if  these  countries  don't  organize 
formally,  they  could  lead  by  example.  The 
demise  of  Europe's  constitution  is  no  rea- 
son to  celebrate.  But  sometimes  it  takes  a 
disaster  to  produce  change.  ■ 

-By  Carol  Matlack  in  Paris,  with 

Stanley  Reed  in  London  and  Jack  Ewing 

and  Gail  Edmondson  in  Frankfurt 
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BEIJING  AD 

The  rules  for  entry 
have  been  eased 


CHIINA 


THE  GREAT 
INTERNET  RACE 

Web  use  is  exploding  in  China,  so  U.S. 
giants  are  hunting  harder  for  deals 


AS  CHINA'S  INTERNET 
market  sizzles— 94  mil- 
lion Chinese  now  go  on- 
line, second  only  to  the 
U.S.— many  of  its  Web 
companies  have  rocket- 
ed from  startup  obscuri- 
ty to  stock-market  fame.  Shanghai  gam- 
ing innovator  Shanda  Interactive 
Entertainment  Ltd.  last  year  raised  $100 
million  in  an  initial  public  offering  and 


now  stands  249%  above  its  launch  price. 
Ctrip.com,  which  provides  online  travel 
reservations,  raised  $40  million  in  an  IPO 
in  December,  2003,  and  its  shares  have 
since  more  than  doubled.  China's  top  in- 
stant-messaging service,  Tencent,  pulled 
in  $200  million  in  its  Hong  Kong  IPO  last 
June  and  has  seen  its  shares  rise  by  30%. 
Now,  Net  giants  from  the  U.S.  want  a 
piece  of  that  China  magic.  On  May  11,  Mi- 
crosoft Corp.  said  its  MSN  portal  had 


formed  a  joint  ventu  I 
with  a  Shanghai  conj 
pany  to  operate  a  CrJ 
nese-language  versic  I 
of  MSN.  Later  in  til 
month,    Google    Inl 
opened  a  small  offi 
in  Shanghai,  follo\l 
ing  a  February  del 
with  Tencent  to  pr 
vide   search    servio  l 
for  the  Chinese  conl 
pany.    And    Yahoo) 
Amazon.com,     eBaj 
and     Expedia     ha\| 
been  on  the  prowl 
China,  too.  "The  sens 
of  urgency  among  bi 
players  has  accelera| 
ed,"         says        Sail 
Rashtchy,  an  analy^j 
with  Piper  Jaffray 
Co.     in     Menlo  Parll 
Calif.    "If  you   don] 
have  a  major  stake  i^ 
China,  you  could  be  left  out." 

It  helps  that  U.S.  Net  companies  hav 
an  easier  time  getting  into  China  thes^ 
days.  In  the  past,  foreign  companies  tii£ 
wanted  to  invest  in  Chinese  dot-coms  ] 
to  grapple  with  restrictions  limiting  theil 
access  to  the  market.  Typically,  the  AmeriJ 
cans  would  invest  in  an  offshore  outfit  wit 
a  contract  to  provide  content  to  the  Chi 
nese  company.  In  late  2003,  Beijing  easec 
those  restrictions  as  part  of  commitment] 
it  made  in  joining  the  World  Trade  Orgal 
nization.  Foreigners  can  now  directly  own 
50%  of  Chinese  Net  companies,  thougl| 
getting  approvals  can  still  be  slow. 

MSN  is  the  first  to  take  advantage  oj 
the  more  liberal  climate.  Its  partner  i.-f 
Shanghai  Alliance  Investment  Ltd.,  rurl 
by  Jiang  Mianheng,  a  son  of  former  Presf 
ident  Jiang  Zemin.  The  venture  will  offei 
Chinese-language  content  from  govern-l 
ment-backed  outlets  such  as  the  Shangl 
hai  Media  Group  and  the  Beijing  YoutfA 
Daily.  A  target  audience  is  China's  34Cl 
million-plus  cellular  subscribers,  who  off 
ten  use  handsets  to  go  online. 

Other  U.S.  companies  have  alread>| 


China 
Dreams 

U.S.  Internet  companies 
are  flocking  to  the 
mainland 


Microsoft's  portal  in 
May  launched  a  joint 
venture  with  a 
Shanghai  company 
controlled  by  Jiang 
Mianheng,  son  of 
former  Chinese 
President  Jiang  Zemin. 


GOOGLE 


In  February,  the  search 
giant  announced  a 
partnership  with 
Tencent,  China's  top 
instant-messaging 
company.  Then  in  May, 
Googlo  opened  a 
Shanghai  office. 


YAHOO! 


Thanks  to  its  2004 
acquisition  of  3721,  a 
Chinese  search 
company,  Yahoo  has 
extensive  sales 
channels  and  market 
reach  in  China. 


EBAY 


CEO  Meg  Whitman 
has  pledged  that  eBay 
will  invest  over  $100 
million  to  expand  in 
China,  where 
subsidiary  EachNet  is 
competing  against 
local  rival  Taobao. 
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My  cennifweHt- 
i-c  ny  clien  H' 
success-Weil 

My  ccH-PiMence 
in  »\y  coNe<*giAes,.. 

My  belie-P  in  ny 

cowpsiHy's  -Put-tAre,.. 

sbro*\ger  t-ksiH  ever. 

Tktui-'s  u/ky  I'n  proa  A 
ftf  be  tolfh  Marsh. 


We  exist  for  our  clients.  From  providing  outstanding  risk  management  solutions  to  managing  claims  with  industry-leading 
service  and  responsiveness,  no  other  company  is  more  focused  on  your  success  than  Marsh.  And  with  30,000  employees 
in  more  than  100  countries,  no  one  is  better  qualified  to  help  you  achieve  that  success.  As  the  world  of  risk  grows  in  scope 
and  complexity,  Marsh  will  be  there.  Marsh  is — and  will  continue  to  be — the  world's  #1  risk  specialist. 


MARSH 

The  world's  #1  risk  specialist 


MMC    Marsh  &  McLennan  Companies     Maish  is  the  risk  and  insurance  unit  of  Mareti  &  McLennan  Companies,    www.mareh.com 
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jumped  in,  restrictions  or  no.  Yahoo!  Inc. 
last  year  paid  $120  million  for  a  Hong 
Kong  company  that  gives  it  control  of 
Chinese  search  engine  3721.  A  key  at- 
traction of  3721  was  the  relationships  its 
sales  staff  had  built  up  with  advertisers, 
says  John  E.  Marcom  Jr.,  senior  vice- 
president  of  international  operations  at 
Yahoo.  "3721  has  a  thriving,  on-the- 
ground  sales  model,"  says  Marcom.  In 
addition,  3721  understands  the  local 
market  and  has  helped  Yahoo  spruce  up 
its  site  design  and  product  positioning, 
he  says. 

AMERICAN  INVASION 

YAHOO'S  SALESPEOPLE  will  have  to 
work  hard  to  stay  ahead  of  Google.  The 
search  giant  sold  about  $24  million  in  ads 
in  China  last  year  and  had  about  a  quarter 
of  the  search  market,  according  to  re- 
searchers BDA  China  Ltd.  While  other 
companies  typically 
fYrip  charge  3.6$  a  click 

for  ads  pegged  to 
problem:       keywords,    Google 
has  recently  cut  its 
price  to  just  2.4$. 

Big  e-commerce 
players  are  moving 
into  China,  too. 
EBay  Inc.  paid 
$180  million  for 
^^^^  EachNet     Inc.,     a 

Delaware  company 
that  gives  it  control 
of  Chinese  Net  auctioneer  EachNet,  and 
says  it'll  spend  at  least  $100  million  in 
China  this  year.  China  is  a  "defining 
measure  of  business  success  on  the  Net," 
Chief  Executive  Margaret  C.  "Meg" 
Whitman  told  analysts  in  February.  Each- 
Net's  gross  sales  grew  70%  year-on-year 
in  the  first  quarter,  to  $100  million.  In  Au- 
gust, Amazon.com  Inc.  bought  a  British 
Virgin  Islands  company  that  gives  it  con- 
trol ofjoyo.com,  China's  leading  online 
bookseller,  for  $75  million.  While  CEO 
Jeffrey  P.  Bezos  cautioned  shareholders  at 
Amazon's  May  17  annual  meeting  that  the 
venture  will  be  slow  to  pay  off,  he  said 
"it's  an  investment  worth  making  in  a 
country  that's  growing  so  rapidly." 

Some  Chinese  welcome  the  American 
invasion.  Pony  Ma  is  the  34-year-old 
founder  and  CEO  of  Tencent,  which  has 
77%  of  the  Chinese  instant-messaging 
market.  Although  Ma  fust  turned  to 
B.  du,  China's  leading  search  company, 
for  a  search  function,  he  switched  to 
Google  in  February.  Ma  thought 
Goc  arch  engine  was  more  effi- 

cient, and  perhaps  more  important- 
decided  it  u  as  less  i  isky  to  work  with  the 


E-TAILERS 


>m: 
The  deals 
maybe 
slow  to 
payoff 


Playing  to  Some 
Tough  Crowds  in  Europe 


Sandrine  Baudis  considers 
herself  a  citizen  of  the  world 
and  regularly  travels  to  India, 
Vietnam,  and  North  Africa.  Yet 
when  it  comes  to  shopping 
online,  the  28-year-old  French  nurse  sticks 
mostly  to  homegrown  sites.  Her  first  stop 
for  CDs  and  books  is  Fnac.com,  the  Web 
site  of  the  ubiquitous  national  store  owned 
by  PPR.  Even  her  e-mail  address  is  with  La 
Poste,  France's  postal  service.  U.S.  names 
like  Amazon.com  Inc.  and  MSN  don't  get  a 
look-see.  "They  just  seem  less  tuned-in  to 
my  needs,"  she  says,  shaking  her  head. 

French  customers  like  Baudis  are 
proving  to  be  some  of  the  toughest  in 
Europe.  Although  U.S.  e-tailers  invaded  the 
Continent  early  and  are  among  the  top 
online  brands,  their  results  vary  widely.  It's 
not  for  lack  of  spending.  Gallic  online 
shopping  is  set  to  grow  38%  this  year,  to  $9 
billion,  according  to  JupiterResearch.  It's 
just  that  French  companies  have  the  edge 
on  charming  their  own  compatriots. 

Take  discount  retailer  Cdiscount.  It 
launched  as  an  online  CD  store  in  1999  but 
now  hawks  everything  from  washing 
machines  to  clothing.  In  2004  it  racked  up 
sales  of  $275  million,  vs.  an  estimated 
$100  million  for  Amazon.fr.  Meanwhile, 
one  glance  at  the  poor  selection  on  eBay.fr 
will  tell  you  that  the  site  is  struggling  to 
convince  France  of  the  merits  of  auctions. 
It's  a  different  story  across  the  border  in 
Germany.  Stores  are  closed  for  most  of  the 
weekend,  pushing  shoppers  to  the  Web. 
And  unlike  the  French,  Germans  are  big 


Americans.  "Baidu  could  be  a  competi- 
tor," Ma  explains.  "It's  safer  to  work 
with  foreign  companies." 

Foreigners,  though,  face  plenty  of 
dangers  in  China.  For  starters,  the  mar- 
ket is  immature.  Paid  search,  for  in- 
stance, is  worth  just  $150  million  a  year, 
compared  with  $3.9  billion  in  the  U.S.  In 
addition,  companies  that  don't  have  a 
China  operation  can  find  themselves  at  a 
big  disadvantage.  For  instance,  Google 
doesn't  have  any  local  servers,  so  few 
university  students  can  see  it,  because 
school  networks  don't  easily  connect  to 
sites  outside  China.  And  keeping  the 
country's  censors  satisfied  that  the  Net 


hagglers.  "They  love  a  bargain,"  says 
consumer  markets  analyst  Hellen  K. 
Omwando  of  Forrester  Research  Inc.  Ebay 
also  got  off  to  a  fast  start  in  Germany  by 
buying  up  rival  alando.de  in  1999.  It  is  now 
the  most-visited  online  marketplace  in  the 
nation,  according  to  Nielsen/VNetRatings. 
U.S.  search  engines  and  service 


providers  have  found  more  universal  fame. 
One  of  the  biggest  success  stories  is 
Google  Inc.  By  serving  up  documents  in 
scores  of  languages  from  customized 
home  pages,  the  site  is  more  popular  in 
Europe  than  U.S.  No.  1  portal  Yahoo!  Inc. 
But  the  mother  lode  for  U.S.  Internet 
brands  in  Europe  remains  Britain,  where  8 
of  the  10  most  popular  sites  are  American. 
The  Brits  will  fork  out  $366  per  adult  this 
year,  double  that  of  their  French  and 
German  neighbors.  It's  different  across  the 
Channel— but  hasn't  it  always  been? 

-By  Rachel  Tiplady  in  Paris 


isn't  fostering  subversion  requires  com 
panies  to  do  lots  of  monitoring  of  con 
tent  on  their  sites. 

MSN  is  doing  its  best  to  make  sure  th 
censors  have  no  reason  to  move.  "W 
keep  a  keen  eye  on  being  locally  sensi 
tive"  wherever  MSN  operates,  says  Bruc 
Jaffe,  MSN's  chief  financial  officer.  "Thi 
will  be  no  different."  That  will  mean  re 
strictions  on  what  Chinese  Net  surfer 
can  see  and  say  on  MSN's  site,  of  course 
But  it's  a  price  the  U.S.  Internet  commu 
nity  appears  willing  to  pay.  ■ 

-By  Bruce  Einhorn  in  Shenzhen  witi 

Ben  Elgin  and  Robert  D.  Hofin  San  Matec 

Calif,  and  Tim  Mullaney  in  New  Yon 
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WHEN  THE  INFORMATION  NEVER  STOPS,  NOTHING  CAN  STOP  YOUR  BUSINESS. 


In  business,  keeping  people  and  information  connected  is  critical  to 
keeping  customers  satisfied.  And  yet,  at  any  given  moment,  any 
number  of  events  can  easily  derail  that  connection.  That's  why  you 
need  a  company  like  SunGard  on  your  side.  Our  Information 
Availability  solutions  provide  redundant  systems  and  networks  at  over 
70  secure  facilities  worldwide  to  make  sure  your  customers, 
employees  and  suppliers  stay  connected  24/7.  And  at  the  same  time 
keep  your  IT  staff  in  complete  control  of  your  data  and  applications. 
So  while  you're  busy  running  your  business,  we're  busy  making  sure 
your  business  is  up  and  running.  No  matter  what. 


For  years,  companies  have  trusted  SunGard  to  restore  their  IT  systems 
when  something  went  wrong.  So  it's  not  surprising  that  today 
companies  are  turning  to  us  to  mitigate  risk  and  make  sure  they  never 
go  down  in  the  first  place.  To  learn  more  about  Information 
Availability  and  how  we  can  save  your  company  on  average  25%*  visit 
www.availabilKy.sungard.com  or  call  1-800-468-7483. 


SUNGARD 

Availability  Services 


Keeping  People 
and  Information 
Connected?" 


'Potential  savings  based  on  IDC  White  Paper,  Ensuring  information  Availability:  Aliening  Customer 
Needs  with  an  Optimal  Investment  Strategy 
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MEXICO 


AUTO  MAKERS 
IN  A  DITCH 

Mexican  car  plants  are  feeling  Detroit's 
pain.  Can  they  get  rolling  again? 


OUT  IN  THE  MIDDLE  OF 
Mexico's  searing  Sono- 
ran  desert,  Ford  Motor 
Co.'s  Hermosillo  plant  is 
humming.  Clipboard- 
toting  supervisors  watch 
as  workers  install  final 
accessories  on  test-run  production  of  the 
new  Fusion  model.  On  Aug.  1  the  facility 
will  start  producing  Ford  Fusion,  Mercury 
Milan,  and  Lincoln  Zephyr  midsize  pas- 
senger cars,  building  up  to  a  pace  of 
300,000  annually.  If  s  a  crucial  model 
launch  for  Ford— an  effort  to  stem  its  sales 
losses  to  Asian  and  European  rivals. 

For  Mexico,  the  Ford  launch  is  impor- 
tant as  well.  It's  an  attempt  to  revive  the 
country's  auto  industry,  a  $35  billion  busi- 
ness that  employs  a  half-million  people,  in- 
cluding some  55,000  auto-assembly  work- 
ers whose  lucrative  jobs  are  tickets  to 
Mexico's  growing  middle  class.  Three- 
quarters  of  Mexican-made  vehicles  are  ex- 
ported to  the  U.S.,  largely  by  Detroit's  Big 
Three  but  also  by  German  giant  Volkswagen. 
It's  impressive— until  you  consider  how 
much  the  industry  has  slipped  from  its 


peak.  Reduced  U.S.  demand  for  Ford,  Gen- 
eral Motors,  and  VW  models  means  ex- 
ports of  automobiles  and  fight  trucks  have 
dropped  31%  since  2000,  to  1.1  million. 
Ford  has  been  hardest  hit:  Its  exports 
plummeted  from  235,000  in  2000  to 
70,200  last  year.  At  GM,  in  the  first  quarter 
of  2005  alone,  exports  from  its  three  Mex- 
ican assembly  plants  fell  24.5%  as  Ameri- 
can consumers  shunned  gas-guzzling  SUVs 
such  as  the  Mexican- 
made  Chevy  Suburban. 
Chrysler's  production  is 
also  down  this  year,  but 
only  6%,  since  its  Mexi- 
can-made Ram  trucks 
and  PT  Cruisers  sell 
well.  Meanwhile,  Delphi 
Corp.,  the  big  auto- 
parts  maker,  has  cut 
20%  of  its  Mexican 
workforce  since  2000. 
"Our  auto  industry  is 
very  vulnerable  to  the 
ups  and  downs  of  the 
American  economy," 
says  Humberto  Jasso, 
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director  of  industi 
and  technology  f 
Mexico's  Econon 
Secretariat. 
What  can  Mex 
co  do?  Marc  Scheinman,  an  expert  on  tf 
Latin  American  auto  industry  at  Pace  Un 
versity,  says  Mexico  may  have  to  offer  ii 
centives  to  foreign  auto  makers.  "The  go^ 
ernment  should  aggressively  target 
automotive  industry  as  the  goose  that  lay 
the  golden  egg,"  he  says.  But  officials  no 
that  Mexico  has  garnered  more  than  $ 
billion  in  auto-sector  investment  sin 
1999  without  offering  costly  incentives 

THE  NAFTA  CARD 

INSTEAD,  MEXICO  has  been  building 
the  legacy  of  NAFTA.  Mexico  now  h 
free-trade    pacts    with    the    Europea 
Union  and  much  of  Latin  America,  and 
just  inaugurated   an   agreement  wit 
Japan.  That  means  Japan's  and  Europe  J 
carmakers  will  be  able  to  set  up  shop  i 
Mexico,  import  parts  from  their  ho 
countries,  and  ship  made-in-Mexico  car] 
around  the  world— without  paying  t 
Lured  in  part  by  these  arrangements,  Toy 
ota  Motor  Corp.  last  December  bega 
producing  Tacoma  pickup  trucks  for  th 
U.S.  at  a  new  facility  in  Tijuana. 

Even  those  investments  haven't  mad 
up  for  steep  output  declines  at  Ford,  G]V< 
and  VW.  Still,  Mexico's  labor-cost  advar 
tage— assembly  workers  there  earn  $8  t 
$10  an  hour  in  pay  and  benefits,  vs.  $60  fo 
a  U.S.  union  worker— gives  those  comp; 
nies  a  big  incentive  to  shift  their  Mexicai 
factories  to  building  more  popular  car: 
With  the  Fusion,  "finally  Ford  is  bette 
using  its  Mexican  assets,"  says  Michat 
Robinet,  managing  director  at  CSM  Fore 
casting.  The  carmaker's  gain  could  also  b 
Mexico's.  Ford  is  hiring  500  new  worker 
and  spending  $1.2  billion  to  upgrad 
Hermosillo,  while  its  key  suppliers  an 
investing  an  additional  $400  million  at  i 
new,  adjacent  industria 
park.  There,  part 
companies  are  gearin} 
up  to  build  pre-assem 
bled  modules  and  senc 
them  via  a  tunnel  to  tin 
Ford  plant.  "Ford  i. 
doing  everything  possi 
ble  to  reduce  the  time  i 
takes  to  get  product  t( 
market,"  says  plan 
manager  Jose  Islas 
Mexico  hopes  that  Fore 
gets  it  right.  ■ 

-By  Geri  Smith  it 

Hermosillo,  with  Rath 

ken  Kerwin  in  Detroi 
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The  best  service  anticipates  your  needs.  To  help  you  arrive  feeling  ready  for  business,  our  Arrivals  Lounge  at  Heathrow 
has  the  services  of  a  spa.  You  can  step  off  the  plane  and  straight  into  a  shower,  a  robe,  even  a  Molton  Brown  facial  -  all  while 
your  suit  is  being  pressed.  Our  goal  is  simple:  to  deliver  the  best  service  you  could  ask  for,  without  you  having  to  ask.  So  whether 
you're  enjoying  a  gourmet  meal,  or  our  infinitely  more  comfortable  flat  bed,  we  think  you'll  find  our  business  class  like  no  other. 
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Delivering  the 
Goods  at  FedEx 


Founder-CEO  Frederick  Smith  reflects 
on  the  company's  high-flying  growth 


SMITH  'Customers 
wanted  us  to 
broaden'  services 


THE  PAST  THREE  YEARS  have  been  absolutely,  positively  great 
ones  for  FedEx  Corp.:  The  Memphis  delivery  giant  saw  its 
stock  rise  70%  over  that  period,  and  profits  more  than  dou 
bled  in -the  past  year  alone— a  performance  that 
earned  FedEx  Corp.  the  No.  39  spot  in  the  Business- 
Week 50  rankings  this  past  April.  Atlanta  bureau 
chief  Dean  Foust  sat  down  with  founder  and  Chief 
Executive  Frederick  W.  Smith  recently  to  discuss 
trends  in  the  business.  Edited  excerpts  follow: 
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The  Best  Performers 


FedEx  has  had  quite  a  nice  run  over  the 
past  three  years.  What  were  the  keys? 

First,  we  worked  hard  to  build  a  uniqu{ 
international  network.  The  second  is  thai 
back  in  the  mid-'90s  we  recognized  ths 
our  customers  wanted  us  to  broaden  th\ 
things  that  we  did  for  them.  They  partic 
ularly  wanted  us  to  be  in  the  grounJ 
package  business,  they  wanted  us  to  be  ui 
the  freight  business— so  we  made  som{ 
good  acquisitions,  and  I  think  we  engi| 
neered  their  absorption  into  the  Fedl 
system  well. 

Your  China  traffic  has  been  growing  50% 
annually.  Is  there  a  point  at  which  your 
international  becomes  bigger  than  your 
domestic  business? 

It  would  not  surprise  me  if,  fast-forwarc 
10  years,  the  international  portion 
FedEx  Express  is  a  bigger  revenue  gener J 
ator  than  the  domestic  [express]  part  of 
the  business.  The  Internet  has  createcl 
something  that  has  just  never  been  tru^ 
in  human  history  before.  You  have  a  low-J 
cost,  standardized  system  on  virtuall) 
every  desktop  in  the  industrialized  work 
which  allows  you  to  see  the  wares  of  any  I 
body  who  wants  to  sell  something  with-] 
out  regard  to  time  and  place.  And  we  ca 
facilitate  trade  between  these  completehl 
unprecedented  supplier-buyer  relation! 
ships.  I  go  in  a  FedEx  hub  [and]  I'm  jusj 
always    shocked— you    see    something 
from  Georgia  of  the  former  Soviet  Unior 
going  to  Hattiesburg,  Miss.,  or  something 
like  that.  You  just  say,  "My,  that's  the  mos»J 
incongruous  thing  that  I  ever  saw." 

What  are  some  of  the  new  services  you 
see  adding  in  coming  years? 

I  think  that  probably  10  years  from  no\ 
you'll  actually  be  able  to  watch  a  ship- 
ment in  transit.  You'll  be  able  to  se 
things  as  they're  actually  moving,  not  just 
as  they  go  through  a  gate,  if  you  will,  anc 
are  scanned  by  a  human  being.  There ' 
be  some  intelligence  in  the  shipment  sc 
that  you  have  real-time  visibility. 

What  are  going  to  be  the  growth  markets 
over  the  next  20  years? 

I  think  Brazil  is  becoming  a  major  eco-| 
nomic  force.  In  all  likelihood,  if  you 
the  airline  system  for  [more  than]  a  cou- 
ple of  days,  you'll  be  on  a  Brazilian-built 
airplane,  Embraer,  which  is  a| 
heck  of  a  plane.  Their  agri- 
cultural economy  has  really| 
taken  off. 

India,  same  thing.  I  mean| 
India  has  deregulated,  elimi- 
nated a  lot  of  bureaucracy.  | 
signed  an  open-skies  agree- 
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ment  with  the  United  States— which 
is  a  reason  I  think  that  China  will  do  so, 
too— and  their  economy  is  booming. 
I  think  Eastern  Europe's  going  to 
grow.  It's  inexorable.  The  demograph- 
ics of  Western  Europe  are  such  that 
they  can't  really  sustain  themselves  un- 
less they  have  growth  markets  and  peo- 
ple to  come  in  and  work  in  those  soci- 
eties, and  the  natural  affinity  is 
Eastern  Europe. 

FedEx  has  clearly  been  a  beneficiary  of 
globalization  and  free  trade.  But  in  the 
past  year  some  economists,  such  as 
Paul  A.  Samuelson,  have  questioned  the 
long-held  tenet  that  free  trade  benefits 
all  countries.  Have  you  seen  anything 
that  has  made  you  waver? 

I  have  the  great- 
est respect  for 
Professor  Samuel- 
son.  [But]  I  have 
to  say  I'm  a  lot 
more  optimistic. 
People  [in  the 
U.S.]  are  very  cre- 
ative; they'll  figure 
xTfYn'll      \~\(*        out  how  to  make 

yuu  Li...uc      ^gg  and  sell 

things.  This  time 
last  year,  Boeing 
was  a  dead  duck. 
"Airbus  is  going 
to  rule  the  skies, 
Boeing's  got  all 
these  problems." 
Well,  guess  what? 
Up  in  Seattle  [at 
Boeing],  they  had 
all  these  guys  cooped  up,  figuring  out 
some  pretty  nifty  things,  and  now  they're 
selling  787s  like  hotcakes.  They're  back 
in  the  game.  Plus  the  advantages  of 
scale:  How  can  you  not  be  interested  in  a 
potential  market  in  excess  of  a  billion 
people  in  India  or  China?  I  think  that 
trumps  the  fact  that  our  textile  industry 
is  going  to  China. 

You're  60  now.  Do  you  see  staying 
past  65? 

I  don't  know.  A  lot  of  it  depends  on  how 
I  feel.  I  had  a  heart  bypass,  but  in  retro- 
spect that  might  have  been  the  best 
thing  that  ever  happened  to  me.  I  can't 
figure  out  anything  else  I'd  rather  do. 
My  wife  sure  as  heck  wouldn't  let  me 
stay  at  home  all  the  time,  so  I'd  have  to 
do  something  else.  ■ 


BusinessWeek  online 


For  an  extended 
interview  with  FedEx  CEO  Frederick  Smith, 
go  to  businessweek.com/extras 


Ten  years 
from  now 
[...be 
able  to 
watch  a 
shipment 
in  transit" 

—Frederick  Smith 
CEO,  FedEx  Corp. 


PACKING  UP  Maternity 
leave  is  safe,  but 
companies  complain 
of  sick  leave  cheaters 


The  Fight  Brewing 
Over  Family  Leave 

Corporate  America  is  angling  to  rewrite 
the  rules  for  unpaid  medical  absences 


Rti 


LAST  YEAR  THE  BUSH  AD- 
ministration  kicked  off  a 
small  war  when  it  rewrote 
national  overtime  regula- 
tions. Now  women  and  la- 
bor groups  are  gearing  up 
for  a  new  showdown  as  the 
Labor  Dept.  prepares  rule  changes  for  an- 
other cherished  plank  of  workplace  law, 
the  1993  Family  &  Medical  Leave  Act. 

The  U.S.  Supreme  Court  gave  the  Ad- 
ministration its  opening  in  2002,  when  it 
ruled  that  employers  must  give  workers 
more  explanation,  about  how  their  leave 
policies  mesh  w  ith  the  FMLA  The  White 
House  and  empl  vers  in  turn  viewed  the 
edict  as  an  opportunity  to  reopen  the 
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books  and  try  to  make  the  law  less  bur- 
densome. Companies  are  targeting  twc 
key  changes:  narrowing  the  definition  ol 
a  serious  medical  condition  that  qualifies  ^ 
for  unpaid  leave  and  upping  the  mini-  [ 
mum  leave  employees  can  take,  now  as 
little  as  an  hour  or  even  less.  Employers 
say  such  measures  would  help  curb  whai 
they  claim  is  abuse  by  employees  whc 
use  the  law  to  miss  work  when  they 
aren't  really  sick.  The  law  "has  worked 
fairly  well,  but  we're  concerned  with  em- 
ployees who  use  it  as  an  excuse  for,  say 
chronic  tardiness,"  says  Michael  J.  East- 
man, director  of  labor  law  policy  at  the 
National  Association  of  Manufacturers. 
Outraged  advocacy  groups  insist  that 
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ach  sweeping  changes  would  all  but  gut 
le  FMLA.  Their  biggest  fear:  a  new  defi- 
ition  of  a  serious  medical  condition, 
inch  could  slash  usage  of  the  law  in  half, 
ley  assert.  "We  haven't  seen  evidence  of 
idespread  abuse;  employers  just  want  to 
ilute  a  law  used  by  millions  of  Ameri- 
ans,"  charges  Debra  Ness,  president  of 
lie  National  Partnership  for  Women  & 
amilies,  a  Washington  (D.C.)  group. 

/HO'S  CHEATING? 

HAT'S  SURPRISING  about  Corporate 
merica's  campaign  is  that  there  has 
een  relatively  little  open  complaint 
bout  the  FMLA  in  recent  years.  The  law 
Uows  workers  to  take  up  to  12  weeks  of 
npaid  annual  leave  for  the  birth  or  adop- 
on  of  a  child  and  for  the  serious  health 
ondition  of  the  employee  or  a  parent  or 
lild.  Although  the  FMLA  was  widely  per- 


Will  Family  Leave 
Be  Cut  Back? 

The  Labor  Dept.  is  mulling  rule  changes  for  the  1993 

Family  &  Medical  Leave  Act,  which  business  groups 

say  is  too  burdensome  and  is  sometimes  abused. 

The  primary  gripes: 


INTERMITTENT  LEAVE  Employers  say  some 
employees  take  short  unpaid  leaves,  sometimes  of 
an  hour  or  less,  which  is  burdensome.  They  want  a 
four-hour  minimum  leave  time. 


SERIOUS  MEDICAL  CONDITION  Workers  can  take 
unpaid  leaves  for  serious  health  problems  that 
require  at  least  three  days  off  work.  A  possible  but 
controversial  change:  A  10-day  minimum. 


DOCTOR  CERTIFICATION  Companies  want  the  right 
to  check  with  employees'  doctors  to  make  sure  their 
conditions  really  require  extensive  time  off  work. 


eived  as  a  maternity  leave  law,  more  than 
50%  of  the  time  it's  used  by  workers  re- 
overing  from  an  illness  or  caring  for  a 
ick  family  member,  surveys  show.  And 
\2%  of  users  are  men.  Because  compa- 
res with  50  or  fewer  workers  are  exempt, 
he  law  covers  only  60%  of  the  workforce, 
fs  underused  even  by  that  group:  One 
-abor  Dept.  survey  found  that  78%  of 
hose  who  say  they  need  leave  don't  take 
t  because  they  can't  afford  to  lose  the  pay. 
Even  so,  employers  have  had  to  make 
ome  accommodations.  More  than  14%  of 
eligible  workers  use  the  FMLA  every  year, 
'  iccording  to  a  recent  survey  of  employers 
>y  the  Employment  Policy  Foundation 
EPF),  a  Washington  pro-business  group 
hat  supports  FMLA  changes.  It  also 
bund  a  hike  in  the  frequency  of  use:  35% 
[  )f  leave-takers  were  off  more  than  once  in 


2004,  the  survey  found,  vs.  25%  in  2000. 
And  10%  took  15  or  more  leaves  last  year, 
the  study  shows.  "People  are  using  the 
law  more,  and  we  think  it's  not  being 
used  for  what  it  was  intended,"  asserts 
EPF  President  Janemarie  Mulvey. 

The  survey  doesn't  show  employee 
cheating,  however,  not  even  by  frequent 
leave  takers,  concedes  Mulvey.  It  also 
didn't  ask  about  leave  taken  in  hour-or- 
less  increments.  Another  recent  survey,  by 
the  Society  for  Human  Resource  Manage- 
ment (SHRM),  did  find  that  51%  of  corpo- 
rate HR  professionals  cited  tracking  small 
segments  of  FMLA  leave  as  their  top  gripe 
about  the  law.  But  they  weren't  asked  how 
big  a  problem  that  posed  for  scheduling  or 
productivity,  or  whether  abuse  was  sus- 
pected. The  EPF  and  other  business 
groups  cite  anecdotal  abuse  complaints. 
Critics  say  that's  a  thin  reed  on  which  to 
hang  an  FMLA  overhaul. 

Equally  murky  is  the  defi- 
nition of  a  serious  medical 
condition.  The  law  doesn't 
delineate  what  counts  as  seri- 
ous. But  a  rule  of  thumb  has 
evolved  that  an  illness  is  seri- 
ous if  it  lasts  for  at  least  three 
days,  is  certified  by  a  doctor's 
note,  and  requires  some  kind 
of  follow-up  after  the  initial 
medical  visit.  That  allows 
room  for  abuse,  companies 
say,  especially  for  chronic 
conditions  that  can  require 
episodic  leave.  "When  there's 
a  pattern  of  leave  that  raises 
questions,  like  an  illness  that 
always  flares  up  at  2  p.m.  on 
Friday,  that's  a  problem," 
says  Sarah  F.  Pierce,  the  man- 
ager of  employment  legisla- 
tion at  SHRM. 
For  business,  the  preferred  remedy  is 
to  tighten  up  the  definition  of  serious. 
Employer  groups  haven't  publicly  sug- 
gested any  new  language,  but  FMLA  ad- 
vocates suspect  that  employers  would 
like  to  see  a  10-day  minimum  leave,  up 
from  three  days.  That  would  be  hugely 
controversial,  since  fully  half  of  all 
FMLA  use  involves  serious  illnesses 
lasting  fewer  than  10  days,  according  to 
a  2000  Labor  Dept.  study. 

The  Labor  Dept.  missed  a  May  target 
date  to  issue  its  proposed  new  rules  and  is 
still  mulling  what  to  do,  says  Assistant 
Secretary  for  Employment  Standards 
Victoria  A.  Lipnic.  If  the  plans  involve  sig- 
nificantly unraveling  the  FMLA,  the  Ad- 
ministration may  well  have  another  stiff 
workplace  battle  on  its  hands.  ■ 

-By  Aaron  Bernstein  in  Washington 
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.  philosophy  that  has  guided  Sun  since  our  beginning.  It's  wtK 
ists,  engineers  and  developers  together.  To  share  the  challenge  and  th| 
tat  belief  is  shared  today  by  a  large  and  growing  community.  From  ou 
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L  more  than  30,000  employees,  to  1,000,000  Solaris'"  users,  to  4,500,000  Java"'  developers.  At  Sun, 
lSllwe  believe  sharing  is  the  way  to  create  better  ideas  -  ideas  that  can  move  business,  society 
u,and  the  world  forward.  The  ideas  are  the  inspiration.  The  network  is  the  computer.™  Share. 
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Information  Technology  I  nternet 


Hey,  Come  to 
This  Site  Often? 

MySpace's  networking  portal  has  a  cool 
factor  MSN  and  Yahoo!  can't  match— yet 


THE  FIRST  THING  BRIAN 
Carley  does  when  he  gets 
into  his  Manhattan  office 
is  log  onto  MySpace.com, 
a  Web  site  where  millions 
of  people  have  created 
their  own  home  pages 
featuring  photos,  music,  and  more.  The 
27-year-old  Internet  designer  and  musi- 
cian sips  his  coffee  and  spends  about  30 
minutes  browsing  the  site.  He  checks  out 
the  page  for  his  band,  The  Moirai,  scan- 
ning fans'  comments.  Clicking  on  their 
images,  he  zips  off  to  fans'  sites,  reading 
their  blogs  or  listening  to  their  favorite 
tunes.  He  checks  up  on  a  former  girl- 
friend or  two  and  pores  over  the  stories  of 
complete  strangers.  Carley  spends  about 
an  hour  a  day  on  MySpace— more  than  he 
does  watching  TV.  "It's  kind  of  like 
watching  a  train  wreck,"  he  says.  "You 
can't  look  away." 

Thanks  to  its  addictive  appeal,  My- 
Space has  become  one  of  the  hottest 
properties  on  the  Web.  Only  20  months 
old,  it  already  has  14  million  unique  visi- 
tors a  month,  according  to  market  re- 
searcher comScore  Media  Metrix.  That 
makes  it  far  and  away  the  most  popular  of 
what  are  known  as  social-networking 


Web  sites.  Friendster  Inc.,  started  three 
years  ago  and  at  one  time  the  clear  leader, 
has  a  mere  1  million  unique  monthly  vis- 
itors. "We're  crushing  it,"  says  MySpace 
Chief  Executive  Chris  DeWolfe,  39. 

The  draw?  It  started  with  music.  De- 
Wolfe's  co-founder  is  president  Tom  An- 
derson, a  29-year-old  musician  and  en- 
trepreneur, and  from  the  beginning  the 
site  has  catered  to  musicians.  Bands  can 
create  home  pages,  with  photos,  tour 
dates,  and  as  many  as  four  songs— all  for 
free.  Marquee  names  like  the  Black-Eyed 
Peas,  My  Chemical  Romance,  and  ex- 
Smashing  Pumpkins  leader  Billy  Corgan 
joined.  That  pulled  in  fans  and  their 
friends,  who  all  found  that  MySpace  of- 
fered loads  of  options  that  other  sites 
lacked.  Now,  MySpace  has  become  some- 
thing akin  to  the  hottest  bar  in  town, 
teeming  with  musicians  and  models. 

FINE  BALANCE 

THE  QUESTION  IS  whether  DeWolfe  and 
Anderson  can  turn  all  of  this  cachet  into 
cash.  Hot  bars,  after  all,  come  and  go. 
Crowds  can  leave  just  as  quickly  as  they 
arrive.  Complicating  matters,  there's  ris- 
ing competition  from  other  startups  like 
Thefacebook,  a  college-focused  site  that 


just  raised  $13  million  in  venture  mor 
and  giants  Yahoo!,  Microsoft,  and  Am 
ica  Online,  all  of  which  are  moving  i 
social  networking.  MySpace  is  tryingfctini 
fend  off  rivals  and  scoop  up  ad  revenu  ' 
all  while  keeping  its  sense  of  cool.  If 
fine  balancing  act,  but  the  founders  m; 
no  secret  of  their  ambitions.  "From 
very  start,  we  set  out  to  create  the  n 
major  portal,  the  next  major  destinat  ifomi; 
on  the  Web,"  DeWolfe  says. 

Whichever  company  wins,  if  s  clear  t  6 
social  networking  is  becoming  a  cultu 
phenomenon.  If  s  evolving  into  a  new  fo 
of  media,  part  entertainment  and  p  i 
communications.  Carley  watches  the  d  Bible  I 


MySpace  Takes  Ofi  fi 

MySpace  is  one  of  the  hottest 
phenomenons  on  the  Web.  The  socia 
.  networking  site  had  14  million  uniquA 
$l  visitors  last  month,  vs.  1  million  at 
v  N  pioneer  Friendster.  Here's  what  set: 
MySpace  apart. 
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in  a  of  other  peoples'  lives  on  the 

et,  rather  than  on  TV.  At  the 

me  time,  he  and  his  friends 

mmunicate  with  each  other  in 

w  ways,  posting  blog  items  on 

eir  MySpace  pages  and  instant  messag- 

jk  when  they  spot  a  friend  online.  Carley 

I  cently  found  out  that  a  former  girlfriend 

n  is  in  a  new  relationship  and  moving  to 

lifornia  by  reading  her  MySpace  site. 

Advertisers  are  taking  note.  One  pow- 

:tj|ful  draw  is  that  MySpace  is  chock  full  of 

-  to  34-year-old  consumers,  one  of  the 

ost  sought-after  and  elusive  demo- 

aphic  segments.  Target  and  Procter  & 

jimble  have  run  ad  campaigns  on  the 
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site.  NBC's  new  comedy 
show,  The  Office,  made  its 
debut  on  MySpace.  And 
Interscope  Geffen  A&M 
Records  has  launched 
new  albums  from  Nine 
Inch  Nails,  Beck,  and 
Queens  of  the  Stone  Age 
on  the  site.  "They  were 
the  biggest  debuts  in  each 
band's  history,"  says 
Courtney  Holt,  director 
for  new  media  at  the 
record  label.  "We  take 
MySpace  very  seriously." 
So  effective  is  the  site  at 
connecting  with  fans  that 
some  musicians  think 
MySpace  and  sites  like  it 
could  change  the  dynam- 
ics of  their  industry. 
Record  labels  have  been 
essential  because  they 
know  how  to  market  and 
promote  their  artists.  But 
these  days,  why  should 
bands  bother  with  the 
middleman?  They  can 
post  their  tour  dates  on 
MySpace,  put  up  music 
samples,  and  correspond 
via  e-mail  directly  with 
fans.  "Now  that  MySpace 
is  here,  bands  don't  neces- 
sarily need  a  label  to  be 
heard,"  says  Corgan.  La- 
bels could  end  up  pursu- 
ing musicians,  rather 
than  the  other  way  around.  In  fact, 
Britain's  Engineer  Records  tracked  down 
and  signed  The  Moirai  specifically  be- 
cause of  their  popularity  on  MySpace. 

The  big  portals  want  in  on  the  action— 
and  they  have  strengths  MySpace  lacks. 
Yahoo,  which  has  176  million  active  reg- 
istered users,  is  testing  a  social-network- 
ing site  called  Yahoo!  360  that  it  plans  to 
debut  this  fall.  Microsoft's  MSN  launched 
a  similar  site,  dubbed  Spaces,  in  April— 


CONFIDENT  Anderson, 
left,  and  DeWolfe 
have  quickly 
passed  rivals 


n r  FEATURES  MySpace  allows  users  to  customize  their  pages  with  photos,  music  videos, 
And  message  boards. 

I DN  MUSIC  Co-founded  by  a  musician,  MySpace  caters  to  bands,  helping  them  promote 
*  jsic  and  connect  with  their  fans.  The  site  has  attracted  thousands  of  musicians,  from 
j(  blished  Black-Eyed  Peas  to  up-and-comers  The  Moirai. 


,( )L  While  rivals  like  Friendster  have  focused  on  generating  a  sense  of  safety  and  trust 
'"  e  has  created  a  freewheeling  environment  that  appeals  to  a  younger  crowd.  It  even  r 


celebrities,  like  Tila,  a  young  model  and  singer. 


younger 


has 


►S  BREEDS  SUCCESS  MySpace  is  growing  at  a  rate  of  2  million  users  a  month,  adding  to 
al  by  allowing  members  to  tap  the  largest  potential  network  of  friends. 


and  signed  up  10  million  users  in  a  matter 
of  weeks.  MSN's  strategy  is  to  offer  people 
e-mail,  instant  messaging,  and  social  net- 
working all  in  one  place.  "We  saw  how 
quickly  Friendster  was  eclipsed  by  My- 
Space," says  Troy  Young,  vice-president 
of  interactive  strategy  at  Organic,  an  on- 
line advertising  and  marketing  firm. 
"Now  MySpace  will  face  competition 
from  Microsoft,  which  can  roll  all  sorts  of 
tools  into  social  networking." 

MySpace  certainly  can't  match  Mi- 
crosoft or  Yahoo  for  cash.  The  upstart  re- 
cently raised  $5  million  from  venture  firm 
Redpoint  Ventures.  Yet  it  may  be 
stretched  if  it  needs  to  put  substantial 
amounts  of  money  into  acquisitions  or 
product  development.  Intermix  Media 
Inc.,  a  publicly  traded  tech  company, 
owns  just  over  50%  of  the  company.  But 
Intermix  is  unlikely  to  be  able  to  issue 
debt  or  equity  because  New  York  Attorney 
General  Eliot  Spitzer  is  suing  the  compa- 
ny for  allegedly  installing  software  for 
pop-up  advertisements  onto  people's 
computers  without  their  knowledge.  My- 
Space, which  won't  discuss  its  financials, 
could  go  public  itself  or  sell  out  to  a  larg- 
er company  if  it  needs  capital. 

USER  FRIENDLY 

MYSPACE'S  FUTURE  may  not  depend  on 
major  capital  investments.  It  has  flour- 
ished because  it  gives  members  plenty  of 
tools  to  customize  their  Web  sites.  That  has 
allowed  its  users'  personalities  to  come 
through.  Friendster,  with  its  smiley-face 
logo,  has  focused  on  fostering  safety  and 
trust.  MySpace  lets  members  post  loads  of 
photos,  music  videos,  blogs,  and  links  to 
thousands  of  other  people.  The  results  can 
be  sophomoric  or  salacious,  but  they're  riv- 
eting in  the  same  way  reality-TV  is.  "The 
key  to  MySpace  is  that  it's  controlled  by  the 
user.  Friendster  is  a  much  more  controlled 
environment,"  says  Joel  Bartlett,  an  or- 
ganizer for  People  for  the  Ethical  Treat- 
ment of  Animals  (PETA),  which  has  a  pres- 
ence on  MySpace,  Friendster,  and  two 
other  social-networking  sites. 

MySpace's  future  ultimately  rides  on  in- 
tangibles that  transcend  technology  and 
focus  groups.  "The  world  is  all  about  ener- 
gy. If  you  can  generate  energy,  it  will  ulti- 
mately translate  into  money,"  Corgan 
says.  Yahoo  and  MSN  may  struggle  to  gen- 
erate that  kind  of  energy  as  they  roll  out 
their  social-networking  sites.  Because  it's 
little  MySpace  that's  throwing  the  hottest 
party  on  the  Net.  At  least  for  now.  ■ 

-By  Steve  Rosenbush  in  New  York 
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HE  PUBLIC  SCHOOLS  IN  JENISON,  MICH.,  ARE  REAL 
gems:  Test  scores  are  well  above  the  national  aver- 
age, its  autism  and  special- education  program  is  rec- 
ognized around  the  country,  and  the  music  program 
has  been  honored  by  the  group  that  hands  out  the 
Grammy  Awards.  The  4,800-student  district  aver- 
ages close  to  100%  attendance  at  parent-teacher  con- 
ferences, and  on  Friday  nights  in  the  fall  families 
crowd  the  high  school  stadium's  bleachers  to  watch 
football.  Parents  have  moved  to  this  idyll  on  the  west 
side  of  the  state  from  as  far  away  as  Kentucky,  Texas,  and  New  Jersey 
just  to  get  their  kids  enrolled.  Over  500  students  from  nearby  districts 
attend  Jenison  by  choice. 

But  underneath  all  that  success  is  a  looming  fiscal  crisis.  In  the  past 
three  years,  Superintendent  Thomas  M.  TenBrink  has  surgically  cut 
$4.2  million  out  of  his  $39  million  budget  in  a  quest  to  keep  Jenison 
the  fiscally  responsible  district  it  has  long  been.  He  has  instituted  fees 
for  participating  in  after-school  sports  and  field  trips.  He  eliminated  30 
teaching  spots,  leaving  the  district  with  287.  He  hasn't  bought  a  new 
textbook  in  three  years.  He  saved  $550,000  by  turning  an  elementary 
school  into  a  self-financing  preschool  and  day-care  center.  But  Ten- 
Brink  is  running  out  of  options.  "It's  getting  to  the  point  where  it  will 
start  affecting  the  children,"  says  Lauralee  Ryan,  the  parent  of  a  first- 
grader  and  an  active  supporter  of  the  schools. 

Jenison  is  caught  in  a  financial  vise.  School  funds  from  the  state  are 
capped  by  law  at  $6,700  per  student,  a  figure  that  has  been  frozen  for 
the  past  three  years,  but  costs  are  zooming.  The  fastest-growing  outlay 
of  all:  contributions  to  pensions  and  retiree  health  care.  This  year  the 
bill  is  $1  million.  Next  year  it  will  jump  to  $1.5  million.  An  expense  that 
for  years  hovered  at  12.99%  of  payroll  is  now  eating  up  14.87%  of  it, 
and  state  finance  experts  predict  it  will  hit  20%  within  three  years. 
"That  is  just  draining  our  budgets,"  TenBrink  says. 

TenBrink's  daily  struggle  to  provide  vital  community  services  while 
meeting  retirement  promises  mirrors  the  battle  playing  out  across 
Michigan  and  the  entire  country.  It's  not  just  school  districts  that  are 
being  squeezed.  State  and  local  governments,  hard  hit  by  the  econom- 
ic downturn  of  2001,  find  themselves  in  a  financial  bind.  While  sharp 
anti-tax  sentiment  constrains  revenue  and  governments  face  new  out- 
lays for  everything  from  homeland  security  to  No  Child  Left  Behind, 
there's  a  growing  feeling  that  the  retirement  promises  made  to  every- 
one from  office  workers  and  state  patrols  to  firefighters  and  legislators 
may  simply  be  unbearable.  For  some  of  the  worst-off  states,  like  Illi- 
nois, there  is  a  long  history  of  failure  to  fund  pensions,  which  have 
snowballed  into  multibillion-dollar  shortfall.  For  others,  the  depth  of 
the  problem  is  new,  the  result  of  poor  investment  returns  and  overly 
generous  promises  made  when  funds  were  flush  in  the  late  '90s. 
The  result:  Essential  services  like  education  are  being  squeezed.  States 

How  public  pension 
promises  are  draining 
state  and  city  budgets 
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have  only  slowly  recovered  from  the  economic  recession  and  rev- 
enue drops  of  as  much  as  40%  in  2001  and  2002.  Nicholas  W. 
Jenny,  a  senior  policy  analyst  at  the  Nelson  A.  Rockefeller  Insti- 
tute of  Government,  says  that  while  taxes  have  begun  to  rise 
slightly,  hikes  have  been  more  modest  than  they  were  in  previous 
downturns,  including  the  early  1990s,  something  he  attributes  to 
a  political  climate  that's  "very  tax-increase  averse."  Recent  anec- 
dotal evidence  shows  that  many  towns  and  cities  ha\  e  bumped 
up  taxes  over  the  past  few  years  as  state  and  federal  governments 
have  pushed  unfunded  requirements  like  No  Child  Left  Behind 
and  other  costs  down  the  ladder. 

How  long  that  can  continue  without  voter  backlash  is  un- 
clear, however.  Meanwhile  the  cost  of  retirement  has  continued 
its  steady  climb.  According  to  the  U.S.  Census  Bureau,  major 
public  pension  plans  paid  out  $78.5  billion  in  the  12  months 
ended  Sept.  30, 2000.  By  the  comparable  period  in  2004,  that 
had  grown  to  $117.8  billion,  a  50%  climb  in  five  years.  Beyond 
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hiking  taxes  and  cutting  costs,  governments  have  few  ways  ecause 
meet  this  bill.  One  option  that  many  fiscal  conservatives  ft  i^ 
troubling  is  pension  obligation  bonds.  They  are,  essentially, 
arbitrage  bet  in  which  governments  borrow  at  relatively  lc  ■ 
municipal  rates,  invest  the  money,  and  hope  they  make  enou 
to  cover  pension  payments  and  earn  a  bit  on  the  top.  But  th 
can  lose  money  if  the  market  goes  south,  a  situation  that  Nt 


Haves  and  Have-Nots 

A  civil  servant's  work  can  be  dangerous  (fighting 

fires,  chasing  criminals)  and  demanding 

(teaching).  But  thanks  to  accelerating  salaries 

and  generous  benefits,  it  pays  handsomely  to 

be  a  government  worker  these  days. 
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ersey,  which  issued  $2.7  billion  in  bonds  in  1997,  now  finds  it- 
self in.  Over  the  past  decade  state  and  local  governments  have 
wrrowed  approximately  $30  billion  this  way. 

Don't  expect  that  flood  of  debt  to  slow,  because  there's  little 
elief  in  sight.  Excluding  federal  workers,  more  than  14  million 
public  servants  and  6  million  retirees  are  owed  $2.37  trillion  by 
more  than  2,000  different  states,  cities,  and  agencies,  according 
o  recent  studies.  In  2003  alone,  states  and  municipalities 
xmred  some  $46.2  billion  into  these  plans,  according  to  the 
National  Association  of  State  Retirement  Administrators,  a  19% 
ump  from  the  year  before.  Excluding  federally  funded  pro- 
rams,  pensions  went  from  2.15%  of  all  state  and  local  spend- 
ng  in  2002  to  approximately  2.44%  in  2003.  But  the  largest 
state  and  city  funds  were  still  short  $278  billion  in  2003— ap- 
jroximately  20%  of  state  and  municipal  revenue  excluding  fed- 
eral funds.  That's  twice  the  $123  billion  pension  hole  Wilshire 
Associates  found  at  the  companies  in  the  Standard  &  Poor's 
00-stock  index  that  year. 

As  much  as  states  are  throwing  into  pensions,  they  may  owe 
:ven  more.  Despite  a  2004  stock  market  rise  that  should  nar- 
ow  some  of  the  gap,  pension  experts  at  Barclays  Global  In- 
vestors say  that  if  public  plans  calculated  their  obligations  us- 
ng  the  more  conservative  math  that  private  funds  do,  they 
vould  not  be  $278  billion  under,  but  more  than  $700  billion  in 
he  red.  "It's  just  ruining  the  financial  picture  for  states  and  mu- 
licipalities,"  says  Matthew  H.  Scanlan,  managing  director  of 
Barclays,  one  of  the  largest  managers  of  pension-fund  invest- 
nents.  "You're  looking  at  a  taxpayer  bailout  of  this  pension  cri- 
;is  at  some  point." 

There's  more  bad  news.  One  major  category  of  cost  isn't  dis- 
posed at  all:  how  much  retiree  health  care  has  been  promised 


the  worst  shape  as  well  as  for  the  country.  Stephen  D'Arcy,  a 
professor  at  the  University  of  Illinois  at  Urbana-Champaign's 
College  of  Business  who  has  studied  public  pensions,  worries 
that  if  states  like  Illinois  have  to  sharply  hike  taxes  to  pay  for 
benefits  earned  decades  ago,  companies— and  even  citizens- 
could  end  up  moving  to  states  in  better  fiscal  shape.  "You  could 
see  it  turning  into  an  economic  desert  in  certain  states,"  he 
warns.  Combined  with  the  national  retirement  issues  sur- 
rounding Social  Security,  these  plans  contribute  to  a  depressing 
outlook  for  U.S.  competitiveness  overall. 


RUDE  AWAKENING 

EVEN  STATES  WITH  WELL-FUNDED  PLANS  are  Struggling  to 
meet  their  current  obligations.  For  years,  New  York  State  en- 
joyed low  pension  payments,  thanks  to  strong  investment  re- 
turns and  fully  funded  plans,  but  in  2004  cities  and  counties 
across  the  state  got  a  rude  awakening.  Pension  contributions 
jumped  as  much  as  248%  in  one  year.  "It  was  the  equivalent  of 
what  I  call  a  fiscal  atom  bomb,"  says  Richard  A.  Bucci,  mayor  of 
Binghamton,  a  city  in  the  center  of  the  state,  with  a  metro-area 
population  of  250,000.  In  2004,  Bucci's  pension  bill  jumped 
from  $1.6  million  to  $4.2  million,  forcing  him  to  both  cut  back 
services  and  raise  taxes.  Homeowners  saw  property  taxes  jump 
7%  last  year,  half  of  which  went  to  pensions,  and  another  7% 
hike  is  coming  this  year  for  the  same  reason. 

Just  a  few  years  ago  funds  across  the  country  were  in  much 
better  shape.  "Five  years  ago  we  were  starting  to  feel  pretty 
good  about  pension  funds  not  being  a  credit  issue,"  says  Parry 
Young,  a  pension  expert  at  S&P,  "but  now  they're  back  on  the 


125  largest  public-pension  plans  are  short  $278  billion,  a  gap  created  by 
erfunding  poor  stock  market  returns  and  costly  hikes  in  benefits. 


o  public  retirees.  No  one  can  estimate  how  much  these  prom- 

ses  will  add  up  to,  but  they're  sure  to  be  in  the  tens  of  billions, 

ind  only  some  states  seem  to  have  put  aside  reserves  for  them, 

ccording  to  bond  analysts.  That's  chilling,  given  how  quickly 

nedical  costs  are  rising.  After  a  pitched  battle,  the  Govern- 

nental  Accounting  Standards  Board  (GASB),  the  independent 

ccounting  standards-setter  for  state  and  local  governments, 

las  finally  begun  to  require  states  to  disclose  these  liabilities. 

Numerous  unions  and  state  government  representatives  ob- 

ected  to  the  change,  says  GASB  member  Cynthia  B.  Green,  "not 

jecause  [unions  and  states]  didn't  think  these  were  important, 

(but  because  they  thought  once  the  governments  did  their  stud- 

7,i  es  and  found  what  the  price  tag  was,  they  would  be  concerned 

lol>r,  if  not  concerned,  staggered."  The  requirement  will  be 

uiphased  in  beginning  in  late  2006. 

If  these  costs  aren't  brought  under  control,  rising  taxes  could 
Nebrove  unavoidable— and  a  competitive  problem  for  the  states  in 


plate."  In  2000,  Wilshire  Associates  found  the  largest  state 
funds  were  overfunded— boasting  assets  equal  to  109%  of  lia- 
bilities. By  last  year  that  had  dropped  to  83% 

One  reason  for  the  drop  was  unavoidable:  The  impact  of  the 
bear  market  of  2000-2002  on  the  value  of  these  fund  invest- 
ments was  severe.  The  other  reason  was  just  foolishness:  a  lath- 
ering on  of  billions  of  dollars  worth  of  new  promises  to  workers 
in  flush  days.  It  was  a  familiar  mistake:  Public-pension  provi- 
sions are  determined  by  elected  officials,  and  civil  servants  vote. 
Legislators  have  a  long  history  of  making  such  expensive  up- 
grades to  already  generous  plans. 

Some  of  these  giveaways  are  truly  spectacular.  In  1998  the 
city  of  Houston  instituted  a  deferred-retirement  option  plan, 
or  DROP,  that  would  allow  workers  to  in  effect  take  their  re- 
tirement when  they  became  eligible  for  it  but  continue  to  work 
at  their  salary.  The  retirement  income  was  put  in  a  side  ac- 
count where  it  earned  an  attractive  rate  of  return,  and  the  em- 
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In  New  York  State,  where  pension  funding  costs  have  more 
than  doubled,  city  taxes  have  jumped  an  average  20% 

over  the  past  three  years.  It's  happening  elsewhere,  too. 


ployee  could  later  have  his  pension  adjusted  upward  to  a 
higher  level.  The  DROP,  along  with  other  pension  improve- 
ments, drove  the  city's  pension  plan  down  from  91%-funded 
in  2000  to  just  60%  two  years  later.  Houston  had  gone  from 
contributing  9.5%  of  payroll  toward  pensions  to  more  than 
32%.  Joseph  Esuchanko,  a  Michigan  actuary  brought  in  to 
study  the  problem,  discovered  that  things  would  only  get 
worse.  According  to  his  calculations,  it  was  possible  for  em- 
ployees to  become  millionaires  thanks  to  the  system.  Under 
one  scenario,  a  lifelong  city  employee  retiring  with  a  salary  of 
$92,000  could  get  $420,000  a  year  in  pension  benefits.  The 
citizens  of  Houston  agreed  with  Esuchanko's  conclusion  that 
the  system  was  a  "win- win  for  the  employee  and  a  lose-lose 
for  the  employer."  Last  May  they  voted  to  end  the  benefits. 

Little  wonder,  since  even  bare-bones  guaranteed  retirements 
are  increasingly  rare  in  the  rest  of  the  economy.  According  to 
the  Census  Bureau,  90%  of  state  and  local  workers  have  a  de- 
fined-benefit  pension  with  a  guaranteed  payout. 
But  only  24 %  of  people  employed  in  the  private 
sector  have  such  plans.  (Most  public-sector  em- 
ployees contribute  along  with  employers  to  their 
pensions,  unlike  private-sector  workers.)  And 
more  of  the  compani es  that  once  offered  these 
benefits— places  like  Mr,  orola,  IBM,  and  Delta  Air 
Lines— are  dropping  them  for  new  workers  in  fa- 
vor of  401(k)s.  Health-care  coverage  for  retirees,  a 
costly  perk  that  companies  have  been  shedding  at 
lightning  speed,  also  remains  common  in  the 
public  realm. 

It  has  long  been  accepted  as  truth  that  govern- 
ment workers  get  good  benefits  and  job  security 


BINGHAMTON  FIREFIGHTERS  A 

big  jump  in  the  city  pension's 
bill  led  to  municipal  service 
cutbacks  and  higher  taxes 

in  lieu  of  high  salaries,  but  ovt 
the  years  the  gap  between  pul 
lie  and  private  employee  pa\| 
checks   seems   to   have   nail 
rowed.  It's  hard  to  come  bl 
perfect  comparisons,  since  go\| 
ernment  numbers  for  the  prf 
vate  sector  include  lower-wagl 
industries  like  retailing,  whicj 
pull  down  the  averages,  bi 
overall,  public-sector  workeil 
look  to  be  getting  a  pretty  goo  I 
deal.  In  2004  average  salary  fo 
a  public  worker  was  $49,27 
compared   with    $34,461   fo 
everyone  else,  according  to 
Employee  Benefit  Research  Ir| 
stitute  (EBRI). 

Even  white-collar  workeil 
are  better  off  in  the  publil 
sphere.  According  to  the  U.j| 
Labor  Dept.,  state  and  loct 
government  managers  and  pre 
fessional  staff  earned  $42.87  i 
hour  last  year,  while  their  pi 
vate-sector  counterparts  earnel 
$41.52.  One  big  reason:  govenf 
ment  workers   get   $2.62 
hour  in  retirement  benefits;  everyone  else  gets  $1.63. 

States  pay  more  for  public  retirees  too.  According  to  til 
EBRI,  the  average  public-plan  retiree  got  $16,188  a  year  il 
2003,  far  more  than  the  $7,200  their  private  company  courl 
terparts  could  expect.  One  reason  for  that  big  split  is  thif 
some  public  retirees  do  not  get  Social  Security.  But  that  too 
changing.  Since  1983  most  public  workers  have  been  part  (I 
that  system  too,  so  in  the  future  the  disparity  could  wej 
widen.  All  in  all,  EBRI  concludes,  state  and  local  governmeif 
wage  and  salary  costs  are  40%  higher  than  the  private  see] 
tor's;  its  employee  benefit  costs  are  60%  higher. 

Workers  naturally  fight  any  changes  hard,  and  they  can  b| 
a  very  sympathetic  group.  In  California,  Governor  Arnol 
Schwarzenegger  came  up  against  the  political  challenges  <| 
taking  on  public  pensions  this  spring  after  he  declared  hi 
support  for  a  radical  solution:  ending  the  state's  tradition/ 
pensions  for  new  hires  instituting  a  401(k)-style  system  ill 


Public  Pensions' 
Deep  Dive 

Once  perennially  underfunded, 
government  plans  rebounded  in  the 
1990s  thanks  to  higher  stock  holdings 
and  the  bull  market.  By  2000,  most 
were  flush,  but  they've  dropped  fast 
since  then,  battered  by  lower  returns 
and  cushier  pension  promises. 
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By  the  end  of  the  1990s  bull  market,  many  public  plans  were  flush.  Then 
legislators  started  voting  in  big  pension  increases  that  are  proving  hard  to  pay. 


stead.  (The  norm  in  the  private  sector,  such  defined-contribu- 
tion  plans  are  rare  in  government.)  Schwarzenegger  spent 
February  and  March  campaigning  for  a  resolution  to  be  put 
on  the  ballot  possibly  this  coming  fall.  He  collected  signatures 
personally.  He  raised  money  for  a  series  of  radio  ads.  But  by 
Apr.  8,  the  "Governator"  had  been  felled  by  public  campaigns 
arguing  his  plan  would  cut  survivor  benefits  for  police  and 
firefighters.  "What  we  really  need  is  a  discussion  about  what 
kind  of  society  we  want  to  be,"  says  J.J.  Jelincic,  president  of 
the  140,000-member  California  State  Employees  Assn. 
"What  does  it  take  to  get  there  and  how  do  we  fund  it." 


EXTREME  BENEFITS 

TO  JELINCIC,  THE  ANSWER  is  to  raise  taxes,  but  though 
Schwarzenegger  lost  the  first  round  he  hasn't  warmed  to  that 
idea  and  has  vowed  he  won't  give  up.  The  state's  pensions  hit 
the  news  last  year  with  revelations  of  a  crippling  $1.4  billion 
deficit  in  San  Diego's  municipal  pension  fund.  The  city's  may- 
or, Richard  Murphy,  announced  on  Apr.  25  he  would  resign  on 
July  15  after  facing  a  continuing  debate  over  how  to  solve  the 
problem  and  probes  by  the  Securities  &  Exchange  Commis- 
sion, FBI,  and  the  U.S.  Attorney  for  the  Southern  District  of 
California's  office  into  securities  fraud  and  public  corruption 
in  connection  with  the  fund. 

But  San  Diego  is  only  the  beginning.  Citizens  of  Salinas, 
Calif,  where  pension  costs  are  up  and  revenue  is  down,  are  fac- 
ing the  possibility  that  their  public  libraries  will  close  this  year. 
Orange  County,  Los  Angeles  County,  and  many  other  California 
counties  have  significant  pension  deficits.  The  state  itself  will 
pay  $3-5  billion  into  pension  and  health  benefits  for  retirees  this 


year,  almost  triple  what  it  paid  just  three  years  ago.  And  Ca 
fornia's  Legislative  Analyses  Office  (LAO)  expects  that  to  clir 
another  $1.1  billion  over  the  next  five  years. 

Moving  all  new  California  employees  to  a  401(k)-style  pi 
wouldn't  eliminate  the  bill  already  due,  but  it  would  slow  t 
pace  at  which  the  pension  deficit  grows.  Although  there  wou 
still  be  a  cost  to  this  plan,  it  would  be  more  predictable  and  lo> 
er  than  what  the  state  is  currently  paying.  Over  many  decade 
California's  pension  costs  would  shrink  as  high-cost  employe 
are  replaced. 

California's  pension  benefits  are  extreme.  In  1999  and  aga 
in  2001,  a  time  when  the  pension  plans  were  flush  with  stro; 
investment  gains  and  state  contributions  were  low,  the  st£ 
legislature  upped  the  benefits  to  levels  far  beyond  even  the  m( 
generous  public  plans.  A  recent  analysis  by  the  LAO  notes  tr 
for  longer-term  and  some  local  employees,  if  s  quite  possible 
receive  more  annual  income  in  retirement  than  when  a  wort 
was  employed. 

This  tendency  to  dole  out  goodies  in  fat  times  is  the  cc 
moral  hazard  of  public-pension  plans.  Politicians  like  to  rewa 
voters  when  they  can,  and  public  workers  vote.  It  wasn't  only 
California  that  benefits  crept  up  during  the  end  of  the  bull  m: 
ket.  Public  employees  saw  benefit  enhancements  in  New  Yo 
Colorado,  Illinois,  New  Jersey,  and  many  other  states.  "Tl 
was  the  mirage  of  cost-free  benefits,"  says  S&P's  Young.  ah 
body  pays,  nobody  gets  hurt."  Not  all  of  California's  sudd 
pension  bill  is  due  to  this;  much  comes  from  falling  stc 
prices.  But  the  LAO  calculates  that  $600  million,  or  almost  25 
of  the  $2.6  billion  contributed  to  state  pensions  in  2004-20 
resulted  from  these  benefit  increases.  And  unlike  the  investm* 
performance,  there  is  no  hope  for  relief  from  this  new,  more  i 
pensive  set  of  pension  promises. 
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A  plan's  downturn  can  be  tough  to  predict.  Just  five  years 
ago,  the  city  of  New  York  was  expecting  its  fiscal  2004  pension 
bill  to  total  $650  million.  Instead,  it  came  in  at  four  times  that 
much,  $2.46  billion,  or  8%  of  the  city's  $29.7  billion  budget. 
Half  of  that  $1.8  billion  surprise  came  from  benefit  improve- 
ments, including  $251  million  in  cost-of-living  adjustments.  By 
fiscal  2007,  the  Independent  Budget  Office  of  the  City  of  New 
York  projects  pension  contributions  to  hit  $4.9  billion,  12%  of 
the  $40.5  billion  budget. 


REVERSE  COMPOUNDING 

BUT  STATES  HAVE  ALSO  VOLUNTARILY  heightened  their  own 
exposure  to  this  risk.  Rosalind  M.  Hewsenian,  managing  di- 
rector of  Wilshire  Associates,  says  the  biggest  cause  of  the  sharp 
drop  in  funding  levels  at  public  plans  over  the  past  few  years 
[was  a  drop  in  employer  funding  and  a  reliance  instead  on  in- 
vestment gains  to  make  up  the  difference. 

Take  Illinois.  The  fifth-wealthiest  state  in  total  income,  Illi- 
Inois  nevertheless  has  a  30-year  history  of  shirking  its  pension 
I  promises.  According  to  an  analysis  by  the  Civic  Federation,  a 
[Chicago  research  group  sponsored  by  the  business  communi- 
Ity,  since  1970  Illinois  has  not  once  paid  its  annual  pension  bill 
I  in  full.  Over  the  next  40  years  the  state  will  have  to  contribute 
l$275.1  billion  if  it  is  to  reach  its  goal  of  90%  funding— and 
[that's  presuming  no  benefit  changes  are  made.  Through  bull 
jmarkets,  bear  markets,  and  sideways  mar- 
jkets,  the  state  has  consistently  lagged,  and 
Hover  time  those  delays  have  become  more 
[and  more  expensive.  The  culprit:  reverse 
Icompounding.  A  pension  plan's  obligations 
are  determined  in  part  by  the  expected  in- 
vestment return  on  its  assets.  In  the  case  of 
Illinois,  that  is  8%.  So  for  every  dollar  not 
lidded  to  assets  in  time,  the  state  is  effec- 
tively borrowing  from  the  pension  plan  at 
p%  interest.  That's  a  high  price  in  today's 
[narket,  where  municipal  bonds  typically 
jay  closer  to  6%.  Illinois  Governor  Rod  R. 
Blagojevich  says  that  if  the  state  follows 
ts  current  spending  plan,  it  will  have  paid 
$220   billion   in   interest  before   it  fills 
the  hole. 

After  30  years  of  the  state's  procrastina- 
ion,  the  pension  burden  has  grown  back- 
preaking.  Illinois'  five  pension  funds  are 
S35  billion  in  the  red,  a  serious  shortfall  for 
i  state  with  a  general  operating  budget  of 
|>43  billion  this  year.  Illinois  owes  $2.6  bil- 
lon this  year,  and  within  five  years  that  will 
each  $4  billion  annually.  By  comparison 
he  state  will  spend  $5.9  billion  total  on 
andergarten  through  12th-grade  education 
lext  year.   "If  we  were   a  business  we 
vouldn't  be  in  Chapter  11,  we'd  be  in  Chap- 
er  13,"  says  Ralph  M.  Martire,  executive  di- 
ector  of  the  Center  for  Tax  &  Budget  Ac- 
ountability,  a  Chicago -based  nonprofit 
link  tank.  "We'd  have  to  liquidate."  Illi- 
ois  is  not  a  fast-growing  state  that  can 
ope  that  future  population  and  tax  growth 
all  bail  it  out.  D'Arcy  of  the  University  of 
linois  calculates  that  Illinois  should  be 


97%-funded  based  on  the  rate  of  its  income  growth.  Instead, 
retirement  funds  are  62%-funded. 

The  challenge  to  fixing  the  state's  pension  mess  is,  again, 
politics.  Right  now  the  halls  of  the  state  legislature  in  Spring- 
field are  a  lobbying  battleground  between  proponents  of 
a  plan  proposed  by  the  governor  to  cut  benefits  for  new  work- 
ers and  union-led  forces  opposed  to  such  a  two-tier  system. 
In  many  ways,  the  union  argument  is  quite  persuasive:  State 
workers  in  Illinois  have  perks  that  are  generally  in  line  with 
or  even  a  bit  below  those  of  other  state's  civil  servants.  Work- 
ers have  consistently  made  their  contributions  to  the 
pensions— it's  the  state  that  has  failed  to  pay  its  share.  And 
Illinois  has  an  antiquated  tax  system  that  probably  is  holding 
revenue  down. 

Over  the  years,  even  as  the  state  failed  to  pay  for  existing 
pension  promises,  the  Springfield  politicians  have  added  more. 
In  the  past  10  years  benefit  sweeteners  have  added  $5.8  billion 
in  new  benefits,  largely  through  early  retirement  inducements. 
And  there  has  been  a  general  creep  up  in  the  level  of  promises 
made.  Today,  one-third  of  Illinois  state  employees  get  hazard 
rates  of  pension  payments  originally  intended  only  for  state  po- 
lice, according  to  the  governor. 

Elected  officials  are  hesitant  to  ask  the  rest  of  their  voters  to 
pay  for  these  promises  through  higher  taxes.  One  primary  rea- 
son: Outside  of  government  workers,  very  few  employees  have 
these  kinds  of  deals  anymore.  "Our  people  at  55  years  of  age 
can  get  75%  to  80%  of  their  salary  [as  pension],  and  it's  a  pret- 
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some  of  the 
options: 


UVMNJ 

HIGHER 

MORE 

'     T> 

TAXES 

BORROWING 

<| 

For  the  worst-off 

State  and  local 

f 

there  seems  to  be 

governments  have 

l  '>■ 

no  way  around 

issued  more  than 

i  i  • r  \  1  Mfc 

raising  taxes.  This 

$30  billion  in 

is  the  solution 

pension  obligation 

F  ^ 

labor  groups 

bonds  over  the  past 

fciu^   t 

prefer  and  are 

10  years,  and  more 

f          '    ittfl        / 

pushing  for,  but  it 

is  against  the 

bonds  are  likely  to 
come.  This  is  risky 

w^\ 

Lk»a 

general  public's 

since  they  push 

&A\    y     i 

desire  for  lower 

costs  to  future 

m 

taxes,  and  won't 

generations  and 

ift 

be  enough  by 

carry  substantial 

itself. 

investment  risk. 
DEFAULT? 

MORE 

401(K)S 

RISK 

In  a  reach  for 

The  push  has 

Most  state 

better  returns, 

stalled  in 

constitutions 

public  plans  are 

California,  but 

guarantee 

moving  more  of 

inevitably  other 

pension  promises, 

their  investment 

states  will  have  to 

so  once  a  benefit 

dollars  into 

consider  this 

is  on  the  books, 

foreign  equities, 

style  plan  as  a 

it's  permanent. 

hedge  funds, 

way  to  cut  costs 

There's  no  history 

private  equity 

and  shift  more  of 

of  default,  and 

funds,  real  estate, 

the  investment 

many  think  even  a 

and  other  higher- 

risk  to  the 

municipal 

risk  and  possibly 

workers,  ending 

bankruptcy  would 

higher-return 

employer 

not  erase  these 

investments. 

guarantees. 

debts. 

i  Poor's.  Greenwich  As 


^mmmmm 


SPECIAL  REPORT 


Public  employees  are  fighting  to  keep  their  retirement 

plans  intact.  In  California  they  succeeded  in  getting  the 
governor  to  back  down  from  a  401(k)-style  plan. 


ty  nice  salary,"  says  Illinois  State  Representative  Robert  S.  Mo- 
laro,  a  member  of  a  commission  convened  by  the  governor  to 
make  recommendations  for  fixing  the  pension  system.  "It  will 
be  hard  for  us  to  go  to  the  taxpayers  and  ask  them  to  pay  for  our 
pensions  with  benefits  you  in  the  private  sector  couldn't  even 
dream  of." 


FREE  FROM  SCRUTINY 

GIVEN  THIS  DIVIDE,  IT'S  REASONABLE  to  wonder  why  there 
hasn't  been  more  debate  about  these  plans  already.  They've 
been  protected  from  scrutiny  for  a  number  of  reasons.  The  pub- 
lic-pension systems  lack  the  regulatory  system  governing  cor- 
porate pension  plans.  Corporations  have  to  disclose  timely,  de- 
tailed information  about  their  pensions  to  investors  and  the 
SEC.  Rating  agencies  focus  on  them,  too.  In  combination,  these 
groups  can  pressure  companies  to  be  more  conservative  in  their 
fund  management.  Devereaux  A.  Clifford,  managing  director  of 
pension  consultants  Greenwich  Associates,  says  it  was  pressure 
from  these  watchdogs  that  forced  corporations  to  lower  unre- 
alistic investment  return  assumptions,  from  8.9%  in  2002  to 
8.3%  in  2004. 

The  public  world  has  far  less  scrutiny.  Nor  do  these  plans 
have  an  equivalent  to  the  Pension  Benefit  Guaranty  Corp.,  the 
government-sponsored  insurer  of  corporate  plans.  They  have  to 
conform  to  the  funding  requirements  or  accounting  demands 
of  the  Employee  Retirement  Income  Security  Act,  the  federal 
law  passed  in  1974  to  monitor  private  pensions.  And  public 
fund  reporting  lags  corporate  reporting  by  at  least  six  months. 
Important  factors  like  the  performance  and  cost  of  bonds  is- 
sued to  cover  pension  obligations  are  even  harder  to  suss  out. 

That's  bad  news.  Understanding  the  depth  of  these  retiree 


TERMINATE  THIS  Nurses  in 
Sacramento  protesting 
Schwarzenegger's  proposed 
pension  changes 

problems  seems  especially  im- 
portant for  state  and  local  gov- 
ernments because  of  their  limit- 
ed financial  options.  Unlike  the 
federal  government,  which  can 
always  print  money,  and  private 
companies,  which  might  sell 
more  widgets  and  make  more 
profits  to  fund  their  pensions, 
and  whose  pensions  are  guar- 
anteed by  a  government- 
backed  insurer,  local  govern- 
ment basically  has  only  one  way 
of  meeting  those  promises 
your  taxes.  Public-pension  ex 
perts  note  that  these  obligations 
must  be  paid.  Public-sector  re 
tirement  benefits  are  generally 
guaranteed  by  state  constitu 
tion.  Even  in  the  throes  of  New 
York  City's  fiscal  meltdown  in 
the  1970s,  while  services  were 
being  cut  and  emergency  bonds 
were  being  issued  to  keep  the 
city  afloat,  cutting  existing  pen- 
sions was  never  even  discussed. 
Don't  expect  much  help  from  the  stock  market,  either.  Much 
of  what  fueled  big  gains  in  state  assets  in  the  '80s  and  '90s  was 
a  shift  from  investing  primarily  in  bonds  to  Wgher-reftiming 
equities.  Meredith  Williams,  executive  director  of  Colorado's 
public  employee  retirement  system,  says  that  by  2000,  his 
funds  were  90%-invested  in  equities  and  real  estate  investment 
trusts.  The  bear  market  took  Colorado's  plan  from  105%-fund- 
ed  to  only  76%.  That  prompted  Williams  to  cut  stocks  to  some- 
thing closer  to  60%  of  total  holdings.  "You  five  by  that  sword, 
you  die  by  that  sword,"  he  says.  Neither  would  it  be  smart  foi 
state  and  local  governments  to  continue  borrowing  to  pay  down 
pension  liabilities,  a  move  that  not  only  can  backfire  if  invest 
ments  are  weak  but  also  saddles  future  generations  with  debt. 
The  more  likely  answer  is  the  most  painful:  Taxes  will  keep 
going  up  and  benefits  will  be  cut  for  future  public  employees 
Both  are  unpopular.  The  debate  is  just  starting  to  be  heard. 

-With  Christopher  Palmeri  in  Los  Angela 


More  on  Public  Pensions,  Only  at  BusinessWeekxom 

Public  Pension  Hot  Spots:  An  interactive  map  showing  states 

where  the  crisis  is  acute  and  the  debate  is  unfolding. 

San  Diego:  How  the  wealthy  city's  pension  woes  helped 

doom  its  mayor. 

Video  View:  Standard  &  Poor's  Parry  Young  explains  why  bond 

analysts  are  worried  about  the  strain  pension  and  retirement 

promises  put  on  local  finance. 

Obligation  Bonds:  They're  risky  and  expensive.  So  why  have 
cities  and  states  issued  $30  billion  worth  in  the  past  10  years? 
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Finance  Mutual  Funds 


401(k)s 
Spring  A  Leak 

Boomers  are  switching  out  of  their 
accounts— and  mutual  funds  are  hurting 


OR  15  YEARS,  LYNDA 
Hodgkiss  maxed  out  her 
401(k)  plan,  until  she  was 
laid  off  two  years  ago  from 
her  job  as  a  mailroom  super- 
visor for  a  health-care  insur- 
er. Unsure  of  what  to  do  with 
her  $220,000  nest  egg,  she  turned  to  a  fi- 
nancial planner  near  her  home  outside 
Tacoma,  Wash.  "I  wanted  to  go  to  sleep  at 
night  and  not  worry  that  I'm  invested  in 
something  I  shouldn't  be,"  she  says.  The 
planner  advised  closing  her  401(k)  ac- 
count with  mutual-fund  giant  Fidelity  In- 
vestments and  rolling  over  the  money 
into  an  individual  retirement  account 
with  brokerage  Raymond  James  Finan- 
cial Inc. 

As  the  planner  advised,  she  kept  only 
40%  of  the  money  in  mutual  funds,  mov- 
ing the  rest  to  more  conservative  vehicles 
such  as  certificates  of  deposit.  For  the 
fund  industry,  the  55-year-old  Hodgkiss  is 
yet  another  customer  slipping  away  as 
members  of  the  baby  boom  generation 


begin  wrapping  up  their  careers  and 
heading  into  retirement. 

Surprisingly,  for  an  industry  just  20 
years  old,  the  401(k)  business  is  already 
over  the  hill.  That's  causing  big 
headaches  for  mutual-fund  companies, 
which  administer  half  of  the  $3.2  trillion 
in  workplace  savings  plans.  When  an  em- 
ployee retires  or  switches  jobs,  the  indus- 
try manages  to  hold  on  to  just  30<t  of 
every  dollar  in  a  401(k)  or  similar  plan. 
Now,  the  rate  of  rollovers  out  of  fund 
companies  is  set  to  explode,  from  $198 
billion  in  2003  to  $401  billion  in  2010,  ac- 
cording to  market  tracker  Financial  Re- 
search Corp.  (FRC).  The  trend  certainly 
isn't  helping  the  country's  falling  savings 
rate,  which  has  dropped  from  4%  to  less 
than  1%  over  the  past  10  years. 

SHRINKING  POOL 

INDEED,  THE  NET  inflows  into  work- 
place savings  plans  have  been  shrinking 
for  a  half-dozen  years.  The  new  money  in 
them  invested  with  fund  companies,  mi- 


Past  Their  Prime 


nus  withdrawals,  peaked  at  $80  billion  ir  W*i  C 
1998  and  totaled  only  $49  billion  in  2003  "Py 
according  to  the  most  recent  data  fron  "^ 
the  Investment  Company  Institute,  the  *PR 
fund  industry's  trade  group.  The  trend  is  "^ 
even  bleaker  for  the  other  half  of  the  sav  Jto' 
ings,  which  goes  into  money-marke  ^  pha 
^^^^^^^^^^^^^^^^   - 
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The  growth  in  workplace  savings  programs  such  as  401(k)s  has  slowed.  Here's  why: 


FALLING  PARTICIPATION  Fewer  young  workers  are  saving  for  retirement-about  one  in 
four  in  2004,  vs.  nearly  one  in  three  five  years  ago.  Instead,  they're  paying  off  credit-card 
and  college  debts  and  putting  any  extra  cash  into  real  estate. 


TOUGH  TIMES  Spooked  by  the  stock  market  since  the  bubble  burst-and  tight  with 
money  after  several  years  of  small  or  no  pay  raises-employees  in  all  age  groups  are 
contributing  a  smaller  proportion  of  their  wages  to  retirement  plans  than  five  years  ago. 


DEMOGRAPHICS  The  oldest  baby  boomers  are  starting  to  take  early  retirement,  and  some 
are  closing  their  401(k)s  and  moving  their  money  elsewhere.  This  is  hurting  mutual-fund 
companies,  which  administer  half  of  all  401(k)  money.  And  as  of  July  1,  the  oldest  boomers 
will  hit  591/?,  meaning  they  can  make  withdrawals  from  their  401(k)s  without  penalty. 
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unds,  CDs,  annuities,  and  employees' 
ompany  stock.  That  $1.6  trillion  pool  has 
uffered  net  outflows  in  four  of  the  last 
tve  years,  including  $12  billion  last  year, 
ccording  to  Federal  Reserve  data.  "The 
hdustry  is  almost  out  of  the  accumula- 
j  ion  phase  and  into  the  distribution 
»hase,"  says  Fred  D.  Barstein,  president 
f  consultants  401kExchange.com  Inc. 

The  flight  from  401(k)  accounts  could 
peed  up  after  July  1.  That's  when  the  old- 
st  boomers  turn  59/4  and  are  free  to  with- 
raw  funds  without  a  10%  penalty,  even  if 
leyre  still  employed.  Over  the  next  five 
ears,  16.3  million  people  will  hit  60,  ac- 
ording  to  the  Census  Bureau.  Most  will 
ike  their  often-flush  accounts  with  them 
hen  they  retire.  As  a  result,  net  inflows  of 
itirement  money  to  fund  companies  will 
eep  falling,  to  an  estimated  $32  billion  in 
010,  according  to  FRC. 

At  the  same  time,  fewer  young  people 
re  signing  up  for  401(k)s.  Instead, 
ley^e  paying  off  steep  college  loans  and 
•edit- card  debt  and  putting  any  spare 


cash  into  the  hot  housing 
market.  The  industry  is 
pushing  employers  to  enroll 
new  workers  automatically 
in  401(k)  plans,  but  the  out- 
look for  this  effort  is  uncer- 
tain because  of  labor  laws  in 
some  states  and  fears  of  le- 
gal liability  over  putting 
workers  into  unsuitable  in- 
vestments. Even  if  more 
employers  go  along— and 
about  10%  do  now,  accord- 
ing to  Mellon  Financial  Corp.— the  extra 
contributions  aren't  expected  to  offset  the 
big  withdrawals  by  retirees. 

All  this  is  bad  news  for  an  industry  that 
long  relied  on  regular  deductions  from 
millions  of  paychecks  to  power  its  growth. 
The  401(k)  plans  at  companies,  403(b)s  at 
nonprofits,  and  457s  at  state  and  local  gov- 
ernments—called defined-contribution 
plans  because  they  don't  have  a  guaran- 
teed payout— make  up  nearly  20%  of  the 
$8.1  trillion  in  assets  held  by  mutual  funds. 


IRAs 

offer  more 
choices  than 
401(k)s,  and 
withdrawals 
are  easier 


But  the  rollover  boom  gathering  steam, 
says  William  C.  Carey,  president  of  Fideli- 
ty's 401(k)  unit,  Fidelity  Institutional  Re- 
tirement Services  Co.,  "is  the  biggest 
movement  of  assets  that  the  financial-serv- 
ices industry  will  ever  see." 

BIG  UNDERDOGS 

WHAT'S  PARTICULARLY  troubling  for 
fund  managers  is  how  much  401(k)  mon- 
ey they  lose  when  a  worker  retires  or 
switches  jobs.  Right  off  the  top,  ex-em- 
ployees cash  out  almost  30%,  says  Chicago 
market  researcher  Spectrem  Group.  And 
just  over  half  that  money  gets  put  into  an 
IRA,  with  four  out  five  of  those  dollars 
switching  to  a  financial  adviser,  insurer, 
bank,  or  stockbroker.  These  competitors 
might  keep  some  of  the  money  in  a  mutu- 
al fund,  as  with  Lynda  Hodgkiss'  account, 
but  even  so,  they— not  the  fund  compa- 
ny—get the  lion's  share  of  the  lucrative 
fees  that  are  charged.  "It's  a  fight  between 
the  firms  that  have  the  assets  now  and 
those  that  have  the  offerings  retirees  are 
drawn  to,"  says  Chris  Brown,  director  of 
retirement  services  research  at  FRC. 

The  big  fund  companies  know  they're 
the  underdogs.  Retirees  like  to  roll  over 
their  401(k)s  because  IRAs  offer  more  in- 
vestment choices,  allow  withdrawals  for 
college  expenses  and  other  purposes,  and 
provide  more  flexibility  in  picking  a  bene- 
ficiary. Says  James  M.  Norris,  head  of  the 
retirement  business  at  fund  giant  Van- 
guard Group  Inc.:  "In  many  cases  we  just 
don't  provide  people  with  the  right  advice, 
products,  or  even  tools.  I  don't  think  we've 
figured  it  out  ourselves  yet." 
So  Vanguard,  Fidelity, 
and  other  fund  companies 
are  scrambling  to  capture  a 
larger  chunk  of  the  rollover 
market.  Vanguard,  which 
offers  some  of  the  lowest- 
cost  annuities  for  retirees 
seeking  steady  income,  is 
looking  to  better  promote  its 
products  by  adding  online 
planning  tools  for  people 
nearing  retirement,  says 
Norris.  Fidelity  has  been  ad- 
vertising a  new  program  that  consoli- 
dates all  of  a  retiree's  sources  of  income 
and  expenses  and  then  cuts  a  "paycheck" 
with  taxes,  insurance,  and  other  costs  au- 
tomatically deducted  and  paid. 

One  firm,  Principal  Financial  Group 
Inc.,  a  Des  Moines  insurer  that  also  runs 
401(k)  programs,  is  more  aggressive. 
Last  year  it  started  a  pilot  program  that 
sends  teams  of  investment  counselors  to 
workplaces  to  meet  one-on-one  with  em- 
ployees and  help  them  plan  for  retire- 
June  13.  2005  I  BusinessWeek  !  79 
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ment.  Still,  this  kind  of  education  effort 
mixed  with  marketing  can  unnerve 
some  employers  who  fear  they  may  be 
liable  if  the  advice  turns  out  to  be  bad. 

At  the  other  end  of  the  market,  fund 
companies  are  desperate  to  sign  up 
more  younger  workers  in  401(k)s.  The 
average  participation  rate,  which 
peaked  at  79%  in  1995,  fell  to  70%  last 
year,  according  to  Mellon.  Rates  for  the 
youngest  workers  are  much  lower:  Only 
26%  of  those  under  25  were  partici- 
pants, vs.  31%  in  2000;  participation  by 
25-to-34-year-olds  fell  to  57%  from 
61%,  according  to  Vanguard. 

LAZY  AND  CONFUSED 

THE  DROP  IN  PART  refects  a  fear  of 
stock  investing  after  the  three-year  bear 
market.  But  it  also  coincides  with  the 
country's  declining  savings  rate  as  more 
people  borrow  to  buy  real  estate  or  fi- 
nance consumption.  In  a  survey  by  hu- 
man-resources specialist  Hewitt  Associ- 
ates Inc.,  one  of  the  top  reasons 
employees  gave  for  not  participating  in  a 
401(k)  plan  was  that  they  couldn't  afford 
to  save  more.  "As  a  society,  we  haven't 
been  saving  at  the  rate  we  should  be," 
says  E.  Scott  Peterson,  head  of  Hewitt's 
retirement- outsourcing  business. 

Automatic  enrollment  plans  may  be 
the  answer  to  another  problem  high- 
lighted by  Hewitt's  survey:  that  many 
people  are  simply  too  lazy— or  too  con- 
fused by  the  options— to  sign  up.  When 
employees  are  automatically  enrolled, 
participation  rates  have  shot  up  because 
most  were  too  idle  to  opt  out.  They  also 
didn't  bother  to  move  their  money  out 
of  basic  funds.  That  scares  some  com- 
panies with  automatic  enrollment  that 
they  may  be  sued  for  putting  employees 
into  investments  that  are  far  too  conser- 
vative. So  the  newest  plans  deposit  the 
money  into  funds  that  try  to  match  the 
investment's  risks  with  an  employee's 
expected  retirement  date— putting 
more  money  in  equities  and  less  in 
bonds  for  younger  workers,  for  exam- 
ple. Representative  Bill  Thomas  (R- 
Calif.),  chairman  of  the  House  Ways  & 
Means  Committee,  is  expected  to  give 
automatic  enrollment  a  boost  as  part  of 
the  hotly  debated  Social  Security  reform 
bill  this  year,  but  passage  of  that  meas- 
ure is  far  from  certain. 

Automatic  enrollment  would  help 
bring  more  dollars  in  the  door.  But  un- 
less funds  find  a  way  to  keep  the 
boomers  in  the  fold  short  of  barring  the 
exits,  the  glory  days  of  the  401(k)  won't 
be  coming  back.  ■ 

-By  Aaron  Pressman  in  Boston 


A  Wing,  a  Lot  of 
Loans,  and  a  Prayer 


The  US  Airways-America  West  merger  is 
backed  by  companies  with  business  at  stake  I 


IF  AMERICA  WEST  AND  US  AIR- 
ways  pull  off  thei-  planned  merger, 
they  will  have  a  lot  of  people  to 
thank.  About  half  of  the  $1.5  bil- 
lion in  new  capital  behind  the  deal 
is  expected  to  come  from  the  carri- 
ers' own  vendors,  including  a  cou- 
ple of  other  carriers,  a  manufacturer,  and 
even  a  credit-card  company  or  two. 
"They're  grabbing  financing  wherever 
they  can,"  says  Cal\  mi  Securities  Inc.  air- 
line analyst  Raymond  E.  Neidl. 

To  some  critics,  the  financing  scheme 
that  will  enable  America  West  Holdings 
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Corp.  to  buy  the  far  bigger  US  Airway  i 
Group  Inc.  out  of  bankruptcy  and  take  il 
name  amounts  to  a  house  of  cards.  B  t$Gjy 
snuggling  up  even  more  closely  wit 
their  customers,  vendors  such  as  A 
Wisconsin  Airlines  Corp.,  Air  Canad 
and  planemaker  Airbus  will  be  makin  % 
themselves  much  more  dependent  o 
the  merged  airline's  success,  which 
not  a  sure  bet.  What's  more,  says  Stui 
Klaskin  of  Miami's  KKC  Aviation  Co 
suiting,  vendor  financing  is  "another  a 
tificial  force  keeping  excess  capacity 
the  industry." 
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The  arrangements  mark  a  bold  exten- 

ion  of  the  industry's  use  of  vendor  fi- 

lancing  that  other  carriers— and  other 

ectors—  could  easily  try  to  mimic.  Man- 

ifacturers,  such  as  Boeing  Co.  and  Air- 

I'US,  and  financiers  like  GE  Capital  have 

U  bng  helped  the  airlines  finance  big-ticket 

I  :ems  such  as  planes  and  jet  engines.  But 

'  lis  merger  would  expand  such  financing 

lto  new  areas  such  as  air  miles  for  in- 

LS  entive  programs  and  maintenance.  Also, 

I    le  bargains  the  various  partners  have 

KC  truck  give  all  the  players  a  far  bigger 

take  in  making  the  new  US  Airways  a 

inner.  "Airline  mergers  in  general  have 

pretty  dismal  track  record,"  warns 

tandard  &  Poor's  analyst  Philip  A.  Bag- 

-vayltaley.  "If  s  a  risky  move." 

CE'SGAME 

wilHE  RISK  ISN'T  evenly  spread  in  the 
is  Ai  )mplex  recapitalization  plan  announced 
anad  n  May  19.  Air  Canada's  parent,  ACE  Avi- 
lakin  ion  Holdings  Inc.,  will  wind  up  holding 
at  o  *6  of  the  equity  in  the  new  US  Airways  in 
idi  i  turn  for  a  $75  million  cash  infusion. 
stun  Tiile  its  outlay  will  then  be  subject  to  the 
j  Col  ses  and  falls  of  the  new  carrier's  stock 
heral  "ice,  ACE  will  be  exposed  to  less  risk 
,  it\  i  ian  other  investors.  That's  because  it  will 
;t  contracts  to  maintain  an  expected  361 


CAPACITY  GLUT?  planes     for     the 

Critics  say  the  merged  outfit,  pro- 

industry  has  too  viding    a    steady 

rnanyseatstofill  stream  of  business 
^"^^™  worth  about  $1.2 

billion  over  five  years  after  spending 
about  $20  million  on  upgrading  mainte- 
nance facilities— provided  US  Airways 
stays  aloft  that  long.  ACE  Chairman  and 
Chief  Executive  Robert  A.  Milton  calls  the 
deal  "a  win-win  all  around." 

There's  another  reason  ACE  feels  driv- 
en to  do  the  deal  in  an  increasingly  inter- 
dependent airline  world:  US  Airways  and 
Air  Canada  both  share  passengers 
through  the  Star  Alliance,  a  marketing 
arrangement  among  16  global  carriers.  If 
US  Airways  can't  emerge  stronger  from 
Chapter  11,  Star  Alliance  will  lose  a  big 
contributor  of  traffic.  On  the  other  hand, 
if  America  West  finally  ties  up  with  US 
Airways,  Star  potentially  scoops  more 
passengers  into  its  global  network. 

For  the  other  carrier  chipping  in  fi- 
nance for  the  merger,  Air  Wisconsin,  the 
stakes  are  even  higher:  its  very  survival. 
United  Airlines  Inc.,  trying  to  cut  costs, 
this  year  is  dropping  the  Appleton  (Wis.) 
regional  carrier  as  a  partner  that  gets 
thousands  of  passengers  for  its  short 
routes  from  Chicago,  Denver,  and  Wash- 
ington, D.C.  By  anteing 
up  $125  million  for  stock 
in  the  new  US  Airways 
through  its  Eastshore 
Holdings  LLC  unit,  Air 
Wisconsin  is  buying  the 
right  to  get  new  feeder 
traffic  from  the  merged 
carrier.  The  smaller,  pri- 
vately held  airline  is 
betting  that  a  reinvigo- 
rated  US  Airways  will 
generate  more  than 
enough  business  over 
several  years  to  justify 
the  financial  ouday. 

Other  vendors  crucial 
to  the  deal  are  making 
similar  bets  that  US  Air- 
ways will  be  around  and 
paying  its  bills  for  a  few  years  at  least. 
The  carriers  are  counting  on  so-far  un- 
named credit-card  companies  to  sign  on 
to  get  the  right  to  provide  mileage-based 
credit- card  services  in  exchange  for  a 
$300  million  "signing  bonus"  and  loan. 
A  similar  arrangement  last  year  proved 
crucial  for  struggling  Delta  Air  Lines  Inc. 
when  its  credit-card  partner,  American 
Express  Co.,  advanced  the  carrier  $500 
million  in  sorely  needed  financing.  The 
card  companies  have  a  lot  to  gain,  too. 
"Airline  frequent-fryer  cards  can  easily 


generate  three  times  the  annual  spend  of 
other  credit  cards,"  says  David  Robert- 
son, publisher  of  The  Nilson  Report,  an 
industry  newsletter. 

The  outfit  that  is  making  the  longest- 
term  bet,  however,  is  European  plane- 
maker  Airbus.  It  has  agreed  to  lend  the 
merging  carriers  $250  million.  In  ex- 
change, they  will  become  the  North 
American  launch  customer  for  Airbus' 
planned  A350  aircraft.  US  Airways  has 
pledged  to  order  20  of  the  250-seater 
planes,  starting  in  2011.  That's  impor- 
tant to  Airbus,  which  is  trying  to  line  up 
financing  for  the  A350  and  needs  to 
demonstrate  that  the  plane  is  mar- 
ketable. The  deal  is  hardly  unprecedent- 
ed, but  in  this  case,  it  represents  a  wager 
that  the  merged  carrier  will  survive  at 
least  six  years. 

WHITE  KNUCKLES 

MIGHT  ALL  THESE  vendors  take  a  big 
bath  someday?  Deal  boosters  say  such  in- 
dustry insiders  certainly  should  be  smart 
enough  to  judge  how  risky  their  bets  are. 
But  one  big  vendor,  GE  Capital,  is  down- 
sizing its  wager  by  taking  back  some  of 
the  planes  it  has  leased  to  both  carriers. 
"It's  difficult  when  the  guy  who  is  paying 
the  bills  is  not  making  money,"  warns 


Ponying  Up 

Vendors  are  financing  roughly  half  of 
America  West's  $1.5  billion  merger  with 
US  Airways  to  win  supply  deals 

■  Air  Wisconsin  Airlines  subsidiary  Eastshore  Holdings 

is  chipping  in  $125  million  in  equity  and  gets  the  right  to 
carry  passengers  connecting  to  the  merged  airline's  flights 

■  So-far  unnamed  credit-card  companies  are  providing 
$300  million,  in  exchange  for  mileage-program  rights 

■  Airbus  is  lending  $250  million  and  lines  up  the  merged 
carrier  as  a  launch  customer  for  its  new  A350  in  2011 

■  Air  Canada  parent  ACE  Aviation  Holdings  is 

contributing  $75  million  in  equity  and  wins  a  contract 
to  maintain  the  merged  airline's  fleet 


Data:  America  West.  US  Airways  ^^■■■^^^■■■■^■■■^■^■i 

Roger  E.  King,  a  senior  analyst  with  the 
CreditSights  Inc.  independent  research 
firm  in  New  York. 

Investing  in  the  airline  business  has 
been  a  white-knuckle  affair  for  years.  The 
big  difference  now  is  that  more  of  the 
people  taking  the  trip  have  more  at  stake 
than  just  a  few  million  dollars'  worth  of 
stock.  It's  enough  to  make  even  a  veteran 
traveler  a  little  queasy.  ■ 

-By  Joseph  Weber  in  Chicago,  with 

Carol  Matlack  in  Paris  and 

Mara  Der  Hovanesian  in  New  York 
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Building  Bonds 
For  the  Little  Guy 

A  pioneer  of  retail  corporate  bonds 
is  betting  retirees  will  buy 
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THOMAS  S.  RICKETTS 
jokes  he's  the  black  sheep 
of  the  family.  His  father,  J. 
Joe  Ricketts,  founded  the 
online  brokerage  Ameri- 
trade  Holding  Corp.  Older 
brother  J.  Peter,  the  firm's 
chief  operating  officer,  is  rumored  to  be  in 
line  for  the  top  spot  if  it  stays  independ- 
ent. But  other  than  spending  a  summer 
giving  customers  stock  quotes  over  the 
phone,  Thomas  hasn't  had  much  to  do 
with  running  the  business.  He  is  an 
Ameritrade  director,  but  the  39-year-old 
prefers  bonds  to  stocks.  Like  Dad, 
though,  he's  quiedy  becoming  a  force  for 
ordinary  investors. 

In  the  mid-'90s,  when  the  world  was 
crazy  for  stocks,  Thomas  pioneered  the 
idea  of  having  companies  sell  their  in- 
vestment-grade bonds  to  retail  investors, 
rather  than  just  to  institutions.  Today,  his 
six-year-old  investment  bank,  Incapital 
Holdings  LLC,  employs  just  30  at  its 
Chicago  headquarters.  But  he  battles 
Merrill  Lynch  &  Co.  and  ABN  AMRO  to  a 
draw— each  underwrote  roughly  a  third 
of  the  $100  billion  outstanding  in  such 
bonds.  Incapital  sells  retail  debt  for  nine 
companies,  including  Bank  of  America, 
GE,  and  Prudential. 

This  growing  retail  market  addresses  a 
long-running  problem  for  individual  in- 
vestors. Before,  they  could  buy  invest- 
ment-grade corporate  bonds  only 
through  a  mutual  fund  or  from  the  mar- 


RICKETTS  He's  got 
new  products  and  is 
expanding  overseas 


ket.  Both  have  drawbacks: 
Funds  often  carry  high  man- 
agement fees  and  don't  pro- 
vide a  consistent  income, 
while  bonds  on  the  market 
can  be  cosdy  and  difficult  to 
purchase  in  small  quantities. 
Now,  retail  investors  can 
have  their  broker  buy  the 
bonds  directly  from  Incapi- 
tal, Merrill,  or  ABN  AMRO  in 
digestible  $1,000  incre- 
ments. The  firms  put  new  is- 
sues on  the  market  weekly, 
with  different  yields  and  maturities.  A  re- 
cent 15-year  DaimlerChrysler  bond  from 
Incapital  paid  6.40%.  And  even  if  interest 
rates  rise  and  push  down  the  bond's 
price,  investors  will  recoup  their  original 
investment  if  they  hold  it  to  maturity,  un- 
less the  company  goes  bust. 

DIALING  DUO 

RETAIL  INVESTORS  have  been  able  to 
buy  junk  bonds  since  the  early  '90s,  so 
Ricketts  and  a  partner  at  a  boutique  firm 
set  out  in  1995  to  copy  that  model  for  in- 
vestment-grade corporate  bonds.  "We 
would  go  to  a  city  and  call  every  company 
in  the  phone  book,"  says  Ricketts.  The 
duo  finally  found  interest  in  selling  retail 
debt  at  General  Motors  Acceptance  Corp. 
ABN  AMRO  got  into  the  business  by  buy- 
ing the  shop,  and  Ricketts  stayed  on  until 
1999,  when  he  set  up  Incapital. 
These  days,  Ricketts  faces  a  tough  en- 


vironment as  rising  rate;  I 
cooled  interest  in  bonds.  In 
capital  sold  $7  billion  worth  o 
notes  last  year,  down  from  $i: 
billion  in  2002,  and  this  year  looks  equal 
ly  weak.  But  he  says  the  long-term  trend 
are  favorable.  Baby  boomers  nearing  re 
tirement  are  spurring  demand  for  fixed  j 
income  securities.  Then  there's  the  por 
tential  of  Europe  and  Asia,  wherJ 
Incapital  has  sold  $2  billion  worth  o 
bonds  to  increasingly  wealthy  investor 
seeking  stable,  safe  yields. 

So  Ricketts  is  expanding  overseas  oper  s 
ations  and  pushing  ahead  with  new  prod  £-_- 
ucts.  One  bundles  11  bonds  into  a  singl  rijj 
security— giving  investors  a  diversifiet  rr 
stream  of  income  at  a  low  cost  And  in  th  Bee 
next  month  or  so,  Incapital  will  roll  out  th  fe 
first  retail  bond  issued  by  a  foreign  gov  r 
ernment.  "It's  by  no  means  the  ideal  tim  n* 
to  launch  a  bond  product,"  says  Rickett:  g 
"But  more  and  more  people  need  stead  r 
income."  It  seems  the  black  sheep  of  th  t 
family  is  doing  pretty  well  for  himself.  I  i 
-ByAdrienne  Carter  in  Chicag m . 


Open 

To  the  Public 

pital  sells  new  corporate 

be  is  to  income-oriented  retail 
investors.  Some  recent  deals: 


Bank  of  America 


YIELD 


5-25% 


9M 


25y?ars 


GE  Capital 

YIELD 

5.1% 


TERM 


20  years 


DaimlerChrysler  NAH 


YIELD 


6.4% 


TERM 


15  years 
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Marketing  Trends 


Hello  Muddah, 
Hello  Fadduh... 

. . .  Here  I  am  at  Camp  No-Data. 
Gadget-free  camps  are  on  the  rise 


It's  a  desire  to  which     NONVIDEO  GAMES 


Canoers  at 
a  Windsor 
Mountain  camp 


UIN  BOUCHER  REGULAR- 
ly  e-mails  or  instant-mes- 
sages his  mother  in  the 
kitchen  from  his  bedroom 
four  stories  above.  At  14, 
he's  a  child  of  the  wired  gen- 
eration, attending  a  special 
nology  high  school  in  Brooklyn,  N.Y., 
g  to  classmates  by  cell  phone  or  IM, 
firing  up  his  Sony  PlayStation  to  play 
ony  Hawk's  Underground.  "He's  a  real 
thlcreen  kid,"  Rebecca  Boucher  says,  so 
tb^hen  it  came  time  to  choose  a  summer 
jov  amp,  her  first  priority  was  clear:  "I  want 
im  o  unplug  him  for  the  summer." 
etc  I  Boucher  chose  Windsor  Mountain  In- 
ead  prnational,  nesded  in  a  New  Hampshire 
t  th  ikeside  forest,  where  counselors  promise 
I  ids  will  forgo  playing  with  Game  Boys 
a  nd  surfing  the  World  Wide  Web  in  favor 
f  rowing  boats,  roasting  marshmallows, 
.|j|  ad  singing  songs  over  evening  campfires. 
ast  summer  Quin  practiced  sign  lan- 
uage,  played  capture  the  flag,  and  tipped 
is  friends'  boats,  dousing  them  in  the 
-  ear  lake  waters.  As  for  life  without  the 
ptop?  Says  Quin:  "After  a  while,  it  be- 
)mes  natural." 
In  past  generations,  camp  was  a  sum- 


mer refuge  where  city  and  suburban  kids 
could  shed  the  grime  of  urban  life  and  the 
boob  tube.  Over  the  last  decade,  however, 
camp  has  grown  into  a  $19.8  billion  in- 
dustry serving  nearly  12  million  kids  and 
is  more  than  ever  focused  on  specialties— 
from  the  popular  (soccer,  computers)  to 
the  obscure  (fencing,  yoga)— that  bolster 
college  applications  or  win  sports  scholar- 
ships. Whatever  the  focus,  camps  teaching 
specific  skills  have  won  points  with  baby 
boomer  parents  by  playing  up  the  idea 
that  their  kids  will  be  higher  achievers. 

Now,  as  some  parents 
grow  concerned  about 
how  much  their  children 
rely  on  their  gadgets  and 
are  affected  by  the  high 
stress  levels  of  their  over- 
scheduled  lives,  a  growing 
number  are  looking  to 
summer  camp  as  an  op- 
portunity for  their  kids  to 
build  social  skills  outside 
of  cyberspace.  And  instead 
of  complaining  about  the 
tech  detox,  many  kids,  in- 
cluding Quin,  say  they 
look  forward  to  the  respite. 


THE  STAT 


90% 

The  estimated 
percentage  of 
summer  camps 
that  ban  cell 
phones 

Data:  American  Camp  Association 


camps   are  increas- 
ingly       marketing. 
"We'll  teach  them  to    ^^^ 
rely  on  their  imagi- 
nations for  entertainment,"  says  Richard 
Herman,  director  of  Windsor  Mountain, 
formerly  Interlocken. 

GENERATION  WIRED 

ARE  PARENTS'  CONCERNS  about  kids  be- 
ing too  wired  legitimate?  According  to  the 
Pew  Internet  &  American  Life  Project,  87% 
of  American  teens  surf  the  Net.  On  aver- 
age, kids  devoted  6  hours  and  21  minutes  a 
day  last  year  to  media  use  outside  of 
school,  including  TV,  video  games,  and  the 
Net,  according  to  a  recent  survey  by  the 
Kaiser  Family  Foundation.  Most  experts 
agree  technology  is  a  great  thing,  enabling 
kids  to  access  more  information  and  con- 
nect to  more  people  than  ever  before.  But 
as  the  first  completely  wired  generation  en- 
ters their  early  twenties,  the  jury  is  out  on 
how  all  that  cyber-communicating  is  af- 
fecting their  ability  to  socialize  face-to- 
face.  "Everything  needs  balance,"  says 
Harvard  University  child  psychology  pro- 
fessor Dan  Kindlon,  who  wrote  Too  Much 
of  a  Good  Thing:  Raising  Children  of  Char- 
acter in  an  Indulgent  Age. 
"If  your  kid's  on  the  com- 
puter 24/7,  that's  probably 
not  a  good  thing." 

A  no-tech  or  low-tech  ex- 
perience is  the  selling  point 
for  these  camps.  And  the 
number  of  new  camps  that 
limit  gadgets  and  electron- 
ic communication  is  on  the 
rise.  While  9  in  10  camps 
allow  parents  to  send  e- 
mails,  almost  none  allow 
kids  to  write  back  over  the 
Internet.  Some  90%  of 
camps    don't    allow    cell 
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phones,  according  to  the  American 
Camp  Assn.  (ACA).  "We  try  to  tell  parents 
an  e-mail  doesn't  smell  like  mom's  per- 
fume," says  ACA  spokesperson  Maria 
Coleman,  who  also  runs  Long  Island- 
based  Coleman  Family  Camps. 

DISCONNECTED 

FARM  &  WILDERNESS,  a  Vermont  clus- 
ter of  six  camps,  takes  simplicity  to  the 
extreme.  Two  years  ago,  camp  brochures 
adopted  the  slogan  "Unplugged  and  Un- 
forgettable." Director  Rob  Schultz  refers 
to  cabins  without  electricity  as  "an  auto- 
matic firewall"  for  modern  gadgets.  Per 
Quaker  tradition,  campers  start  each  day 
with  at  least  30  minutes  of  silent  reflec- 
tion, and  they  don't  even  wear  watches, 
instead  waiting  for  a  camp  bell  to  signal 
a  new  activity.  "We  want  kids  to  learn  to 
do  what  they're  doing  while  they're  do- 
ing it,  to  focus,"  he  says. 

A  brief  Luddite  existence  often  appeals 
to  exhausted  multitasking  kids  as  well  as 
their  parents.  Potomac  (Md.)  teen  Eliza 
Kanovsky,  17,  has  a  hefty  list  of  extracur- 
riculars.  And  she  does  three  things  at  any 
given  time,  even  when  she's  relaxing. 
"While  Fm  on  the  computer,  I'm  usually 
also  watching  TV  and  talking  on  the 
phone,"  she  says.  So  she  looks  forward  to 
summer  exploration  programs  through 
Colorado-based  America's  Adventure 
Ventures  Everywhere.  Last  summer  she 
went  to  Ecuador  to  repair  trails  and  sail 
through  the  Galapagos  Islands. 

Similarly,  the  Island  School  offers  a 
semester-long  trip  to  a  Bahamian  island 
for  courses,  volunteer  work,  and  sports. 
Students  are  allowed  one  15-minute 
phone  call  a  week,  says  staffer  Karla 
Cosgriff.  "You  never  hear  the  students 
say,  'God  I  wish  I  could  e-mail  some- 
body,'" says  Cosgriff.  Instead,  alumni 
adopt  a  wistful  tone  when  talking  about 
the  time  they  lived  12  entire  weeks  with- 
out the  Internet. 

The  tech  break  might  be  nice,  but  old 
habits  die  hard.  Erica  Howe,  an  18-year- 
old  from  Chatham,  N.J.,  has  spent  the 
past  four  summers  living  without  elec- 
tricity through  Farm  &  Wilderness 
camps.  "When  I  get  home,  I'm  like,  I 
don't  want  to  turn  on  the  TV  and  I  hate 
the  computer,"  she  says,  a  sentiment 
that  never  lasts  long.  Within  two  days 
she  has  received  more  than  20  messages 
from  her  newest  set  of  online  pals,  her 
camp  friends.  ■ 

-Jessi  Hempel  in  New  York 
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He's  Giving 
Hooters  a  Lift 

A  feisty  chairman  takes  the  chain  far 
beyond  its  beer-and-wings  beginnings 


Brett 

IN 


W 


HEN  YOU'RE 

Robert  H.  Brooks, 
chairman  of 

Hooters  of  Ameri- 
ca Inc.,  you  don't 
eat  a  mesclun  sal- 
ad and  grilled 
salmon  for  lunch.  You  don't  simply  greet 
the  waitress  and  leave  it  at  that.  You  start 
out  with  a  half-dozen  wings  and  move  on 
to  a  large  chili  dog.  You  tease,  you  flirt,  you 
shout  through  the  din  of  motorcyclists 
who  have  descended  upon  a  Hooters  in 
Myrtle  Beach,  S.C.,  during  Bike  Week. 
When  one  of  Hooters'  famously  buxom 
waitresses  yells:  "Where's  your  bike?"  you 
wink  and  say:  "Sold  it.  Couldn't  get  any 
pretty  girls  to  ride  on  back."  And  when 
you  leave,  you  put  your  arm  around  an- 


other and  ask: "  Hey,  how  come  you  didr 
come  by  my  table?" 

It's  not  a  job  for  everyone.  But  the  6i 
year-old  Brooks  certainly  has  taken  to 
Since  winning  control  of  the  private 
held  company  four  years  ago,  Broo! 
has  dedicated  himself  to  making  Hoc 
ers— and  its  15,000  Hooters  girls 
American  icons.  The  first  Hoote 
opened  in  Clearwater,  Fla.,  in  1983  as 
bar.  Now  the  chain  boasts  400  fi 
restaurants  (Brooks  owns  120  of  the 
outright),  stretches  from  San  Diego 
Sao  Paulo  to  Shanghai,  and,  Broo 
says,  attracts  a  crowd  that  is  about  on 
third  women— which  can  be  explain 
only  by  the  spicy  wings.  Last  year  t 
chain  brought  in  $834  million;  24% 
that  came  from  sales  of  beer,  a  figt 


BROOKS  His  airline 
makes  no  profit— but 
works  as  a  branding  tool 

about  twice  as  much  as  at 
other  casual  restaurants. 
Brooks  believes  there's 
room  for  about  1,000 
Hooters,  including  200 
outside  America.  That 
may  seem  like  an  awful 
lot  of  Hooters,  but  "I 
wouldn't  bet  against 
them,"  says  Ron  Paul, 
president  of  Technomic 
Inc.,  a  Chicago  restau- 
rant consultant.  "They 
found  a  formula  that 
works  for  them." 

To  its  critics,  that's 
just  the  problem.  As 
Brooks  well  knows: 
"Some  people  are  skittish 
about  doing  business 
with  us.  I  can  under- 
stand that,"  he  says.  But 
he's  certainly  not  apolo- 
gizing for  Hooters'  bla- 
tant sexism.  "We've  got  50  million  cus- 
tomers, and  we  continue  to  grow.  We're 
more  mainstream  than  most  of  our  crit- 
ics," he  boasts.  When  asked  if  his  minis- 
ter approves— Brooks  is  a  regular  at  an 
Episcopal  church  in  Myrtle  Beach- 
Brooks  says:  "He  eats  here!  In  fact,  every 
ninister  I've  ever  had  ate  at  Hooters." 
Brooks  makes  sure  the  chain  gives  to 
ocal  charities;  the  company's  Commu- 
lity  Endowment  Fund  has  donated 
nore  than  $8  million  to  causes  from  the 
special    Olympics    to    the    Muscular 


Dystrophy  Assn.  It  may  be  a  ploy,  but  it 
seems  to  be  effective:  The  company  has 
never  been  boycotted.  Brooks  even  sent 
nine  Hooters  girls  on  a  goodwill  tour  to 
entertain  U.S.  soldiers  in  Afghanistan 
and  Pakistan. 

Brooks's  plan  for  spreading  the  Hoot- 
ers name  goes  well  beyond  600  addition- 
al restaurants.  The  two-year-old  Hooters 
Air,  which  he  owns,  now  flies  to  11  cities. 
According  to  Transportation  Dept.  filings, 
however,  it  lost  $750,000  through 
September  of  last  year  on  its  commercial 
service,  the  latest  period  for  which 
records  are  available.  For  his  part,  Brooks 
says  that  by  frying  private  charters  for 
professional  and  college  sports  teams  and 
performing  maintenance  for  other  air- 
lines, Hooters  Air  breaks  even.  Even  if  it 
didn't,  analysts  believe  that  the  airline 
serves  a  purpose:  promoting  the  restau- 
rants. "This  is  no  different  from  what 
Richard  Branson  did  with  Virgin,"  says 
Mo  Garfinkle,  an  aviation  consultant  in 
Arlington,  Va.  "For  less  than  $1  million 
[in  losses],  they  get  a  tremendous  brand- 
ing tool  for  the  restaurants." 

"THE  BRAND  HAS  LEGS" 

THAT'S  THE  IDEA  behind  a  new  hotel 
and  casino  in  Las  Vegas,  owned  by  fran- 
chisees who  licensed  the  Hooters  name 
earlier  this  year.  Ditto  a  line  of  potato 
chips,  a  Maxim-\ike  young  men's  maga- 
zine, and  a  Hooters-branded 
credit  card.  One  day,  Brooks 
and  his  executives  would 
love  to  start  a  Hooters  cable 
channel,  too,  to  broadcast 
everything  from  his  Hoot- 
ers Girls  swimsuit  pag- 


Robert  H.  Brooks 

From  dairy  science  to  Hooters  honcho 


BORN  February  6, 1937,  in  rural  Sweet 
Home,  S.C.  Grew  up  on  tobacco  farm  that 
had  no  electricity  or  running  water. 

EDUCATION  Bachelor's  degree  in  dairy 
science  from  Clemson  University,  1960. 

POSITION  Chairman  of  Hooters  of 
America  Inc.  since  1984.  He  bought  the 
name  for  $60  million  in  2001,  and  now 

owns  120  of  the  400  restaurants. 

BACKST0RY  Made  his  first 
fortune  in  the  food  business, 

selling  coffee  creamer  and 

salad  dressings. 

ODD  JOBS  Owns  three 


motor  speedways,  a  cemetery,  a  trucking 
company,  and  a  video  production  business. 

FAMILY  Married  in  1998  to  second  wife, 
Tami  Springs,  who  gave  birth  to  daughter 
Boni  Belle  in  1999.  Two  sons  from  first 
marriage:  Coby,  now  president  of  Hooters  of 
America,  and  Mark,  who  died  in  a  1993 
plane  crash  while  on  a  promotional  tour  for 
Hooters  with  NASCAR  driver  Alan  Kulwicki. 


eants  to  footage  from  the  various  Hoot- 
ers-sponsored racing  circuits.  "We  clear- 
ly think  the  brand  has  legs,"  says  Mike 
McNeil,  the  chain's  vice-president  for 
marketing.  Pun  intended. 

As  early  as  next  year,  Brooks  may  move 
to  take  part  of  his  empire  public.  Several 
top  Hooters'  franchisees  are  pushing 
Brooks  to  pool  some  of  his  restaurants 
with  the  130  they  control  in  a  public  of- 
fering with  Oppenheimer  &  Co.  "I'm  still 
waiting  to  see  what  the  numbers  look 
like,"  he  says. 

Brooks  grew  up  on  a  tobacco  farm  near 
Myrtle  Beach  with  no  running  water  or 
electricity.  (He  still  commutes  to  Atlanta 
headquarters  from  Myrtle  Beach  each 
week.)  After  earning  a  degree  in  dairy  sci- 
ence at  Clemson  University,  he  got  into 
the  food  business:  He  invented  a  milk- 
shake formula  used  by  Burger  King,  and 
at  30  used  $10,000  in  savings  to  form 
Eastern  Foods  Inc.,  which  sold  nondairy 
coffee  creamer  to  the  airlines.  "I  picked  a 
big-sounding  name  because  if  people  had 
realized  how  little  we  were,  they  wouldn't 
have  bought  from  us,"  he  jokes.  Over  the 
decades,  Brooks  built  Eastern  into  a  $150 
million  company,  now  known  as  Natural- 
ly Fresh  Foods  Inc. 

When  a  friend  approached  him  in 
1984  about  teaming  up  to  acquire  the 
franchising  rights  for  what  was  then  a 
small  operation  in  Florida,  Brooks  wasn't 
interested.  But  after  enough 
badgering,  he  relented.  It  was 
only  later,  he  says,  that  he  came 
to  see  the  potential  in  Hooters, 
though  he  swears  it  took  him 
longer  to  realize  that  the 
name— and  logo  of  a  wide-eyed 
owl— was  a  double  entendre. 
Brooks  made  sweeping 
changes  at  the  dozens  of 
franchises  he  came  to  own, 
including  adding  a  full  menu. 
But  his  tinkering  put  him  on 
a  collision  course  with  Hoot- 
ers' founders.  Relations  be- 
came so  acrimonious  that  by 
the  late  1990s,  the  founders 
had  sued  Brooks  not  once, 
but  twice.  The  last  suit  was 
eventually  settled  in  2001  af- 
ter Brooks  paid  $60  million 
for  the  trademark,  which 
gave  him  full  control  over  the 
chain.  Now  Brooks  is  deter- 
mined that  his  Hooters  girls 
become  this  generation's 
Playboy     Bunnies.     Wings, 
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RACY  Boats, 
cars  flaunt 
the  brand 


anyone? 


-By  Dean  Foust  in 
Myrtle  Beach,  S.C. 
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Personal  Business  Stocks 


Report  Cards 
On  Governance 


Morningstar  and  ISS  both 
give  grades,  but  their 
rating  systems  differ 

Widely.  BY  LAUREN  YOUNG 


svi 


IN  THE  WAKE  OF  COUNTLESS 
scandals  and  financial 
blowups,  Corporate  America  is 
increasingly  under  scrutiny  on 
a  wide  range  of  issues,  includ- 
ing governance.  Quantifying 
good  stewardship  is  a  lot  trick- 
ier and  more  subjective  than 
assessing  a  balance  sheet.  Sev- 
eral firms  make  such  judgments  for  insti- 
tutional investors,  but  until  recently  there 
has  been  nothing  available  to  help  indi- 
vidual investors  identify  companies  with 
good  governance. 

Now  you  can  get  hold  of  these  grades 
from  Institutional  Shareholder  Services 
(ISS),  a  Rockville  (Md.)  firm  that  mainly 
caters  to  institutions,  and  from  Morn- 
ingstar, the  Chicago  research  firm  best 
known  for  mutual-fund  ratings. 

Finding  these  grades  is  easy— they're 
on  the  Web.  Interpreting  them  is  any- 
thing but.  The  two  services  take  vastly 
different  tacks  to  evaluating  companies, 
so  the  end  result  can  be  contradictory 
scores  (table).  ISS  judges  a  company's 
governance  practices  relative  to  those  of 
its  peers  as  well  as  to  the  broader  stock 
market,  using  information  gleaned  from 
public  documents.  Morningstar  starts 
with  public  data,  but  then  incorporates 
discussions  with  management  and  the 
company's  governance  track  record  into 
the  mix.  Peer  comparisons  do  not  factor 
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into  Morningstar's  final  score.  Overall, 
its  governance  ratings  ultimately  provide 
more  context— and  guidance. 

Just  look  at  how  the  two  services  rank 
Walt  Disney,  the  media  giant  often  de- 
rided by  shareholder  groups.  Morn- 
ingstar  assigns  the  company  a  low  "D" 
grade  because  of  concerns  about  Disney's 
excessive  use  of  pro  forma  financial  in- 
formation, high  executive  compensation, 
and  a  history  of  poor  governance  prac- 
tices. But  ISS  gives  Disney  the  top  indus- 
try score  of  100%— its  best  among  media 
companies— mainly  because  the  compa- 
ny doesn't  have  two  classes  of  stock  with 
unequal  voting  rights  commonly  found 
in  the  media  group.  ISS  also  gives  Disney 
credit  for  announcing  major  changes  this 
year,  including  a  separation  of  the  chair- 
man and  chief  executive  roles.  Morn- 
ingstar,  however,  will  give  Disney  no 
points  for  those  changes  until  the  com- 
pany's financial  results  improve. 

The  biggest  downside  to  the  ISS  scor- 
ing system  is  its  methodology.  ISS, 
which  added  its  corporate  governance 
ratings  to  Yahoo!  Finance  (finance.ya- 
hoo.com)  in  April,  bases  its  ratings  on  61 
criteria,  including  executive  compensa- 
tion, audit  practices,  and  takeover  de- 
fenses. Those  are  the  right  areas  to 
probe,  but  since  companies  are  stacked 
up  against  similar  outfits  as  well  as  the 
broader  market,  every  sector— including 
industries  generally  weak  in  corporate 
governance  such  as  media  and  food— 
has  standouts.  "Someone  is  always  bet- 
ter than  someone  else,"  says  Randall 
Hancock,  executive  vice  president  of  the 
ISS  Global  Research  Group. 

DIFFERENT  AUDIENCES 

MORNINGSTAR,  WHICH  has  been  pub- 
lishing "stewardship  grades"  on  its  Web 
site  (morningstar.com)  since  February, 
shuns  relativism.  "We  take  the  view  that 
corporate  stewardship  is  not  a  relative 
thing.  If  s  an  absolute,"  explains  Patrick 
Dorsey,  Morningstar's  director  of  stock 
analysis.  "We  see  no  reason  to  give  the 
least  horrible  company  in  a  horrible  in- 
dustry any  credit."  Morningstar's  ana- 
lysts use  a  list  of  20  questions  to  grade  a 
company,  examining  areas  such  as  the 
use  of  one-time  charges  and  write-offs. 
ISS'  and  Morningstar's  assessments 
don't  always  differ— Microsoft  gets  high 
governance  grades  from  both.  But  some 
of  the  disparities  you'll  find  may  reflect 
the  core  audience  of  each  service.  ISS' 
1,200  institutional  clients  generally  place 


Good  Governance  or  Bad? 

To  assess  how  well  companies  are  governed,  Morningstar  uses  grades 
A  (excellent)  through  F  (poor).  ISS  gives  two  ratings  that  run  between 
100%  (the  best)  and  1%  (the  worst).  The  first  is  for  how  the  corporation's 
governance  compares  with  others  in  a  broad  stock  market  index.  The 
second  rating  compares  the  company's  governance  with  others  in 
its  industry  group.  The  results  can  vary  greatly. 

COMPANY 

MORNINGSTAR  RATING 

ISS  RATING 

AIG 

Suspended 

Better  than  82%  of  S&P  500  companies 
and  92%  of  insurers. 

COMMENTS  Morningstar  has  suspended  grades  because  it  is  unclear  who  is  running  the  troubled 
insurer.  AIG  gets  high  marks  from  ISS  relative  to  its  peers  for  strong  auditing  practices  as  well  as 
good  takeover  defenses. 

WALT 
DISNEY 

D 

Better  than  90%  of  S&P  500  companies 
and  100%  of  media  companies. 

COMMENTS  High  executive  compensation  as  well  as  a  poor  governance  track  record  are  some 
reasons  for  Morningstar's  low  grade.  Disney  gets  a  better  ISS  score  because  it  has  announced  many 
positive  changes  in  the  past  year.  Disney  also  does  not  have  a  clumsy  dual-class  stock  structure, 
common  among  media  companies.  A  majority  of  Disney's  directors  have  participated  in  ISS- 
endorsed  director  education  programs. 

FANNIE 
MAE 

D 

Better  than  93%  of  S&P  500  companies 
and  99%  of  financial  companies. 

COMMENTS  Morningstar  says  the  former  leadership  allowed  financial  misdeeds,  and  high 
compensation  and  aggressive  accounting  practices  are  still  in  place.  ISS  thinks  the  board  structure 
and  disclosure  practices  are  mostly  positive. 

WAL-MART 
STORES 

A 

Better  than  75%  of  S&P  500  companies 
and  96%  of  food  retailers. 

COMMENTS  ISS  ranks  Wal-Mart  above  its  peers  because  it  eschews  the  two-tiered  stock  class 
structure  found  at  many  food  companies.  But  the  company  is  penalized  because  execs  and  board 
members  own  less  than  1%  of  company's  stock.  Morningstar  is  not  bothered  by  that  since  1%  of 
Wal-Mart  is  $2  billion. 

a  strong  emphasis  on  benchmarks  and 
relative  performance.  Morningstar  caters 
to  individual  investors  and  their  search 
for  absolute  performance  as  they  build  a 
nest  egg  or  fund  a  college  education. 

Since  ISS'  corporate  governance 
scores  are  available  for  free  on  Yahoo, 
they  are  certainly  worth  a  look,  especial- 
ly since  the  firm  covers  5,400  companies 
in  the  U.S.  as  well  as  an  additional  1,700 
globally.  One  big  problem  with  the  ISS 
scores  is  that  you  won't  find  any  expla- 
nations for  them— that  information  is  re- 
served for  institutional  clients  who  pay 
thousands  of  dollars  a  year  for  it.  (ISS 
provided  scoring  details  at  Business- 
Week's request.) 

Morningstar  rates  just  800  compa- 
nies. (Companies,  incidentally,  do  not 
pay  for  ISS  or  Morningstar  coverage.) 
Access  to  Morningstar's  grades  is  not 
free.  It  requires  a  subscription  to  the  pre- 


mium portion  of  its  Web  site,  which 
costs  $13.95  per  month.  For  the  investor 
who  revels  in  a  lot  of  detail,  if  s  definite- 
ly worth  the  price  because  the  steward- 
ship grades  come  with  a  lengthy  report 
that  includes  analysis  of  a  company's 
valuation,  risk,  strategy,  and  financial 
health.  And  of  course,  you  get  access 
to  other  premium  stock  and  mutual 
fund  data. 

Since  corporate  governance  ratings 
are  so  new,  there's  no  strong  data  that  in- 
dicate they  can  lead  you  to  a  winning  in- 
vestment. "It's  simply  another  relevant 
information  point  in  evaluating  a  stock," 
says  Charles  Elson,  director  of  the  John  L. 
Weinberg  Center  for  Corporate  Gover- 
nance at  the  University  of  Delaware. 
There  are  plenty  of  well-governed  corpo- 
rations with  expensive  stocks.  The  ulti- 
mate goal  is  to  find  shareholder-friendly 
companies  at  bargain  prices.  ■ 
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This  Could  Keep 
You  in  the  Pink 

Health  savings  accounts  may  be  just  the  ticket  for 
entrepreneurs.  BY  CHRISTOPHER  FARRELL 


EMPLOYEES  FORTUNATE 
enough  to  have  a  health 
plan  have  had  to  swallow 
double-digit  percentage 
price  hikes  in  premiums 
for  the  past  five  years.  But 
they  could  always  take 
comfort  in  knowing  that  their  insurance 
was  a  bargain  compared  with  what  they 
might  have  to  pay  on  their  own.  Indeed, 
the  price  of  health  insurance  has  long  de- 
terred budding  entrepreneurs  who  might 
otherwise  leave  the  corporate  cocoon  to 
strike  out  on  their  own. 

That  calculation  is  changing,  in  part 
thanks  to  the  new  health  savings  ac- 
counts (HSA)  that  were  authorized  in  the 
2003  Medicare  prescription  drug  legisla- 
tion. The  HSA  plan  comes  in  two  parts. 
First,  you  must  buy  a  health  insurance 
policy  with  a  high  deductible.  Then  you 
open  an  HSA,  a  tax-sheltered  account 
much  like  an  individual  retirement  ac- 
count. The  account  is  funded  with  pretax 
contributions,  up  to  $2,650  for  individu- 
als and  $5,250  for  families  (table).  The 


account" s  earnings  are  not  taxed— nor  are 
withdrawals  when  used  to  pay  for  quali- 
fied medical  expenses. 

Anyone  can  use  HSAs, 
but  experts  believe 
they  are  particu- 
larly well-suited 
for  the  self-em- 
ployed. "Entrepreneurs 
trade  off  the  risk  of  paying 
out  a  couple  of  thousand  dollars  in  tax- 
sheltered  money  in  order  to  protect 
themselves  from  catastrophic  costs,"  says 
Leon  Rousso,  a  certified  financial  planner 
in  Ventura,  Calif.  Brad  Rosley,  who  has  a 
wife  and  three  children,  also  a  financial 
planner  in  Glen  Ellyn,  111.,  made  the 
switch.  His  previous  health  insurance 
policy  to  cover  his  family  cost  him  $660  a 
month,  or  nearly  $8,000  a  year,  with  a  de- 
ductible of  $1,000. 

Rosley  replaced  that  plan  with  an 
HSA  He  went  for  a  policy  with  a  $5,100 
deductible  and  put  that  much  into  the 
tax-sheltered  account  for  a  family.  His 
premium  for  the  policy  is  $260  a  month, 


or  $3,120  annually.  He  uses  the  $400  a 
month  he's  saving  over  the  previous  pol- 
icy to  fund  his  HSA.  Rosley  figures  he  " 
could  well  end  up  with  a  six-figure  ac- 
count, since  any  money  left  in  the  HSA 
can  be  rolled  over  from  year  to  year.  That 
money  can  pay  for  everything  from  long 
term  care  insurance  to  a  new  hip  during  " 
his  golden  years. 
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OUT-OF-POCKET  COSTS 

ROSLEY'S  EXPERIENCE  appears  typical 
The  average  yearly  premium  on  a  familj 
policy  for  an  HSA  is  $3,550  for  those  aged 
30  to  54,  according  to  America's  Health  * 


A  Health  Savings  Account  Primer 


DECIDE  which  catastrophic  health  insurance  policy  you're  going 
to  buy.  Price  is  determined  by  the  ages  of  those  insured, 
residence,  and  the  size  of  the  deductible,among  other  factors. 


MALE.  45 

TWO  ADULTS,  45 
TWO  CHILDREN,  12  &  10 

DEDUCTIBLE 

C0ST/M0. 

DEDUCTIBLE 

C0ST/M0. 

Atlanta. 

$1,800 

$232.20 

$5,000 

$374.83 

Chicago 

2.000 

175.22 

5,000 

375.00 

Dallas 

2.000 

238.43 

5.000 

364.00 

OPEN  a  Health  Savings  Account  with  a  financial  institution.  Be 
sure  to  fund  at  least  100%  of  your  deductible,  which  you  do  with 
pretax  dollars.  For  2005,  individuals  can  put  in  $1,000  to 


$2,650;  families,  $2,000  to  $5,250.  The  limits  adjust  to  annual 
cost-of-living  changes.  People  aged  55  to  65  can  put  away  an 
e>tra  $600  for  2005,  and  the  bonus  for  that  cohort  grows  to 
$1,000  in  2009.  Earnings  grow  sheltered  from  taxes. 

USE  the  HSA  to  pay  any  medical  expenses  incurred  in  meeting 
the  deductible  and  any  required  co-insurance  payments.  The 
withdrawals  to  pay  for  qualified  medical  expenses  are  tax-free. 

OTHER  FEATURES: 

■  Unused  savings  remain  in  the  account  to  pay  future  charges. 

■  i   nds  withdrawn  before  age  65  for  nonmedical  expenses  are 
subject  to  a  10%  penalty  and  income  taxes.  After  65,  such 
wither/,  vals  are  no  longer  subject  to  penalty. 

■  A  spouse  can  inherit  an  HSA  free  of  taxes. 
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Data:  BusinessWeek  eHeaWilnsurance 


~ - 


88    BusinessWeek 

HU         UU^IIIC 


Servo  <t; 


T 


Autos 


Insurance  Plans,  a  Washington  trade 
group.  In  contrast,  private  sector  em- 
ployees with  a  family  plan  through  work 
pay  between  $2,100  and  $2,400  a  year, 
according  to  John  Ascensio,  senior  vice- 
president  at  Segal  Co.,  a  New  York  ben- 
efits consulting  firm. 

But  the  cost  gap  is  narrowing  even  as 
companies  prepare  to  hike  employees' 
out-of-pocket  costs  during  the  upcom- 
ing benefits  season,  a  number  of  major 
J  insurers  are  cutting  premiums  for  their 
HSA  products.  Indeed,  sales    of   HSA 
policies  more  than  doubled,  to  1  million, 
|in  the  six  months  ended  Mar.  31.  One 
freason  for  that  is  the  tax  break.  The 
maximum  contribution  to  an  HSA  for  a 
family  in  the  35%  tax  bracket  generates 
a  tax  savings  of  over  $1,800  a  year.  Plus, 
any  earnings  in  the  account  compound 
tax-free,  assuming  the  money  does  go 
for  medical  expenses. 

To  be  sure,  HSA 
plans  are  con- 
troversial. Ad- 


le 


vocates  argue 
that  this  type 
of  consumer-con- 
trolled health  care  is  the 
main  solution  to  braking  the  na- 
ion's  spiraling  medical  costs.  Opponents 
ret  that  HSAs  siphon  off  the  healthiest 
ind  wealthiest  consumers,  leaving  tradi- 
ional  plans  with  a  sicker  pool  of  people 
o  insure.  Public  policy  concerns  aside, 
nyone  contemplating  these  policies 
leeds  to  address  more  mundane  con- 
erns.  For  one,  you  need  to  have  the  cash 
d  fund  the  HSA  Also,  these  plans  are  in- 
ospitable  for  anyone  with  preexisting 
onditions  such  as  cancer  or  diabetes. 
The  HSA  market  is  evolving.  Health 
lsurance  is  regulated  by  the  states, 
„nd  these  plans  aren't  available 
krerywhere.  Benefits  and  prices  vary, 
yen  within  the  same  region.  But  the 
titernet  is  making  it  easier  to  evaluate 
enefits  and  compare  prices.  "The 
onsumer  can  lower  costs  by 
hopping,"  says  Robert  Hurley,  who 
eads  up  HSA  products  for  eHealth- 
isurance  Services,  which  markets 
ealth  coverage  online. 
HSAs  are  complex,  and  many  con- 
lmers  rebel  against  paying  several 
lousand  dollars  out-of-pocket,  even 
ith  tax-free  money.  "HSAs  aren't  a  so- 
ition  to  all  our  health- care  ills,"  says 
avid  Dranove,  an  economist  at  North- 
estern  University.  "But  they're  terrific 
>r  the  entrepreneur."  For  this  group  in 
articular,  HSAs  may  be  the  best  way  to 
Jtain  a  safety  net  against  catastrophic 
edical  expenses  at  a  reasonable  cost  ■ 


A  Pickup  with 
Plenty  or  Panache 

It's  a  truck,  but  the  Honda  Ridgeline  handles  like  a 
passenger  car.  by  larry  Armstrong 


HINK  OF  IT  AS  THE 
city  truck.  The  2006 
Honda  Ridgeline  is  a 
full-blown  pickup,  but 
one  designed  for  those  of 
us  who  hang  out  at 
Home  Depot  instead  of 
construction  sites;  who  commute  on 
roads,  not  off;  who  want  a  refined  ride 
and  all  the  safety  stuff  rather  than  the 
biggest  payload  and  towing  capacity. 

Honda  has  been  hinting  at  building  a 
pickup  truck  for  years.  Most  of  us  figured 
it  would  be  a  chopped-off  sport-utility 
vehicle  with  a  cargo 
bed  on  the  rear.  In- 
stead, Honda  built  a 
real  four-door,  all- 
wheel-drive  truck,  but 
did  it  unconventional- 
ly. The  body  is  one 
piece,  like  that  of  a 
passenger  car,  but 
with  a  stiff  bottom 
frame.  Other  pickups 
start  with  the  frame 
and  mount  a  cab  and 
bed  on  top.  You  can 
even  see  the  gap. 

The  payoff:  This  is  the  best-riding, 
best-handling  truck  I've  ever  driven.  It 
also  has  independent  suspensions  on  the 
rear,  unlike  the  solid  rear  axle  on  all  oth- 
er midsize  trucks,  such  as  the  Chevy  Col- 
orado or  Toyota  Tacoma.  That  and  the 
unibody  construction  mean  that  there's 
none  of  the  bouncing  and  shaking  you 
associate  with  pickups,  or  that  out-of- 
control  feeling  as  the  rear  skitters 
around  in  quick  turns.  It's  almost  like 
driving  a  Honda  Accord. 

The  cargo  area  is  equally  ingenious. 
First  off,  the  Ridgeline  is  the  only  pickup 
with  a  trunk.  Raise  the  lockable  rear  of 
the  cargo  bed  and  you'll  find  a  well  big 


enough  for  three  golf  bags  or  a  72-quart 
cooler.  You  can  use  it  as  an  ice  chest— 
there's  a  drain  plug— perfect  for  tailgate 
parties.  Speaking  of  which,  the  tailgate 
has  a  trick  of  its  own.  It  folds  down  the 
usual  way,  to  load  sheets  of  drywall  (or  to 
get  the  party  going).  Or  you  can  swing  it 
open  like  a  car  door,  for  easier  unloading 
or  hosing  out  your  mess. 

The  cabin  is  huge,  and  it  has  the  best 
backseat  in  the  business.  The  seat  backs 
are  angled,  not  bolt  upright  like  the  rear 
seats  in  most  pickups,  and  there's 
enough  leg  room  for  a  six-footer  like  me. 


The  seat  bottom  can  flip  up  to  make 
room  for,  say,  a  bicycle.  All  safety  fea- 
tures—including antilock  brakes,  trac- 
tion and  stability  systems,  and  side  air 
bags  and  curtains— come  standard  on 
the  $28,215  base  model.  The  sticker  tops 
out  at  $35,155,  including  leather  seats, 
moonroof,  and  navigation  system. 

Here's  what  you  can't  get:  a  two-door 
cab,  a  longer  bed,  a  stick  shift— which 
Honda's  rivals  offer.  Nor  is  there  a  V-8 
engine.  But  I  didn't  miss  it  in  around- 
town  driving.  (I  also  didn't  test  it  at  its 
advertised  max,  with  a  half-ton  of  cargo 
or  towing  a  5,000-pound  trailer.)  But  for 
most  of  us,  it's  all  the  truck  we  need.  ■ 
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Hunting  For 

Hospitals  That 
Measure  Up 

New  Web  sites  can  help  you  become 
an  educated  health-care  consumer. 

BY  TIMOTHY  J.  MULLANEY 


GODFREY  WOOD  OF 
Portland,  Me.,  had  a  lot 
to  learn,  fast,  about  New 
York  hospitals  after  a  93- 
year-old  relative  suffered 
an  aortic  aneurysm  in 
the  relative's  Long  Is- 
land home  last  summer.  So  he  fired  up 
Subimo  (subimo.com),  a  Web  service  that 
lets  you  find  and  compare  health-care 
providers  based  on  criteria  such  as  com- 
plication rates,  cost,  and  availability  of  the 
latest  technology.  Once  Subimo  helped 
narrow  his  choices,  Wood  picked  a  cutting- 
edge  therapy  offered  by  a  hospital  100 
miles  from  his  relative's  house.  "Your  nor- 
mal resources  are  to  listen  to  your  doctor 
and  probably  go  along,  but  this  was  a  ma- 
jor situation  and  we  wanted  to  look  at  all 
the  resources  available,"  Wood  says. 

SPECIFIC  DATA 

HIS  EXPERIENCE  shows  how  the  Inter- 
net's role  in  health  care  is  reaching  a  new 
stage.  The  1990s  brought  general  infor- 
mation sites  such  as  WebMD  and 
DrKoop.com.  Now  Subimo  and  a  host  of 
services  provide  specific  data  people  can 
use  to  help  them  choose  hospitals,  doc- 
tors, and  health  plans.  In  April,  Medicare 
launched  its  own  site,  Hospital  Compare 
(www.ho8pitalcompare.hhs.gov).  Health 
Grades,  based  in  Golden,  Colo.,  offers  de- 
tailed reports  tracking  performance  in 
seven  specialties  from  heart  care  to  or- 
thopedics at  HealthGrades.com.  The  new 
sites  use  various  grading  systems,  from 
HealthGrades'  star-based  ratings  to  Subi- 
mo's  O-to-100  scale,  to  simplify  databases 


full   of  information,   adjust 
hospitals'  complication  and 
mortality  rates  for  the 
difficulty  of  the  cas- 
es they  treat,  and 
let  consumers  turn  a  once- 
overwhelming  decision  into 
something  they  can  handle 
confidently.  "These  sites  are  a 
major,   major   step   because 
people  have  not  had  ac- 
cess to  any  significant  in- 
formation about  hospitals 
before,"   says   Dr.  Barry 
Straube,  acting  chief  med- 
ical officer  for  the  Centers 
for  Medicare  &  Medicaid  Ser- 
vices in  Baltimore. 

These  sites'  emergence  re- 
flects increasing  involvement 
by  patients  and  their  families 
in  decisions  about  their  health. 
Most  people  used  to  pick  hos-  m 
pitals  based  simply  on  where  ' 
their  doctors  practiced.  But 
the  wider  availability  of  data 
on  complication  and  infection  rates, 
new  technology,  and  other  key  factors 
has  made  it  possible  for  patients  to  make 
smarter  choices.  According  to  a  survey  by 
Solucient,  a  health-care  data  services 
company,  26%  of  adult  consumers  say 
they're  "very  likely"  to  use  data  on  hospi- 
tal quality.  Two -thirds  say  they  would 
switch  hospitals  over  their  doctor's  objec- 
tions to  go  to  an  excellent  facility  or  avoid 
a  below-average  one. 

How  good  are  these  services?  We 
checked  four:  Subimo,  HealthGrades, 
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Medicare 
now  has 
its  own 
site  to 
compare] 
hospitals 


HospitalCompare,  and  MyUHC.com,  i 
by  insurance  provider  UnitedHealij 
Group  for  the  site's  9  million  register* 
users.  The  sites  are  most  useful  when  I 
comes  to  evaluating  hospitals.  For  physj 
cians,  most  offer  little  beyond  the  bas| 
info  about  where  the  doctors  went 
medical  school,  in  some  cases  the  hospl 
tals  where  they  did  their  postgradual 
training,  and  how  long  they've  practicel 
As  a  test,  I  tried  to  help  a  friend  off 
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AT   LAST,    A   $2,599'   ALTERNATIVE   TO   THE    STANDARD   COPIER. 


SAVE  $249 
INSTANTLY 

Like  getting  free 
fax  mode  on 
select  models? 


The  new  HP  LaserJet  4345mfp  series  is  designed  to  streamline  your  schedule,  workload  and  budget. 
Powerful,  multifunctional  and  network  ready,  it  delivers  a  200,000-page  duty  cycle  per  month, 
rapid  45  ppm  monochrome  output  and  a  choice  of  finishing  options.  Best  of  all,  its  small  footprint 
and  $2,599  starting  price  fit  both  tight  corners  and  budgets.  Make  your  savings  multifunctional 
with  the  HP  LaserJet  4345mfp  series.  The  latest  innovation  from  HP  Smart  Office  Solutions. 


HP  LaserJet  4345mfp  series 


CALL  800-888-3370  CLICK  hp.com/smb/mfp   CONTACT  an  HP  reseller 


1 .  Product  shown  is  the  HP  LaserJet  4345xs  mfp,  priced  at  $4,450. 

All  images  simulated.  2.  $249  instant  rebate  valid  between  3/1/05  and  7/31/05  and  not  available  on  the  HP  LaserJet  4345mtp  base  model.  For  a  limited  time  only,  for  offer  terms  and 
conditions,  go  to  www.hp  com/go/mfppromotions6.  Offers  available  from  HP  Direct  and  participating  HP  resellers  only.  All  prices  are  HP  Direct  prices,  are  subject  to  change  and  do  not 
include  applicable  state  and  local  sales  taxes  or  shipping  costs:  reseller  and  retailer  prices  may  vary.  ©  2005  Hewlett-Packard  Development  Company,  LP 
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friend  recently  diagnosed  with  stomach 
cancer  find  a  hospital.  He  wanted  to  know 
whether  he  should  go  to  one  of  the  big 
New  York  City  centers  or  to  a  well-re- 
garded suburban  hospital  near  his  home 
in  New  Jersey.  He  also  wanted  help  in  re- 
viewing his  doctor's  recommendations. 
Could  he  get  by  with  less-in- 
vasive laparoscopic  surgery 
or  would  he  need  the  tradi- 
tional operation  that  leaves 
you  with  a  nine-inch  scar 
and  a  six-week  recovery? 

Generally,  I  found  Subi- 
mo  to  be  the  best  of  the 
bunch,  because  it  offers  the 
widest  range  of  hospital 
data,  along  with  layman- 
friendly  guides  to  the  latest 
disease  research  and  treat- 
ments. MyUHC  was  even 
stronger  on  hospital  rating— especially 
since  it  backs  up  rankings  with  a  center- 
of-excellence  program  in  which  the  plan 
clearly  identifies  hospitals  with  good 
records  and  even  calls  patients  with  seri- 
ous health  problems  to  recommend  spe- 
cific hospitals.  And  it  was  slightly  more 
comprehensive  on  rating  doctors,  though 
its  criteria  for  identifying  "UnitedHealth 
Premium"  physicians  rely  a  little  too  heav- 
ily on  questionnaires  filled  out  by  the  doc- 
tors themselves.  HealthGrades  was  a  bit 
narrower  in  its  focus,  followed  by  Hospi- 
talCompare,  which  had  information  relat- 
ing to  just  three  health  problems:  pneu- 
monia, heart  attacks,  and  heart  failure. 

QUAUTY-OF-LIFE  CONCERNS 

ALL  THE  SITES  ARE  most  helpful  if  you 
have  a  fairly  common  diagnosis.  During 
our  trial  run,  I  found  little  on  stomach 


My  research 
would  have 
taken  weeks 
of  talking  to 
friends  or 
doctors 


cancer  because  only  about  22,000  new 
cases  are  reported  in  the  U.S.  each  year. 
Instead,  I  had  to  rely  on  general  ratings 
for  cancer  surgery.  Mostly  through  data 
offered  by  Subimo,  I  learned  that  my 
friend  had  equally  good  options  in  Man- 
hattan and  in  New  Jersey.  Within  50 
miles  of  his  house,  both 
New  York  Weill  Cornell" 
Medical  Center  in  Manhat- 
tan and  Hackensack  Uni- 
versity Medical  Center  in 
New  Jersey  received  perfect 
scores  of  100  from  Subimo. 
We  eliminated  Somerset 
Medical  Center,  where  his 
condition  was  diagnosed, 
because  its  score  of  72  re- 
flected low  cancer-surgery 
volumes  and  the  fact  that 
Somerset  does  not  have  all 
of  the  new  technology  Subimo  looks  for. 
Subimo's  system  also  lets  us  take  into 
account  quality-of-life  concerns.  Another 
hospital,  Robert  Wood  Johnson  Universi- 
ty Hospital  in  New  Brunswick,  N.J., 
scored  a  94  and  is  only  11  miles  from  the 
patient's  house.  If  he  needs  daily  radiation 
treatments,  the  difference  between  driving 
11  miles  and  35  miles  to  New  York  or 
Hackensack  will  matter  a  lot.  At  MyUHC, 
we  learned  that  RWJ  has  slightly  better 
complication  rates  and  mortality  rates 
than  Hackensack  for  this  kind  of  surgery. 
Our  confidence  was  bolstered  by  the  fact 
that  HealthGrades  has  twice  given  RWJ  its 
Distinguished  Hospital  Award  for  Clini- 
cal Excellence.  HealthGrades  didn't  have 
stomach  cancer  data,  either:  The  closest  it 
had  was  for  gastrointestinal  care.  Ulti- 
mately, the  patient  did  choose  RWJ— and 
the  surgery  is  set  for  June  20. 


Despite  the  flaws,  this  research  would  I 
take  weeks  to   match  by  talking  tcl 
friends  or  doctors.  Subimo  figures  thatl 
55  million  people  can  access  its  data— | 
through  its  site,  their  employers,  or 
their  insurers.  Typically,  the  health  planl 
or  employer  pays  Subimo  a  bulk  rate  tc{ 
let  all  of  its  members  or  employees  have  J 
access,  and  then  each  consumer  uses  the| 
system  for  free.  UnitedHealth  Grouj 
makes  its  information  available  to  itel 
customers   only,   also    at   no   charge] 
HealthGrades  charges  $9.95  for  a  repoi 
on  one  hospital  and  $2.95  for  each  addij 
tional  hospital. 

To  get  the  most  out  of  resources  suclj 
as  these,  use  them  in  addition  to  consult! 
ing  with  your  doctor  and  reviewing  thif 
medical  literature.  Most  hospitals  will 
have  their  medical  library  do  research  hi 
journals  or  on  the  Web  for  patients— if 
you  know  to  ask  for  it.  One  of  the  mosl 
comprehensive  health-education  sites  i| 
Medline  Plus,  run  by  the  National  Libr 
of  Medicine  and  the  National  Institutes  i 
Health  (medlineplus.gov).  Insurers,  toc| 
can  be  valuable  resources.  Many  ma 
nurses  available  to  help  patients  interpre| 
hospital-rating  data,  says  UnitedHealt 
care  Executive  Vice-President  Dr.  Lewi! 
Sandy.  "In  addition  to  looking  at  Wej 
sites,  pick  up  the  phone,"  he  says. 

The  Net  is  emerging  as  a  huge  help  i  I 
disseminating  data  on  quality  of  care,  rd 
fleeting  a  still-developing  consensus  ol 
how  to  measure  quality  in  the  first  placl 
The  payoff:  smarter  consumers  more 
charge  of  their  own  care— increasingly  vl 
tal  since  changes  to  insurance  plarj 
mean  patients  are  footing  more  of  the  bii 
Not  all  doctors  or  hospitals  like  it.  Bi| 
they  had  better  get  used  to  it.  ■ 


How  Good  Is  That  Hospital? 

Web  resources  give  people  the  data  they  need  to  make  smarter  choices  about  their  health  care. 
Most  have  lots  of  info  about  hospitals,  but  not  enough  about  doctors. 


STRENGTHS 


subini 


Best  overall  of  sites  we 
tested.  Blends  deep  data  on 
hospital  complication  rates, 
costs,  and  technology  to 
create  0-to-100  ratings 
consumers  can  understand 
Adds  info  on  diseases, 
emerging  treatments,  and 
prescription  drugs. 


UnitedHealthcare's  Web  :;ite 
supports  its  parent's  plan  to 
push  business  to  high- 
quality  hospitals  and 
doctors.  Hospital  data  are 
slightly  more  detailed  than 
Subimo's. 


Good  detail  on  hospitals, 
easy-to-follow  star-rating 
system.  Members  of 
general  public  can  buy 
reports  for  $9.95  or  less. 
Basic  information  on 
hospitals  is  free. 


Run  by  Medicare,  so  it's 
free  to  the  public.  Offers 
easy-to-understand  graphs 
comparing  hospitals'  quality 
to  each  other,  and  to  average 
performance  of  hospitals 
statewide  and  nationwide 


WEAKNESSES 


About  all  it  says  about 
doctors  is  where  they  went 
to  medical  school. 


Designation  of  "premium" 
doctcs  is  based  on  question- 
naires c  mpleted  by  doctors. 


Lacks  Subimo's  level  of 
detail  on  diseases  and 
treatment  options. 


So  far,  has  data  only  on 
how  hospitals  treat  heart 
problems  and  pneumonia. 


•  URL  must  begin  wii 
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Now  that  Hyatt  is  partnered  with  T-Mobile  HotSpot,  you  can  access  the  Internet,  e-mail  and  download  wirelessly  with  a 
fast  Wi-Fi  connection.  It's  available  at  participating  Hyatt  Hotels  &  Resorts®  and  thousands  of  other  locations,  including 
Starbucks;  FedEx  Kinko'sSM  and  select  airports.  Visit  t-mobile.com/hotspot/hyatt  or  call  877-822-SPOT  (7768)  for  details. 


i-LW^t 


HOTELS  &  RESORTS 


T-  ■  -Mobile 
HotSput 


imited  to  certain  locations  in  the  U.S.  Daily  fee  applies.  T-Mobile  is  a  registered  trademark  of  Deutsche  Telekom  AG 
HotSpot  logo  is  a  registered  trademark  ot  T-Mobile  USA  Inc.  ©2005  T-Mobile  USA  Inc.  All  other  marks  are  properties  oft  sctive  owners. 


Personal  Business  Beverages 


Toast  Summer 
At  a  Beer  Fest 

You'll  find  tasty  brews  at  celebrations  from 
Vermont  to  Oregon,  by  gerry  khermouch 


OU  DON'T  HAVE  TO 
travel  any  farther  than 
the  nearest  supermar- 
ket or  bar  to  quench 
your  thirst  with  a  Bud 
or  Miller  Lite.  But  how 
many  neighborhood 
stores  carry  a  wide  selection  of  craft 
beers  such  as  Dubbel  Trubbel  from  New 
Jersey  or  Black  Gold  Imperial  Stout  from 
Oregon?  Makers  of  these  beers  brew  in 
relatively  small  batches  and  sell  their 
products  close  to  home.  A  great  way  to 
experience  the  full  range  of  these  rich- 
tasting,  ingenious  brews  is  to  head  out  to 
one  of  the  scores  of  beer  festivals  in  com- 
ing months. 

You're  sure  to  find  one  that  meets  your 
preferences,  whether  you're  a  beer  geek 
searching  for  that  perfect  saison  (a  Bel- 
gian country-style  ale)  or  just  a  casual  im- 
biber looking  to  trade  up  from  Keystone 
for  a  weekend.  Some  are  laid-back,  out- 
door events  with  great  food  and  special 
activities  for  the  kids,  while  others  pull  in 
home  brewers  looking  to  pick  up  some 
pointers.  At  most  festivals,  the  brewmas- 
ters  are  perched  right  by  the  taps,  happy 
to  discuss  their  creations,  and  the  cadre  of 
volunteer  pourers  is  seeded  with  passion- 
ate aficionados. 

At  many  events,  half  the  fun  occurs  out- 
side the  festival  grounds.  Local  pubs  pull 
out  all  the  stops  to  impress  their  visitors, 
pouring  unusual  lands  of  brews,  hosting 
chats  with  visiting  brewers,  or  pitting  one 
beer  against  another  in  raucous  competi- 
tions. Fine  restaurants  gin  up  beer-and- 
food  tastings.  And  nearby  breweries  open 
their  doors  for  special  tours  or  parties. 

The  top  events  to  consider?  The  Ore- 
gon Brewers  Festival  (OBF),  which  this 
year  runs  from  July  28-31  in  downtown 
Portland's  Tom  McCall  Waterfront  Park. 
The  fest  hosts  the  best  of  the  state's  70- 


plus  breweries  and  quite  a  few  others, 
serving  brews  ranging  from  the  venera- 
ble Pyramid  Hefeweizen,  which  intro- 
duced many  Americans  to  wheat  beers, 
to  Siletz  Chocolate  Porter  and  Laurel- 
wood  Organic  Deranger  imperial  red  ale. 
The  family-friendly  OBF  features  live  en- 
tertainment and  free  craft-brewed  root 
beer  and  other  specialty  sodas  for  mi- 
nors and  designated  drivers.  Entry  to  the 
festival  is  free;  to  drink,  you  pay  $4  for  a 
souvenir  mug  and  $1  per  one-serving  to- 
ken (four  buy  a  full  mug). 

If  you  can't  make  it  to  Oregon,  try  the 
Vermont  Brewers  Festival,  running  July 
15-16  in  Burlington's  Waterfront  Park. 
The  fest  erects  a  tent  village  on  the  banks 
of  Lake  Champlain  to  accommodate 

The  Season 
Of  Suds 

VERMONT  BREWERS  FESTIVAL 
JULY  15-16,  BURLINGTON 

Draws  about  7,000  to  the  shore  of  Lake 
Champlain.  Great  brews  from  the 
Northeast.  Cool  activities  for  kids. 
vermontbrewers.com/festival.html 

OREGON  BREWERS  FESTIVAL 
JULY  28-31,  PORTLAND 

Family-friendly  fest  in  urban-bucolic 
setting.  Lots  of  off-site  events,  often  within 
walking  distance. 
oregonbrewfest.com 


GREAT  AMERICAN  BEER  FESTIVAL 
SEPT.  29-OCT.l,  DENVER 

Over  1,400  beers  to  taste.  Bring  a 
designated  driver,  or  book  a  nearby  hotel 
room  for  the  night. 
beertown.org/events/gabf/index.htm 


three  sessions  of  live  music,  local  cuisint 
and  beers  from  30  breweries,  locate 
from  New  Hampshire  south  U 
Delaware.  Tickets  run  $20  per  sessior 
including  10  tasting  tickets  and  a  sou 
venir  tasting  glass. 

URBAN  SIPPERS  AND  YAHOOS 

THEN  THERE'S  THE  big  kahuna,  th 
Great  American  Beer  Festival  (GABF)  i 
Denver.  This  boisterous,  democratic  al 
fair,  now  in  its  24th  year,  lures  a  range  c 
participants— from  urban  sippers  t 
high-spirited  yahoos.  The  1,400  brevv 
on  offer  can  sate  any  of  those  tastes,  a 
they  range  from  mass-produced  lagei 
such  as  Budweiser  to  geek  favorites  lik 
New  Belgium's  1554  Brussels  Sty) 
Black  Ale  and  Dogfish  Head's  9C 
Minute  IPA.  "It's  like  having  a  bunch  c 
neighborhoods  in  a  big  room,"  sa\ 
Denver  Mayor  John  Hickenlooper, 
GABF  habitue  who  first  came  into  th 
public  eye  when  his  brew  pub  became 
magnet  for  downtown  revival  i 
the  late  1980s.  "Some  neighborhooc 
are  more  intellectual  and  reflective.  Oti 
ers  are  very  boisterous  and  loud."  Se 
sion  tickets,  at  $35  to  $50,  are  good  ft 
unlimited  one-ounce  samples. 

If  you  prefer  something  on  a  small* 
scale,  there  is  no  shortage  of  events  i 
choose  from,  ranging  from  the  Sam 
Barbara  Beer  Fest  &  Motor  Classic  i 
California  on  July  23  to  the  Emerald  Coa 
Beer  Fest  Scout  in  Pensacola,  Fla.,  on  Sep 
10.  You  can  find  them  by  picking  up 
free  "brewspaper"  such  as  CelebratorBe 
News  or  Yankee  Brew  News  at  your  loc 
better-beer  bar  or  checking  the  Brewe 
Assn.  listing  at  beertown.org/craftbre\ 
ing/events.asp.  Then  join  forces  wii 
your  fellow  revelers  in  hoisting  a  gla 
to  what  has  become  a  golden  age  of  Ame 
ican  brewing.  ■ 
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New  York  City 


STANDARD  &  POORS  INSURANCE  CONFERENCE 


Insurance  2005: 
Under  the  Microscope 

Standard  &  Poor's  21st  Annual  Insurance  Conference  will  examine  risks 
and  opportunities  in  today's  highly  scrutinized  industry.  This  interactive, 
multi-track  program  -  geared  towards  insurance  executives  and 
investment/credit  professionals  -  will  feature: 

•  Sector  reviews  and  outlooks 

•  Industry  perspectives  from  Wall  Street 

•  Hot  topic  panels  and  roundtable  discussions 

•  Criteria  and  ratings  methodology 

•  In-depth  analysis  of  select  insurers  with  peer  comparisons 

12  CPE  credits  will  be  awarded  to  interested  attendees  completing  this  program. 

Sponsored  in  part  by: 


BusinessWeek 


INVITED  SPEAKERS  INCLUDE: 

JOHN  BARRETT 

CHAIRMAN,  PRESIDENT  AND  CEO 

WESTERN-SOUTHERN  FINANCIAL  GROUP 

DENNIS  R.  GLASS 

PRESIDENT  AND  CEO 

JEFFERSON-PILOT  CORP. 

STEPHEN  W.UUENTHAL 

CHAIRMAN  AND  CEO 

CNA  FINANCIAL 

ROBERT  J.  O'CONNELL 

CHAIRMAN.  PRESIDENT  AND  CEO 

MASSMOTUAL 

BRIAN  O'HARA 

PRESIDENT  AND  CEO 

XL  CAPITAL 

PATRICK  G.RYAN 

EXECUTIVE  CHAIRMAN 

AON  CORP. 

ANTHONY  TAYLOR 

CHAIRMAN.  PRESIDENT  AND  CEO 

MONTPEUERRE 


Please  visitwww.events.standardandpoors.com/insurance  for  more  information 
and  to  register,  or  call  212.438.2800. 


STANDARD 
SPOOR'S 


www.standardandpoors.com 


Analytic  services  provided  by  Standard  &  Poor's  Ratings  Services  are  the  result  of  separate  activities  designed  to  preserve  the  independence  and 
objectivity  of  ratings  opinions.  Ratings  are  statements  of  opinion,  not  statements  of  fact  or  recommendations  to  buy,'  hold,  or  sell  any  securities. 
Standard  &  Poor's  has  established  policies  and  procedures  to  maintain  the  confidentiality  of  non-public  information  received  during  the  ratings  process. 


Personal  Business  Footnotes 


EDITED  BY  TODDI  GUTNER 


INVESTING 

Betting  on  Morale 

STUDIES  SHOW  THAT  companies  with  high  employee  morale 
make  for  good  investments.  But  short  of  polling  workers  at 
shift  changes,  where  do  you  find  that  data?  For  starters,  look 
at  employee  turnover,  says  David  Sirota,  co-author  of  The 
Enthusiastic  Employee:  How  Companies  Profit  by  ■ 

Giving  Workers  What  They  Want  (Wharton  School 
Publishing).  Be  sure  to  compare  a  company's 
turnover  rate  with  its  peers'.  Wendy's,  for 
instance,  has  an  annual  turnover  of  132%,  which 
seems  high  but  is  low  for  the  fast-food 
restaurant  industry. 

Pay  attention,  too,  to  head  count.  If 
it's  going  down,  morale  can't  be  far 
behind.  In  fact,  when  going  through 
financial  difficulties,  "the  better 
companies  lay  off  employees  as  a  last 
resort,"  says  Sirota.  Other  guideposts 
are  more  industry-specific:  A 
manufacturing  company  with  a  low 
accident  rate  or  a  retailer  with  high 
sales  per  employee  are  more  likely  to 
have  happy  workers.  Look  at  the 
trends,  too.  If  sales  per  employee  have 
been  increasing  for  five  or  more  years, 
that's  even  better,  Sirota  notes. 

If  you  can't  find  the  data  in 
company  filings  or  analyst 
reports,  call  the  investor 
relations  department.  While 
you're  at  it,  you  might  want  to 
ask  the  rep  how  he  or  she 
likes  the  job.  —Lauren  Young 


TIME  OFF 

IF  YOU'VE  SEEN  THE  renovated  Museum  of  Modern  Art  and  still 
are  hungry  for  the  avant-garde,  consider  a  day  trip  to  Dia: 

Beacon,  70  miles  north  of  New 
York  City.  To  celebrate  its 
second  anniversary,  the 
museum  is  presenting  an 
exhibition  of  Andy  Warhol's 
paintings-including  portraits  of 
pop  icons  Aretha  Franklin  and 
Sylvester  Stallone-plus 
sculptures,  films,  and  other 
materials.  The  show  runs  until  next  April.  The  240,000-square- 
foot  museum  is  located  next  to  the  Metro-North  Railroad 
station  (www.mta.info)  in  Beacon,  NY  -  Monica  Gagnier 


BONDS 

TAX  TACTICS  FORI 
BOND  FUNDS 

SOME  INVESTORS  in  equity  mutual 
funds  are  enjoying  a  tax  holiday 
because  of  the  billions  in  losses 
during  the  bear  market.  During 
the  same  period,  bond  prices  rose 
and  bond  funds  accumulated  large 
capital  gains.  When  those  bonds  are 
sold,  funds  must  pass  on  the  gains— 
and  the  tax  liability  for  them.  A  recent 
Lipper  study  found  that  in  2004  bond- 
fund  investors  paid  $3.7  billion  in  taxes 
on  these  gains  and  on  their  regular 
interest  payments.  "The  tax  drag  can  be 
two  to  three  times  that  of  the  expense 
ratio,"  says  Tom  Roseen,  a  senior 
research  analyst  for  Lipper. 

Now  there  is  a  threat  of  a  double 
whammy  in  2005.  If  interest  rates  rise, 
as  many  expect,  fund  managers  may 
rush  to  sell  the  bonds.  Shareholders  face 
the  prospect  of  paying  taxes  on  gains 
even  as  their  funds'  values  are  sinking. 

The  solution:  Keep  taxable  bond  fundi] 
in  a  tax-deferred  account  like  a  401(k)  or  ( 
an  IRA.  If  you  need  current  income,  use 
tax-free  muni  bond  funds.  Even  those 
funds,  on  occasion,  distribute  gains,  but 
the  tax  bite  isn't  as  large.  —Adrienne  i 

GARDENING 

NOW  THAT'S 
A  WRAP 

FORGET  THE  TANGLES-not  to  mention 
the  elbow  grease— of  rolling  up  the 
garden  hose.  A  self-winding  hose  reel 
called  ReelSmart  lets  you  flip  a  switch  to 
divert  the  water  flow  from  the  hose  to  a 
piston  engine  inside  the  drum.  That 
turns  the  reel  until  the  hose  is  pulled  in 
and  wrapped  around  it.  New  open-reel 
models  that  can  handle  75, 100,  or  150 
feet  of  hose  can  be  found  for  $35  to  $85 
at  Amazon.com  and  many  lawn  and 
garden  centers.  If  you  want  a  tidier 

look,  you  can  get 
plastic  and 
wood-enclosed 
versions  that  go 
for  $60  to  $200 
(www.hydro- 
industries.com). 
-Larry  Armstrong 


NOD.  is  a  501c(3)  organization.  This  is  a  donated  public  service  ad. 
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wes  his  or  her  ability  to  overcome  obstacles  each 
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Personal  Business  The  Barker  Portfci 


BY  ROBERT  BARKER 


Iron  Mountain's 
Immovable  Shares 


How  bulletproof  is  your  business?  What 
if  you  totally  blew  a  job  for  a  major 
customer?  What  if  your  screwup  was 
played  out  all  over  the  papers  and  on  TV? 
What  if  you  could  only  explain  it  with 
"human  error— it  happens"  or  some- 
such?  Would  you  lose  the  customer? 
Would  you  lose  others? 

In  May  a  Boston  company  called 
Iron  Mountain  endured  just  such 
embarrassment.  This  leader  in  the 
storage  and  management  of  corporate 
records  lost  40  backup  data  tapes 
entrusted  to  it  by  Time  Warner.  The 
unencrypted  tapes  hold  the  names, 
Social  Security  numbers,  and  other 
personal  information  of  some 
600,000  past  and  present  Time 
Warner  employees.  Oops.  The  tapes 
still  have  not  turned  up,  and  the  U.S. 
Secret  Service  told  me  it  continues  to 
investigate.  Uncomfortable  as  Iron 
Mountain  may  be  in  the  spotlight,  its 
shareholders  barely  suffered:  The  stock  fell  just  1%  or  so  on 
the  news.  Although  the  lost  tapes  have  not  yet  led  to  any 
evidence  of  identity  theft  or  other  misuse,  rising  public 
concern  over  invasions  of  privacy— and  the  potential  for  legal 
liability  to  Iron  Mountain— make  the  stock  marker's  muted 
response  all  the  more  surprising. 

I"ve  been  watching  Iron  Mountain  since  late  2002,  when 

Warren  Buffetfs  Berkshire 


PAYOFF  AHEAD? 


CAPITAL  SPENDING  AS  A  PERCENTAGE 
OF  REVENUE 


'05     '06 
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Data:  Ccncany  reports.  Rjsinessttee*  estimates 


Hathaway  first  reported  a 
sizable  stake.  At  last  report, 
Berkshire  held  5  million 
shares,  3.8%  of  the  company. 
This  has  puzzled  me,  since 
back  in  2002  the  stock  traded 
at  44  times  that  year's 
earnings.  Today  it  trades  at  40 
times  this  year's  earn 
Now,  though,  how  I  v  i  w  that 
seemingly  rich  multip     s 
changing.  The  Time  Wa  ner 
case,  plus  Berkshire's  re.   nt 
deal  to  buy  a  big  utility, 


PacifiCorp,  are  bringing  Iron  Mountain's  value  into  focus 
Iron  Mountain,  if  s  becoming  clear,  may  be  best  seen  as  - 
young  mega-utility.  It  doesn't  sell  water  or  power  but 
something  just  as  vital  to  companies:  the  assurance  that  al 
records  are  either  saved  or  shredded  in  a  way  that  avoids  k 
trouble.  There  are  hundreds,  if  not  thousands,  of  companie 
around  the  world  that  perform  such  scut  work.  None  is  ne; 
so  large  as  Iron  Mountain,  which  spent  the  past  decade 
consolidating  the  industry  and  expanding  its  network  of 
storage  assets.  In  1995,  the  year  before  it  went  public,  Iron 
Mountain  posted  revenue  of  $104 
million.  After  spending  $2.9  billior 
on  almost  150  acquisitions,  the 
company  sees  revenue  this  year  of  l 
billion  or  so  from  some  235,000 
accounts  in  148  global  markets.  Its 
nearest  rival  in  sales,  Recall,  based 
Norcross,  Ga.,  gets  about  one-four 
that  amount. 

Much  as  an  electric  utility  might 
suffer  early  on  as  it  spends  to  buik 
power  plants  and  transmission  lint 
Iron  Mountain  has  seen  its  earning 
penalized  by  all  of  its  investments, 
But  that  era  is  cresting.  As  a 
percentage  of  revenue,  capital 
spending  already  has  begun  to  trei 
down  (chart).  Free  cash  flow— thai 
cash  generated  from  operations 
minus  capital  expenditures  and 
acquisition  costs— is  turning  positive.  A  company  spokesm 
told  me  that  while  a  dividend  is  not  a  near-term  prospect, 
reducing  debt  and  buying  back  stock  are  more  likely. 

Now  near  $29,  the  stock  goes  for  30  times  next  year's 
estimated  earnings  of  98<t  a  share.  That's  expensive  for  an 
average  business,  yes.  But  having  a  large,  stable,  and  grow 
base  of  revenues  is  worth  a  premium.  For  its  bread-and-bu 
jobs  warehousing  boxes  of  paper  records,  Iron  Mountain  g 
almost  $3  a  year  per  box.  Increased  demand  for  shelf  space 
from  current  customers  is  running  3%  to  4%  a  year.  New 
accounts  plus  new  services,  such  as  digital  archiving  of 
e-mails  for  Wall  Street  brokers,  add  to  basic  revenue  growt 
as  might  price  hikes  one  day.  Overall,  Iron  Mountain's 
revenues  can  reasonably  be  expected  to  grow  8%  a  year. 
How  bulletproof  is  Iron  Mountain?  It  expects  no  legal 
impact  from  the  Time  Warner  case.  As  for  Time  Warner,  at 
reviewing  its  options,  it's  sticking  with  Iron  Mountain.  ■ 

E-mail:  rb@businessweek. 


HUGE  STASH  Iron 

Mountain  gets  $3  a 
year  per  box  stored 
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SOME  OF  THE 

BIGGEST  CHANGES 

YOU'LL  SEE  AT  LEXUS 

ARE  THE  ONES 

YOU'RE  GOING  TO 

MAKE  YOURSELF. 


We've  seen  the  future  and  it's  called  personalization.  Today,  every  Lexus  has 
the  capability  to  have  many  of  its  electronic  settings  customized.  Meaning 
things  like  lights,  locks  and  windows  can  be  programmed  to  operate  in  a  way 
that's  most  convenient  for  you.  Simply  decide  on  the  adjustments  you'd  like 
to  make,  and  your  Lexus  dealer  will  handle  the  rest,  in  the  years  to  come,  well 
be  adding  even  more  things  that  you  can  personalize  to  our  vehicles.  You  see, 
at  Lexus,  we  never  forget  who's  in  the  driver's  seat.  To  learn  more  about  our 
pursuit  of  perfection,  please  visit  lexus.com. 
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Personal  Business  Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

IN  SPECIALTY  COFFEES,  WAKE  UP  AND  SMELL  THE  PEET'S. 
ALASKA  AIR  MAY  BE  POISED  TO  SWOOP  DOWN  ON  AMERICA  WEST. 


V  ■  LONG-TERM,  DEFENSE  STOCK  ASEI  LOOKS  READY  TO  RUMBLE. 
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THE SCENT 
OF  PROFITS 
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Peet's  Tempting  Aroma 

MICHAEL  MOE  WAS  ONE  OF  the  few  analysts  who  had 
pegged  Starbucks  as  a  buy  in  2001,  when  it  was  just  14 
a  share.  It  has  since  rocketed  to  54.  Moe,  now  CEO  of 
investment  firmThinkEquity  Partners,  says  he  has  found  a  new 
Starbucks  in  the  making:  Peet's  Coffee 
&  Tea  (PEET),  originally  the  supplier  of 
coffee  beans  to  Starbucks.  Peer's  now 
sells  its  own  roasted  coffee  at  its  96 
retail  stores  in  six  states,  including 
California,  Illinois,  and  Texas,  which 
account  for  70%  of  sales.  It  supplies 
beans  to  Wolfgang  Puck  restaurants, 
Omni  Hotels,  3,500  grocery  stores— 
and  online.  Coffee  fans  love  choices, 
and  Peer's  is  yet  another  in  the  hot 
specialty  coffee  market,  says  Moe,  "with 
its  own  group  of  loyal  fans— a  la 

Starbucks."  But  Peer's  is  tiny  next  to  Starbucks,  which  has  a 
market  cap  of  $21  billion  and  9,000  stores  with  sales  of  $5.2 
billion.  Peet's  market  value  is  just  $450  million,  with  sales  of 
$145  million.  And  Peer's  stock— now  29,  up  from  23  in 
January— sells  at  36  times  estimated  2005  earnings  of  77$  a 
share,  vs.  Starbucks'  45  times  earnings.  Based  on  its  fast 
earnings  and  sales  growth,  Peer's  stock  could  double  in  rwo 
years,  says  Moe.  ThinkEquity  analysr  Nicole  Miller  says  Peer's 
aims  to  be  the  gold  standard  in  specially  coffee,  based  on  its 
deep-roasting  process  of  Arabica  beans.  Peer's  expects  to  add 
23  stores  this  year.  Kristine  Koerber  of  JMP  Securities,  which 
owns  shares  and  has  done  banking  for  Peer's,  sees  2006 
earnings  of  93<t  a  share.  Profits  in  2004  were  64<t  a  share. 

Alaska  Air:  Circling  Over  the 
America  West  Deal 

A  THIRD  AIRLINE  MAY  YET  JOIN  the  America  West 
Holdings-US  Airways  party.  On  May  19,  the  two  airlines 
.announced  final  plans  to  merge  and  form  a  new 
company  of  which  America  West  (AWA)  shareholders  would 
own  45%  (page  80).  Analysts  put  h  :  \ due  of  the  deal  at  $6  per 
America  West  share.  Now  some  pn      ;ose  to  thr  industry  say 
Alaska  Air  Holdings,  which  owns  Ala  ka .  \irlinos,  may  make  a 
bid  to  buy  AWA,  without  disrurbing  the  propo    d  merger, 
leaving  Alaska  the  bigger  shareholdei    i  the  r  :  v  merged 
company.  Vincent  Carino,  president  of  Brookr  jven  Capital 
Management,  which  owns  AWA  and  Alaska  shares,  says: 
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"Alaska's  top  management  is 

considering  a  move  to  buy  America 

West  to  gain  critical  mass  and  to  better 

compete  in  the  fiercely  competitive 

industry— and  avoid  being  a  takeover 

target  itself."  One  major  West  Coast 

airline  analyst,  who  didn'r  wanr  to  be 

named,  says  ir  would  be  "a  great  deal." 

Alaska's  management  "is  capable  of 

doing  it— and  it  should,"  he  says. 

Alaska's  market  cap  is  $780  million,  vs. 

AWA's  $107  million.  Alaska's  stock  is  up 

from  18  last  Aug.  9  to  28  on  June  1.  Carino  says  Alaska  could 

use  its  stock  as  currency  to  buy  AWA,  now  5.72  a  share,  possibly 

ar  7  a  share.  Alaska  declined  commenr;  AWA  didn'r  rettim  calls. 

ASEI:  A  Defense  Stock 
lying  In  a  Trench 

SHARES  OF  AMERICAN  SCIENCE  &  Engineering  (ASEI) 
rook  a  bearing  even  after  posting  record  quarterly  sales 
and  earnings:  They  fell  from  45  a  share  in  early  May  to  39 
on  June  1.  ASEI  makes  X-ray  and  imaging  systems  that  detect 
explosives,  illegal  drugs,  and  smuggled  goods.  Irs  chief  product 
is  the  "Z  Backscatter  Van,"  now  in  use 
in  Iraq,  which  scans  vehicles  for  ex- 
plosives. It  is  also  being  tested  at  some 
U.S.  airports.  The  U.S.  and  foreign 
governments  are  the  big  buyers  of  ASEI 
products,  notes  Stephen  Levenson  of 
securities  ourfit  Ryan  Beck,  who  rates 
the  stock  outperform.  A  factor  in  the 
stock's  fall  was  the  drop  in  quarterly 
backlog  orders  by  $12  million,  to  $72 
million.  But  "we're  more  interested  in 
ASEl's  direction,  which  remains 
upward,"  he  says.  Levenson  has  a  12- 
month  target  of  54,  based  on  his  earnings  forecast  of  $2.05  a 
share  for  the  fiscal  year  ending  Mar.  31, 2006,  on  sales  of  $127 
million.  In  2004,  ir  earned  44<t  a  share  on  $76  million  in  sales. 
Steven  Gish  of  Roth  Capital  Partners,  who  tags  the  stock  a 
strong  buy,  sees  ASEI  increasing  its  earnings  power  long-term.  ■ 
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COMMENTARY 

Stocks  rose  in  three  of  four 
trading  sessions,  thanks  to  falling 
yields  on  Treasuries.  The  10-year 
note  dipped  to  3.89%  on  June  1, 
as  Fed  officials  engineered  a  180- 
degree  reversal,  suggesting  that 
the  Fed  might  be  in  the  "eighth 
inning"  of  rate  tightening. 
Investors  took  this  for  a  sign  that 
happy  hour  had  begun  and  bid  up 
share  prices.  Once  again,  the 
tech-laden  NASDAQ  led  the  pack. 

Data:  Bloomberg  Financial  Markets,  Reuters 
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GLOBAL  MARKETS  junei         week 

S&P  Euro  Plus  (U.S.  Dollar)  1341.4 
London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 

Tokyo  (NIKKEI  225)  11.329.7 

Hong  Kong  (Hang  Seng)  13,873.1         2.3 

Toronto  (S&P/TSX  Composite)  9654.2  1.5 

Mexico  City  (IPC)  13,143.6          0.7 

FUNDAMENTALS  may  31 

S&P  500  Dividend  Yield  2.04% 
S&P  500  P/E  Ratio  (Trailing  12  mos.)     19.5 
S&P  500  P/E  Ratio  (Next  12  mos.)*       15.6 

First  Call  Earnings  Revision*  -0.56% 

TECHNICAL  INDICATORS  may3i 

S&P  500  200-day  average  1164.7 

Stocks  above  200-day  average  59.0% 

Options:  Put/call  ratio  0.74 

Insiders:  Vickers  NYSE  Sell/buy  ratio    3.09 
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LEADERS 

iShares  MSCI  Brazil  Idx.  72.4 

Merrill  Lynch  Lat.  Am.  B  61.1 

T.  Rowe  Price  Lat.  Am.  59.2 

Fidelity  Latin  America  57.3 

LAGGARDS 

Apex  Mid  Cap  Growth  -23.2 

Reynolds  -24.2 

ProFds.  USh.  Mid  Cap  Inv.  -23.9 

Van  Wagoner  Emerg.  Gr.  -23.4 
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BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 
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6.23 

Insured  Revenue  Bonds 

3.73 
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THE  WEEK  AHEAD 


NSTALLMENT  CREDIT  Tuesday, 
Iune7.3p.nn.  EDT  » 
Consumers  are  forecast  to  have 
idded  $5.6  billion  of  debt  in  April, 
hat's  the  median  estimate  of 
conomists  polled  by  Action 
conomics.  March  installment 
:redit  also  grew  by  $5.6  billion. 
NTERNATIONAL  TRADE  Friday, 
lune  10,  8:30  a.m.  EDT  »The 
^pril  foreign  trade  deficit  probably 
/idened  to  $58  billion.  In  March 
ie  trade  gap  unexpectedly 


narrowed  to  $55  billion  on  a  record 
level  of  exports.  Exports  are 
expected  to  grow,  but  imports 
most  likely  rebounded  strongly 
after  what  looked  like  an 
anomalous  drop  in  consumer 
goods  imports  in  March. 
EXPORT-IMPORT  PRICES  Friday, 
June  10,  8:30  a.m.  EDT  » 
Export  prices  most  likely  rose  by 
0.3%  in  May,  after  jumping  0.6%  in 
April.  Import  prices  are  forecast  to 
have  declined  by  0.4%  in  May, 


following  a  0.8%  increase  in  the 
previous  month.  The  retreat  in 
import  prices  should  come  largely 
from  lower  petroleum  prices. 
FEDERAL  BUDGET  Friday,  June 
10,  2  p.m.  EDT  »  The  Federal 
government  probably  ran  a  $60 
billion  deficit  in  May,  after  a  $57.7 
billion  surplus  in  April,  the  biggest 
April  surplus  since  2002.  The 
improving  economy  is  helping  to 
generate  greater  tax  revenues  from 
both  households  and  businesses. 


The  BusinessWeek  production  index 
held  steady  at  241.1  for  the  week 
ended  May  21  and  remained  10% 
above  the  previous-year  level.  Before 
calculation  of  the  four-week  moving 
average,  the  index  fell  to  240.6. 
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This  index  gives  the  starting  page  for  a  story  or  feature  with 
a  significant  reference  to  a  company.  Most  subsidiaries 
are  indexed  under  their  own  names.  Companies  listed  only 
in  tables  are  not  included. 
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Transparency  Is 
For  Pols,  Too 


MOST  OF  US  (at  least  those  who  don't 
live  or  work  within  Washington's 
Beltway)  probably  figure  that 
congressmen  are  on  the  payroll  of  the 
U.S.  taxpayer.  That's  why  there  is  so 
much  public  ire  over  trips  taken  by  House  Majority 
Leader  Tom  DeLay  and  indirectly  financed  by 
lobbyists  that  stood  to  gain  from  government 
connections.  But  travel  bankrolled  by  special  interests  is  more 
common  than  many  voters  would  like  to  believe.  Indeed,  a 
new  study  by  the  Associated  Press  found  that  about  10%  of 
House  members  and  dozens  of  congressional  aides  have 
rushed  forward  since  the  DeLay  ethics  flap  surfaced  with 
tardy  disclosures  of  their  own  special  interest-funded  trips. 
Such  travel,  often  paid  for  by  corporations,  think  tanks, 
nonprofits,  or  trade  groups,  is  supposed  to  be  disclosed  within 
30  days  under  House  rules.  But  the  AP  review  of  documents 
filed  since  early  March  (when  the  DeLay  flap  caught  the 
public  eye)  found  some  House  members  took  up  to  eight 
years  to  report  trips.  This  lax  disclosure  knows  no  bounds  of 
party  affiliation  or  political  ideology.  Even  Representative 
Melissa  Hart  (R-Pa.),  a  member  of  the  Ethics  Committee  that 
could  be  called  on  to  investigate  DeLay's  travel,  overlooked 
reporting  a  European  trip  until  recently. 

Congress,  which  hasn't  been  shy 
about  imposing  strict  disclosure 
rules  on  business,  should  be 
expected  to  live  up  to  its  own 
disclosure  rules.  Unfortunately, 
asking  congressmen  and  their 
staffers  simply  to  report  outside- 
funded  travel  won't  actually  let 
voters  know  who  is  footing  the  bill 
for  these  outings.  Washington's 
money  crowd  is  smarter  than  that. 
Often  the  travel  is  paid  for  by 
independent  think  tanks  or 
innocuous-sounding  nonprofit 
groups— names  like  The  Center  for  Good  Government  are  the 
preferred  nomenclature  for  such  bodies— that  may  be  just 
pass-the-cash  intermediaries.  Current  rules  don't  require 
such  organizations  to  disclose  names  of  their  actual  funders. 

If  this  sounds  like  a  pretty  cozy  arrangement,  it  is. 
Politicians  get  to  do  fact-finding  or  speaking  engagements— 
and  perhaps  squeeze  in  some  golf  or  sightseeing— on  someone 
else's  dime.  Deep-pocketed  individuals  or  groups  get  to 
influence  debate  or  specific  legislation  without  revealing  their 
identities.  And  often  well-meaning  middlemen  organizations 
get  access  to  politicians  to  push  their  own  agendas.  Everybody 
kno-.vs  how  this  game  is  played— except  voters. 

Tl  :  current  setup  is  wrong  for  two  simple  reasons.  First, 
failing  to  report  special  interest-funded  trips  promptly  only 


Congress 
hasntbeen 
shy  about 
passing 
disclosure 
rules  for  biz 


invites^speculation  that  public  officials  wish  to  hide  the  true 
motives  behind  their  travel.  That  erodes  the  public's  already 
shaky  confidence  in  Congress  specifically  and  government  in 
general.  Second,  allowing  anonymous  giving  to  underwrite 
public  officials'  trips  encourages  attempts  at  influence  buying  | 
To  be  sure,  all  Americans  have  a  First  Amendment  right  to 
advocate  issues  that  concern  them.  But  that  doesn't  mean 
they  should  have  undisclosed  financial  access  to  influence  the| 
public's  representatives.  That's  why  the  House  should  make 
groups  paying  for  congressional  travel  disclose  their  funding  I 
sources.  Congress  won't  be  eager  to  adopt  such  a  reform,  eveij 
amid  the  DeLay  flap.  But  transparency  isn't  good  just  for 
financial  markets  or  business.  It  belongs  in  government,  too. 
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HEN  FRENCH  and  Dutch  citizens 
went  to  the  polls  last  week  to  vote 
on  ratification  of  the  European 
Constitution,  they  rendered  a 
deceptively  simple  verdict:  No.  Bu] 
voters  were  rejecting  far  more  than  a  convoluted 
400-page  legal  tome  that  was  never  adequately 
explained  by  local  leaders.  They  also  were  giving  a 
big  thumbs-down  to  a  vision  of  Greater  Europe  crafted  by  thj 
same  political  elites  responsible  for  the  tepid  growth  and 
uncompetitive  cost  structure  that  risks  making  many  of  the 
Continent's  largest  nations  economically  irrelevant. 

The  defeat  also  highlights  a  growing  generational  split  in| 
Europe.  In  the  French  referendum,  for  example,  more  than 
56%  of  voters  over  60  voted  "yes"  on  the  Constitution;  an 
equal  percentage  of  voters  25  and  younger  voted  "no."  Whj 
Younger  voters  are  hurt  the  most  by  today's  high  French 
unemployment— and  worry  about  their  government's  abilit 
to  pay  future  retirement  benefits.  Regaining  their  support ' 
take  a  credible,  coherent  message  that  stresses  growth  and 
ensures  a  viable  future  for  the  young.  That  won't  come  fron| 
aging  pols  like  French  President  Jacques  Chirac  associated 
with  the  pan-Europe  movement.  New  voices  are  needed. 

A  good  candidate  to  launch  this  dialogue  is  British  Primel 
Minister  Tony  Blair,  who  assumes  the  rotating  presidency  o| 
the  European  Union  this  summer.  Blair,  who  promoted 
painful  changes  to  make  Britain  more  competitive,  should  i| 
this  pulpit  to  marshal  support  among  pro -growth  countries 
like  Ireland  and  new  EU  members  in  the  East  to  promote 
Continent-wide  economic  reforms.  Indeed,  cuts  in  costly 
employment  rules  and  protectionist  regulations  are  needed  I 
Europe  is  to  be  a  counterweight  to  the  economic  and  politic ' 
might  of  America  and  China.  With  the  recent  humbling  of  if 
French  and  German  architects  of  the  Euro  Constitution, 
Blair's  message  has  a  chance  of  being  heard.  Let's  hope 
Europe's  leaders  listen. 
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day.  Here,  our  top  three  in  each 
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Special  Report:  Getting  Smart  About 
Saving  for  College 

Comparing  the  costs  of  colleges  or 
grad  schools  and  evaluating  the 
potential  return  on  that  investment 
is  hardly  an  elementary  exercise- 
but  if  s  more  critical  than  ever.  To 
help  families  and  students  master 
the  high  finance  of  higher  ed,  we've 
prepared  this  Special  Report.  You'll 
find  clear  explanations  of  the  many 
savings  vehicles  now  available,  a 
rundown  on  scholarships  and  grants, 
a  slide  show  summarizing  cost  | 

trends  for  a  wide  range  of  public  and 
private  institutions,  and  lots  more 


Working  for  Peace  Through 
Entrepreneurship 

A  talk  with  Tom  Maloney,  board  president  of  the 
nonprofit  Business  Council  for  Peace,  on  her 
group's  efforts  to  mentor  small-business  women 
from  war-torn  areas  like  Afghanistan  and  Rwanda 


Special  Report:  Dining  Out 
In  America 

Video  games,  skeeball,  Harley  simulators— restaurants 
these  days  are  adding  bells  and  whistles  galore  to 
lure  a  wider  array  of  diners.  Plus:  Salad  days  for 
burger  joints,  and  who's  behind  those  ethnic  eateries 


IBM's  Blue  Brain  Is 
IUuminating  the  Mind 

Scientists  will  use  the  blazingly  fast  supercomputer 
to  do  never-before -possible  research  into  how  we 
think  and  how  mental  disorders  arise 


BusinessWeek  tv 


Tune  in  This  Weekend  ton 

IThe  Big  Business  of  Japanese  Animatjon  IThe  Best  Public  Goff  Courses 

Find  program  dates  and  times  in  your  area  at  ww.taKsswttktuai 
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CROSS  CULTURES 
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\NEW  NONSTOP  SEPMVGE. 

ATLANTA  TO  MOSC&m 


^  Delta  % 

good  goes  around 


New  nonstop  service  from  Atlanta  to  Moscow  begins  June  1, 2005.  For  complete  details,  visit 

delta.com 
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Some  think  building  wealth  is  plain  and  simple.  Not  so.  Your  Smith  Barney  Financial  Consultant  knows 
iUakes  a  lot  of  discipline,  a  well-thought-out  plan  and  a  solid  working  relationship.  You've  worked  hard 
to  get  where  you  are.  You  can  expect  no  less  from  us.  Visit  us  at  www.smithbarney.com  to  find  out  more. 


THIS  IS  WHO  WE  ARE.  THIS  IS  HOW  WE  EARN  IT.5 


Smith  Barney^ 
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I  throughout  the  world.  CITIGROUP  and  the  Un 


"No  one's  job 
security  is  forever, 
and  that  applies  to 


me. 


-CEO  Rick  Wagoner  ofGM, 

announcing  plans  to  cut 

25,000  factory  jobs 

and  close  several  plants 

over  the  next  three  years 


JITED  BY  DAN  BEUCKE 


iT  CAT  FOLLIES 

IORE 

RAVELS 
ITHTOM 

M  DeLAY  has  been  under  fire 

fact-finding  trips  that  end 

on  golf  courses  and 
pical  isles,  but  the  House 
LJority  Leader  is 

dry  lying  low. 
)w,  BusinessWeek 
s  learned  that 
■Lays  Americans  for 
Republican  Majority 
litical  action 
mmittee 
RMPAC)  held  a  DeLAY: 

eat  in  late  April         Unbound 
'  big  contributors        ^^m 
Puerto  Rico's  Palmas  del 
ar.  The  site  was  no  accident 
le  Palmas  del  Mar  resort 
is  developed  by  Texan  CEO 
larles  Hurwitz  of  MAXXAM. 


In  1999,  DeLay  tried  to  get 
banking  regulators  to  ease  up 
on  Hurwitz  over  his  role  in  the 
$1.6  billion  collapse  of  a 
savings  and  loan.  In  2002 
regulators  dropped  then- 
lawsuits  against  Hurwitz. 
Why  would  DeLay  golf 
with  fat  cats  amid  such 
scrutiny?  Jim  Ellis,  executive 
director  of  ARMPAC,  said  that 
criticisms  of  DeLa/s 
travels  were  "false 
and  frivolous"  and 
that  they  were  "not 
going  to  deter  us  from 
what  we  need  to  do." 
There's  another 
explanation:  ARMPAC 
needs  all  the  fund- 
raising  help  it  can 
get.  Spending  was  up 
sharply  in  the  first  four  months 
of  2005  vs.  '03,  the  last  com- 
parable point  in  an  election 
cycle.  But  the  PAC  raised  less 
money.  -Eamonjavers 


[E  BIG  PICTURE 


lis  HILTON'S  ADS  for  Carl's  Jr.  and  Hardee's 

drawing  attention  to  a  new  class  of  monster 

imburgers.  Tasty  they  may  be-but  they  pack 

many  calories  that  a  man  of  25  would  have 

play  poker  for  up  to  12  hours  to  burn  them  off. 


Monster 
ITiickburger 

,417  calories 


The  lib.  Double 
Six  Dollar  Burger 
1,420  calories 


107  grams  of  fat       101  grams  of  fat 


Jltimate  Double 
Whopper 
1,260  calories 
B4  grams  of  fat 


Classic  Triple 
Burger 

1.005  calories 
61.5  grams  of  fat 


COURSE  CORRECTION 

Call  It  Trump 
Trade  School? 


TRUMP  UNIVERSITY,  the  Donald's  new  e-learning  venture,  has 
much  going  for  it:  a  low  $300  price  for  weeklong  courses,  a 
spanking  new  Ivy  League-ish  coat  of  arms,  and  the  ubiquitous 
brand  name.  Too  bad  the  enterprise  isn't  "street  legal."  Under 
New  York  education  law,  it's  illegal  for  an  enterprise  to  "use, 
advertise  or  transact  business  under  the  name  'university'  or 
'college' "  without  approval  by  the  state  Board  of  Regents.  No 
such  approval  has  been  sought,  or  granted. 

The  regulation  wasn't  news  to  Donald  Trump  or  Trump 
University  President  Michael  Sexton.  They  just  didn't  much 
like  it.  "It  doesn't  seem  to  reflect  the  way  education  is  actually 
delivered  today,"  says  Sexton.  As  for  flouting  the  law:  "It  was  a 
calculated  risk."  In  past  cases,  the  state  Education  Dept.  has 
pursued  legal  action.  But  this  time,  it  says,  "we  are  discussing 
ways  to  resolve  this  issue  as  expeditiously  as  possible."  Maybe 
Trump  will  put  the  HQ  elsewhere.  At  trumpuniversity.com, 
meanwhile,  classes  go  on— including  Entrepreneurship 
Essentials,  which  teaches  how  to  "think  critically. . .  about  the 
opportunities  and  risks  of  new  businesses."  Like,  when  to 
follow  the  rules  and  when  to  bend  them.  -Brian  Hindo 
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MEDICINE  MEN 

CORD  BLOOD 
FOR  A 
RAINY  DAY 

THE  SCIENCE  of 

stem  cells  is 
confusing 
enough.  But  for 
some  parents,  it's 
also  expensive. 
Worried  their 
newborn  might 
miss  out  on 
medical  break- 
throughs, parents 
are  rushing  to 
store  blood  from 
the  umbilical 

cord.  At  Cord  Blood  Registry, 
the  largest  private  storage 
bank,  enrollments  rose  120% 
in  May  over  a  year  earlier. 
The  San  Bruno  (Calif.)  outfit 
has  300,000  samples  frozen 
at  a  storage  facility  in  Tucson. 
It  charges  $1,975  to  store 
blood,  plus  an  annual  $125 
maintenance  fee.  "Like  home 

STREET  FIGURES 

NOW  THAT'S 
A  BEAR  OF 
AN  OUTLOOK 

BLAME  THE  Easter  Bunny. 
Build-A-Bear  Workshop,  No.25 
on  BusinessWeek's  recent  Hot 
Growth  list,  stunned  Wall 
Street  on  June  3  when  it  cut 
spring  profit  expectations  by 
45%,  to  $2.5  million  to  $2.9 
million.  CEO  Maxine  Clark 
says  an  early  Easter  cut  the 
vacation  days  in  which  she 
could  sell  to  kids.  And  a 
2004  promotion  on  The 
Oprah  Winfrey  Show 

orted  yearly  comparisons. 
ill  thinks  2005  profits 
grow  26%  to  32%.  But 
e-store  s  lies  will  be  flat. 
Th;i  res  trade  at  a 

n  from  $28 
■Crockett 

14    BusinessWeek  2005 


insurance  and  car  insurance, 
this  is  just-in-case  insur- 
ance," says  Stephen  Grant, 
the  bank's  co-founder. 

But  the  American  Academy 
of  Pediatrics  says  private 
storage  is 
"unwise"  unless 
families  have  a 
history  of  diseases 
such  as  sickle  cell 
anemia.  (In  those 
cases,  Cord  Blood 
Registry  will 
store  it  for  free.) 
Usually  donors 
and  recipients 
need  only  have 
the  same  racial  or 
ethnic  heritage. 
"The  chances  that 
your  own  child  will  need  to 
use  banked  cord  blood  are 
extremely  low,"  says  Dr. 
Maria  Escolar,  a  stem  cell 
researcher  at  the  University  of 
North  Carolina  at  Chapel  Hill.  A 
better  idea,  she  says:  donate 
to  one  of  22  public  banks  for 
use  in  transplants  and 
research.  -Lauren  Young 


BETWEEN  COVERS 

SHAREHOLDERS  of  Ameristar  Casinos  are  in 

for  a  good  read.  On  top  of  a  30%  increase  in 

earnings  for  2004,  the  Las  Vegas  casino 

operator  produced  an  annual  report  that 

mimics  the  look  of  a  glossy  magazine. 

Contained  are  recipes  from  company  chefs 

and  a  CD  with  music  from 

entertainers,  such  as  Gladys 

Knight,  who  performed  at  its 

seven  casinos.  There  are  even 

free  ads  for  vendors  such  as 

Skyy  Vodka.  Paul  Eagleton, 

chief  marketing  officer  for 

$850  million-a-year  Ameristar, 

wouldn't  say  how  much  it  cost 

to  produce  20,000  copies,  but 

figures  it  was  worth  it:  "We  wanted  to  make  it 

page-turner,"  he  says.      -Christopher  Palnrn 
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nore  Us. 

When  a  technology  performs  flawlessly  and 
is  simple  to  use,  it  soon  becomes  something 
you  take  for  granted  and  begin  to  ignore. 
Fortunately  for  your  business,  XOptionsTlex 
is  exactly  that  kind  of  "ignorable"  technology. 


No  worrying  about  bandwidth.  Dynamic  Bandwidth  Allocation 
automatically  adjusts  to  heavy  data  demands  when  voice  lines  are  idle. 

No  surprising  monthly  bills.  Flat-rate  pricing  with  virtually 
unlimited  local  and  long  distance  calling,  bundled  with  high-speed 
Internet  access  and  Web  hosting. 

No  calling  customer  care  for  every  change.  Web-based 
administrative  portal  allows  you  to  self-administer  functional 
changes  in  real  time. 

No  deciding  what  features  you  need.  Over  20  value-added 
features  built  in,  like  voice  mail  and  call  forwarding. 

No  shopping  for  new  equipment.  Works  with  your  existing 
analog  phones  and  Key  systems. 

No-risk  90-day  guarantee.  But  you'll  probably  take  that  for 
granted,  too. 

It's  IP.  XOptions  Flex  leverages  the  national  XO  Internet  Protocol 
network.  IP  makes  it  simple,  flexible  and  a  great 
value  for  your  business. 

Call  us  today  at  888-888X0X0  (9696) 
or  go  to  www.xo.com/flex 

And  then  you  can  start  to  ignore  us. 
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ONE  MAN'S 
PUSHING' 
EXPEDITION 

Howard  Schmidt  brings 
impressive  cyber-security 
credentials  to  his  new  job  as 
Chairman  of  Electronic 
Lifestyle  Integration  (ELI). 
The  former  cop's  pioneering 
work  in  computer  forensics 
led  him  to  the  FBI's  National 
Drug  Intelligence  Center  in 
the  mid '90s.  He  was  later 
chief  security  officer  for 
Microsoft  and  eBay,  serving 
in  between  as  President 
Bush's  cyber-security  czar.  He 
considers  "phishing"  e-mails 
aimed  at  stealing  personal 
data  as  a  leading  new  threat. 
"The  segments  becoming 
more  and  more  vulnerable 
are  the  consumer  and  small 
business,"  says  Schmidt,  55. 

Schmidt  plans  to  tackle 
this  menace  at  ELI.  The 
privately  held  Mount  Laurel 
(N.J.)  company  produces  and 
sells  a  $199.99  super-secure 
modem.  Nontechie  users 
don't  have  to  configure 
antivirus  systems  or  wait  for 
updates. -For  $9.99  per 
month,  ELI  will  update  the 
modem's  security  systems  at 
least  30  times  a  day.  For 
Schmidt,  it's  just  the  next 
counterattack  in  a  long 
crusade.  -Brian  Grow 


16    BusinessWeek 


INSURANCE 

A GOOD  I 

NEIGHBOR 
GETS  BETTER  ^ 

GOOD  NEWS  for  good 
drivers:  State  Farm  Mutual 
Automobile  Insurance  is 

rethinking  the  way  it  prices 
policies.  The  nation's  largest 
auto  insurer  is  converting  to 
the  "tiered  pricing"  model 
adopted  in  the  1990s  by  its 
top  competitors,  Allstate  and 
Progressive.  Sophisticated 
data-mining  techniques 
enable  insurers  to  be  much 
more  precise  about  assessing 
the  risks  of  individual  drivers. 
Allstate,  for  instance,  used 
to  have  just  three  main 
pricing  categories— 
preferred,  standard,  and 
nonstandard.  Now  it  has 
more  than  300.  Tiered 
pricing  "improves  the  overall 
level  of  auto  insurance  profits 
and  takes  out  the  volatility" 


WAR  OF  WORDS 

PEOPLE  IN 

GLASS 

BOARDROOMS 


AS  ONE  OF  THE  "grumpy  old 
men"  at  Morgan  Stanley, 
Anson  Beard  Jr.  has  dogged 
his  former  firm  with  letters 
demanding  management 
changes.  Now  he's 
on  the  other  end 
of  the  pen.  Last 
week,  J.  Carlo 
Cannell,  president 
at  San  Francisco 
hedge  fund 
Cannell  Capital, 
dashed  off  a  scath- 
ing missive  to  BKF 
Capital  Group,  a 
New  York  asset 
manager  where 
Beard  is  a 
director.  Cannell, 


CRASH  CASE 

Tiered  pricing  is 
leading  to  lower  rates 
for  car  insurance 


caused  by  pricing  cycles,  says 
Jay  Gelb,  an  insurance 
analyst  with  Lehman  Brothers. 

Tiered  pricing  usually 
translates  into  lower 
coverage  rates  for  the  better 
drivers.  That' s  one  reason 
that  State  Farm  has  been 
losing  ground  to  its 
competitors,  as  drivers  shop 
around.  The  company  wrote 
39.5  million  auto -insurance 


policies  in 

2004,  down  200,000  from 
the  year  before.  That  mark© 
a  second  year  of  decline  for 
State  Farm.  No.3  Progressiv  [ 
meanwhile,  increased  the 
number  of  policies  it  wrote 
last  year  by  7%.  Clearly,  it 
was  time  for  a  tune-up  at 
State  Farm.  -Adrienne  Cart 


whose  funds  own  17.6%  of 
BKF's  stock,  quoted  from 
Cicero  about  "corruption," 
slamming  BKF  for  its  "richly 
compensated  employees," 
"related  party  transactions" 
that  read  like  "comic  mon- 
keyshines,"  and  last  year's 
thin  4%  operating  margin. 

Cannell  was  mainly  irked 
by  Beard  and  two  others- 
Barton  Biggs,  former  Morgan 
chief  strategist, 
and  Burton  Mal- 
kiel,  a  finance  pro- 
fessor at  Princeton 
University.  "One 
would  expect  such 
deportment  from 
scalawags,  but  not 
you  noble  nabobs 
of  Wall  Street," 
wrote  Cannell.  In 
reply,  BKF  pointed 
CICERO  "Comic     out  that  Cicero  also 
monkeyshines"     said:  "Orators  are  most 
vehement  when  their 


cause  is  weak."  Still,  on  Juni 
8,  BKF— pressed  for  change: 
from  another  fund,  Steel 
Partners,  as  well— lowered 
some  takeover  defenses.  Ma 
be  that  will  hold  off  Cannell 
for  a  while.      -Justin  Hibba 


THE  STAT 


31 

The  percentage  of 
dog  owners  wno 
would  take  their  pets 
to  work  if  they  could 

Data:  1518  pet  owners  surveyed  by  Harris 
Interactive  Inc.  for  Hartz  Mountain  Corp. 
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-Curtis  Kropar 
Honolulu 


WHAT  ABOUT  THE  VICTIMS 
OF  HACKERS? 

WHEN  I  SAW  the  title  "Hacker  hunters" 
(Cover  Story,  May  30),  I  first  thought  it 
might  be  a  call  to  hackers  to  come  out  and 
help  fight  these  predators— which,  by  the 
way,  I  would  love  to  do.  A  typical  Old 
School  hacker  would  never  have  consid- 
ered any  of  the  activities  these  people  are 
guilty  of.  Most  were  merely  snoops  trying 
to  solve  the  Rubik's  Cube. 

Now  the  FBI  and  police  have  in  their 
possession  millions  of  credit-card  num- 
bers, together  with  the  identities  of  the 
people  who  have  been  directly  and  finan- 
cially affected  by  these  con  artists.  Some 
may  not  even  be  aware  they  are  victims. 

Do  the  FBI  and  prosecutors  intend  to 
get  in  touch  with  the  people  whose  iden- 
tity and  information  have  been  stolen? 
Will  the  fraud  victims  be  provided  with 
the  names  of  the  cons  that  are  being  ar- 
rested so  that  they  can  try  to  recover  any 
monetary  damages  through  civil  law- 
suits? Does  the  FBI  intend  to  provide  in- 
formation to  assist  victims  in  the  difficult 
and  time-consuming  process  of  getting 
the  three  credit-reporting  agencies  to 
remedy  the  problems  on  their  credit  re- 
ports? Or  will  the  victims'  lives  contin- 


ue without  any  resolution  of  these  woes? 

-Curtis  Kropar 
Honolulu 

SETTING  THE  RECORD  STRAIGHT 
ON  ADULT  STEM  CELLS 

I  WOULD  LIKE  to  clarify  information  in 
"Biotech,  finally"  (News:  Analysis  & 
Commentary,  June  13):  Calvin  Miller 
was  the  first  off-trial  patient  treated  by 
Siriraj  Hospital  in  Thailand  with  adult 
stem  cells  harvested  by  a  process  pio- 
neered by  TheraVitae  Ltd.  This  process 
does  not  use  bone  marrow.  We  draw 
250cc  of  blood  and  expand  the  cells  in  the 
laboratory  for  about  a  week.  Then  they 
are  implanted  back  into  the  patient.  We 
can  get  the  cells  by  drawing  a  small 
amount  of  blood  instead  of  doing  a 
painful  bone  marrow  extraction.  This 
process  will  soon  allow  the  use  of  adult 
stem  cells  for  treatment  on  a  large  scale. 
-JayD.  Lennerjr. 
TheraVitae  Ltd. 
Bangkok 

THE  MARKETING  MAVENS 
HAVE  FOUND  GOD 

EXCELLENT  PIECE  on  the  growing  polit- 
ical and  marketing  clout  of  "Evangelical 
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Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

"How  to  harpoon  a  cyber  shark"  (News: 
Analysis  &  Commentary,  June  13)  said  that 
e-mail  authentication  software  from  Yahoo! 
Inc.  and  others  can  cost  $500,000  for  large 
customers  to  adopt.  The  article  should  have 
clarified  that  Yahoo  and  Cisco  Systems  Inc. 
make  the  programs  available  free  of  charge 
on  the  Internet,  although  security  firms  say 
that  the  cost  of  customization  and  the 
necessary  hardware  upgrades  often  brings 
the  cost  for  large  corporate  users  up  to 
$500,000.  Also,  the  correct  name  of  the 
Yahoo  software  program  is  DomainKeys. 

In  "The  fight  brewing  over  family  leave" 
(Social  Issues,  June  13),  Michael  J. 
Eastman  should  have  been  identified  as 
director  of  labor  law  policy  at  the  U.S. 
Chamber  of  Commerce,  not  the  National 
Association  of  Manufacturers. 

In  "RadioShack:  Strong  signals  amid  the 
static"  (The  Barker  Portfolio,  June  6),  the 
accompanying  table  should  have  listed 
Circuit  City  Stores  Inc.'s  earnings  before 
interest  and  taxes  as  $206  million. 


America"  (Special  Report,  May  23).  I  of- 
ten wonder:  Are  these  organizations  at- 
tracting like-minded  people  or  "creating" 
like-minded  people?  We  all  know  the  pow- 
er of  effective  marketing— from  chewing 
gum  to  $10,000  handbags.  An  apt  quote 
from  The  Gods  of  Man  by  Carlos  Efferson 
might  be:  "...an  unguarded  mind  is 
easy  prey  for  self-delusion." 

-Hank  Grimmick 
San  Ramon,  Calif. 

MICROSOFT:  ON  THE  RIGHT  SIDE 
IN  THE  CULTURE  WARS 

YOUR  REPORT  SAYS  that  Microsoft  Corp. 
first  withdrew  its  support,  then  changed  its 
mind,  on  "gay  rights  legislation"  ("Culture 
wars  hit  Corporate  America,"  Special  Re- 
port, May  23).  But  the  bill  did  not,  in  fact, 
raise  any  tough  issue.  It  was  not  explicitly 
about  gay  marriage,  but  only  employment 
nondiscrimination.  The  only  people  who 
seem  to  think  that  nonchscrimination  is 
controversial  are  professional  hate-mon- 
gers who  use  such  topics  to  foment  bigotry, 
falsely  frighten,  and,  most  of  all,  raise 
money.  Microsoft  is  right  to  renew  its  sup- 
port for  fundamental  fairness  such  as 
nondiscrimination  legislation. 

-Rodney  Hoffman 
Los  Angeles 

WHY  ARE  THE  MAJOR  corporations  cow- 
ering? Be  strong  and  stand  up  for  what 


you  believe  in.  I  would  like  to  ensure  that 
I  am  "voting  with  my  feet"  and  that  I  am 
buying  products  from  companies  that  do 
not  believe  in  discrimination. 

-  Christine  Jothen 
San  Diego 

A  GREAT  CONCERN  is  that  the  so-called 
"culture  wars"— which  are  largely  engen- 
dered by  evangelicals'  reactionary  posi- 
tions—will turn  to  real  war.  How  many 
more  zealots  like  Eric  Rudolph  will  justi- 
fy bombing,  maiming,  and  killing  before 
we  recognize  that  theological  issues  be- 
long in  church  and  in  one's  personal 
choices  and  not  the  town  square? 

-Michael  G.  Siegfried 
Arlington  Heights,  III. 

BUSINESS  SHOULD  RESIST 
ACTIVISM  OF  ALL  KINDS 

IN  "WHEN  BUSINESS  bows  to  activists" 
(Editorials,  May  23),  you  urge  Corporate 
America  to  resist  religious  activism  and 
make  decisions  for  "business— not  emo- 
tional or  religious— reasons."  You  correct- 
ly chastise  companies  for  backing  down  to 
threats  of  letter  writing  or  boycotts. 

On  the  same  page  ("Stamping  out 
sweatshops,"  Editorials,  May  23),  you  re- 
verse course  and  endorse  the  political 
machinations  of  six  "anti-sweatshop"  ac- 
tivist groups— each  with  a  leftist  agenda 
that  is  inimical  to  capitalism.  Most  of  these 
groups  are  calling  for  "living  wages" 
where  the  activists  would  have  the  power 
to  decide  how  much  an  employee  will 
make,  rather  than  allowing  the  employees 
and  employers  to  deal  with  the  issue  by 
Tiutual  consent. 

In  fact,  it  is  right  for  members  of  Cor- 
porate America  to  base  their  policies  on 
what  is  ethically  correct  and  on  what  is  in 
the!  r  business  interests.  Decision  makers 
should  never  sacrifice  good  judgment— 
either  to  religious  zealots  or  to  pressure 
groups  advocating  socialist  policies. 

-Barry  A.  Liebling 
New  York 

NUMBERS  TELL  THE  TALE: 

INCOME  INSTABILITY  IS  ON  THE  RISE 

I  READ  WITH  interest  "Safety  net  nation" 
(Cover  Story.  May  16):  The  receding  of 
government-  and  employer-provided  safe- 
ty nets,  the  increasing  economic  risks 
borne  by  working  Americans,  and  the  ris- 
ing volatility  of  family  income  are  all 
rids  that  deserve  press  coverage  and 
pi  iblic  discussion.  In  this  regard,  I  thought 
that  you  might  be  interested  in  what  I  be- 
lieve to  be  the  mo  comprehensive  set  of 
published  statistics  on  family  income 
volatility  currently  available.  These  were 


generated  under  my  guidance  by  a  grc 
of  graduate  students  at  Johns  Hopl 
University  and  were  published  last  fallj 
part  of  a  Los  Angeles  Times  series  by 
porter  Peter  G.  Gosselin. 

The  statistics  are  based  on  an  anah  I 
of  the  Panel  Study  of  Income  Dynami| 
a  dataset  run  by  the  University  of  Mic 
gan  that  has  followed  the  same  5,C 
nationally  representative  families 
their  spin-offs  for  nearly  40  years, 
techniques  used  in  the  analysis  are  or 
that   I   developed  jointly  with   Pe? 
Gottschalk  of  Boston  College  more  th 
a  decade  ago.  The  analysis  showed  tl 
most  middle-class  families  had  anm 
income  swings  of  16%  or  less  in  the  e{ 
ly  '70s.  But  that  rose  to  27%  by  2000. 
other  things  equal,  this  rising  income . 
stability  suggests  that  families  from  t  ■ 
working  poor  to  those  fairly  far  up  tP 
income  distribution  are  bearing  mcBP 
economic  risk.  J 

-Robert  A.  Mojm 
John  Hopkins  UniversM 
BaltimT 

HAM  OPERATORS  ARE  I 

THE  MORSE  CODE  CHAMPS  H 

THE  TWO  telegraphers  who  bested  sorBw 
youthful  "texters"  on  The  Tonight  S/j  A< 
With  Jay  Lena,  "OMIGOSH  U  R  SO  SLiI 
(Up  Front,  May  30),  were  ham  radio  oW 
erators.  There  are  still  some  600,000  aiC 
ateur  radio  operators  licensed  by  the  Fell 
era!  Communications  Commission  in  tiJ^h 
U.S.,  including  many  who  prefer  to  up 
tried-and-true  Morse  Code.  The  co«^ 
gets  through  when  nothing  else  will.  Ch  I 
170  years,  we  telegraphers  have  deveBfc 
oped  a  rich  vocabulary,  including  "H^ 
(dit  dit  dit  dit— dit  dit),  which  is  equivH| 
lent  to  the  smiley  face.  I 

-Martin  EwiiWl 
Branford,  ConWb 
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Voices  of  Innovation 


Proud  Papa 
Of  the  Prius 


PLENTY  OF  TECHNICAL  wizardry  went 
into  developing  the  Prius,  the  popular 
gas- electric  hybrid  Toyota  Motor  Corp. 
first  shipped  to  Japanese  showrooms  in 
1997.  But  the  production  tactics  were 
also  striking.  Toyota  engineers  kept  the 
assembly  simple  so  the  cars  could  be 
made  on  the  same  production  lines  as 

mainstream  models  such  as  the  carmaker's  popular  Camry. 

Toyota  got  the  Prius  to  market  quickly  because  it  didn't  need 
to  build  new  assembly  lines.  And  with  minimal  capital  sunk 
into  manufacturing,  the  company  was  hedged  in  case  the 
hybrids  flopped.  "We  wondered  if  anybody 
would  want  one,"  admits  Takehisa 
Yaegashi,  62,  a  senior  engineer  known 
throughout  Toyota  as  the  father  of  the 
hybrid.  Last  year  hybrid  sales  in  the  U.S. 
alone  hit  83,153,  with  Toyota's  Prius 
accounting  for  64%  of  the  total.  And  despite 
a  hefty  price  premium  over  standard  cars, 
Toyota  expects  sales  to  grow  even  faster  this 
year  with  the  addition  of  two  new  hybrid 
sport-utility  vehicles.  ^^^^^^^^ 

Gas-electric  hybrids  have  been  around 
since  the  turn  of  the  20th  century.  Porsche  founder  Ferdinand 
Porsche  was  among  the  visionaries  who  tinkered  with  the 
technology.  But  few  looked  for  ways  to  mass-produce  them.  In 
the  1980s  environmentalists  focused  on  100%  electric  vehicles 
(EVs)  because  they  promised  zero  tailpipe  emissions  and  ultra- 
low  fuel  costs. 

Yet  by  the  early  1990s,  hopes  for  a  mass  market  in  EVs  were 
short-circuited  by  limited  battery  life.  Seeing  no  major 
breakthroughs  on  the  horizon,  Toyota's  engineers  settled  for  a 
partial  solution:  integrating  an  electric  motor  with  a 
conventional  power  train.  The  idea  was  a  car  that  would  start 
up  on  battery  power  and  turn  on  the  gasoline  engine  when 
needed— for  acceleration,  say,  or  to  recharge  the  batteries.  "We 
had  hit  a  wall  with  electric  vehicles,"  says  Yaegashi.  who  joined 
Toyota  after  graduating  from  Hokkaido  University  m  1967  and 
earned  his  spurs  developing  cleaner-burning  gas  engines  in  the 
1970s.  "Hybrids  began  where  EVs  ended." 

The  biggest  challenge  Yaegashi  faced  was  coming  up  with  a 
reliable  way  to  handle  the  powerful  voltage  between  the 


"We  wondered  if 
anybodywould 
want  one."  -Toyota 
senior  engineer 
TakehisaYaegashi 


battery  and  the  electric  motor.  The  solution  was  a  Japanese 


classic:  Toyota  modeled  the  semiconductc 
in  the  core  inverter  unit  on  the  heavy-dut 
transistors  used  by  Japan's  bullet  trains. 
Another  big  issue  was  how  to  fit  the  gas 
engine,  the  electric  motor,  and  a  jumbo 
battery  into  a  compact  car  frame.  Comput 
modeling  yielded  the  basic  scheme  for 
shrinking  the  parts,  but  glitches  plagued 
prototypes.  As  the  deadline  approached,  trj 
^^  development  team  found  itself  in  an 

around-the-clock  frenzy  of  fine-tuning. ' 
specs  finally  fell  into  place,  and  in  December,  1997,  Toyota's 
first  Prius  rolled  out  of  its  Takaoka  factory  in  Toyota  City  ne 
Nagoya.  For  the  next  two  years,  Toyota  confined  Prius  sa 
Japan.  Yaegashi  says  the  engineers  weren't  comfortable  with  i 
people  driving  the  vehicles  in  hotter  climates  or  at  higher 
altitudes.  Early  Prius  models  even  sported  an  indicator  on  th<| 
instrument  panel  shaped  like  a  turtle  that  lit  up  if  the  hybrid':| 
engine  showed  signs  of  conking  out.  Yaegashi  banished  the 
turtle  gauge  in  1999,  but  recently  there  have  been  reports  of 
stall-outs  in  a  few  dozen  cars.  The  National  Highway  Traffic 
Safety  Administration  is  investigating. 

Toyota  is  also  looking  into  the  problem— even  as  it  lays 
plans  for  more  hybrids,  including  a  Camry  to  be  produced  at| 
its  Georgetown  (Ky.)  plant  "In  principle  there's  no  reason 
why  hybrids  can't  be  offered  on  all  models,"  says  Yaegashi. 
And  this  time  he's  not  worried  that  no  one  will  buy  them.  I 

-By  Chester  Dawson  in  Toyota  Q\ 


BusinessWeek  online 


For  a  Q&A  with  Takehisa  Yaegashi.  the  father 
of  the  Toyota  Prius,  go  to  www.businessweek.com/extras 
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everything  from  soil  and  leaf  moisture  to  tasting  rooms  and  online  orders. 
Without  the  wires.  Turning  natural  events  into  raw  data  into 
memorable  vintages  into  robust  fiscal  years. 
For  solutions  built  for  small  business,  visit 
Cisco .  com/poweredby. 
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Why  Asia  Will  Eat  Our  Lunch 

THREE  BILLION  NEW  CAPITALISTS  The  Great  Shift  of  Wealth  and  Power  to  the  East 

By  Clyde  Prestowitz;  Basic  Books;  321pp;  $26.95 


Clyde  Prestowitz  says  he  had  a  revelation 
in  2003  when  his  oldest  son,  a  software 
developer  living  on  Lake  Tahoe  in 
California,  asked  him  to  co-invest  in  a 
snow-removal  company.  Why,  wondered 
Prestowitz,  would  his  high-tech  offspring 
go  into  a  business  "as  mundane  as  snow 
removal?"  Explained  the  son:  "Dad,  they 

can't  move  the  snow  to  India." 

It's  an  example  of  the  angst  spreading  among  America's 
technology  professionals  as  they  watch  India  snare  big 
chunks  of  the  U.S.  services  sector  while  China  runs  off  with 
America's  manufacturing  patrimony.  His  son's 
fears,  Prestowitz  asserts  in  Three  Billion  New 
Capitalists:  The  Great  Shift  of  Wealth  and  Power  to 
the  East,  are  all  too  rational. 

Actually,  Prestowitz  didn't  need  the  heads-up 
from  his  son.  He  has  been  mulling  over  America's 
competitiveness  problems  for  30  years,  most 
recently  as  head  of  his  own  think  tank— the 
Economic  Strategy  Institute  in  Washington. 
Before  that  he  was  an  international  executive  for 
U.S.  multinationals,  a  trade  negotiator  in  the 
Reagan  Administration,  and  author  of  a  ground 
breaking,  although  ultimately  alarmist,  1988 
book  about  U.S.-Japan  relations,  Trading  Places, 
Prestowitz  writes  with  clarity,  historical 
perspective,  and  an  uncommon  ability  to 
extricate  himself  from  the  intellectual  straitjackets  that  hobble 
so  many  Washington  economic  policymakers.  Free  trader  or 
protectionist?  Democrat  or  Republican?  Keynesian  or  supply- 
sider?  He  doesn't  fit  in  any  of  those  boxes. 

Governments  have  long  been  creating  comparative 
advantages  for  their  own  economies,  Prestowitz  notes,  but  U.S. 
policymakers  have  apparently  forgotten  this.  Despite  today's 
fashionable  disdain  for  industrial  policy,  Washington  was  once 
an  active  participant  in  boosting  the  gross  domestic  product. 
The  federal  government  created  Radio  Corporation  of  America 
and  established  U.S.  dominance  in  radio  technology,  launched 
Boeing  and  nurtured  it  with  government  contracts,  and  created 
AT&T  an4  its  genius  pool  at  Bell  Laboratories,  cradle  of 
microelectronics.  Then  there's  the  Internet.  "The  apparendy 
effordess  technological  supremacy  Americans  assume  as  a 
birthright . . .  had  nothing  to  do  with  market  forces  and  every- 
thing to  do  with  targeted  policy  decisions,"  Prestowitz  notes. 

Prestowitz  also  challenges  one  of  the  most  popular  and 
soothing  myths  in  Washington— that  U.S.  workers  can 
compete  with  any  in  the  world  if  given  "a  level  playing  field." 
The  truth:  Western  workers  won't  be  able  to  compete  without 
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accepting  wage  cuts,  since,  in  the  area  of  labor  costs,  China 
enjoys  a  "fifteen  to  thirtyfold  advantage"  over  the  developec 
world.  China  and  India,  which  together  accounted  for  75%  < 
the  world's  GDP  before  the  discovery  of  America,  are  on  a 
steep  trajectory  to  regain  their  prominence.  "The  potential 
size  of  their  markets,  their  endless  supply  of  low-cost  labor,] 
the  unique  combination  of  many  highly  skilled  but  low-paid 
professionals,  and  the  investment  incentives  offered  by  then 
governments  will  constitute  an  irresistible  package"  that  wi 
soak  up  global  investment. 

Another  central  theme  of  the  book  is  the  value  of  "linkage 
among  technologies.  Development  of  the  VCR  by  Japanese 
companies  led  that  country  into  the  semiconductor  business 
Prestowitz  says.  Japan  continues  to  understand  the 
importance  of  linkage,  while  U.S.  leaders  seem  not  to: 
Contrast  Sony  Corp.'s  dogged  efforts  to  link  its  PCs  with  TV;- 
camcorders,  and  other  technologies  to  create  a 
multimedia  terminal  with  IBM's  sale  to  China's 
Lenovo  Group  Ltd.  of  its  laptop  business.  Which  i 
the  better  strategy? 

India,  meanwhile,  is  moving  rapidly  up  the 
value  chain  with  its  emphasis  on  software  and 
computer  services,  along  with  processing  of  tax 
returns,  medical  X-rays,  and  the  like.  Want  a  ne 
kidney  or  a  hip?  Visit  one  of  India's  high-tech 
"medical  tourism"  hospitals  and  get  the  proced 
for  less  than  half  the  cost  in  the  U.S.  or  Canada, 
even  figuring  in  the  airfare.  Surprisingly,  there 
already  more  info  tech  engineers  in  Bangalore 
(150,000)  than  in  Silicon  Valley  (130,000). 
There  is  reason  for  hope,  Prestowitz  allows. 
America's  technology  is  often 
the  best,  as  are  its  universities 
The  U.S.  leads  in  biotech,  and 
retains  an  entrepreneurial 
culture.  That  said,  Prestowitz 
still  could  be  too  pessimistic.  A 
with  Trading  Places,  he  tends  ti 
project  current  trends  far  into 
the  unknowable  future. 

But  the  U.S.  government  is 
dangerously  shortsighted.  The 
country's  savings  rate, 
secondary-education  system,  energy  and  water  conservatio: 
critical  infrastructure,  research  investment,  and  worker 
training  lag  behind  those  in  too  many  other  nations. 

You  won't  want  to  pick  up  Prestowitz'  book  if  you  seek 
reassurance  that  America  is  going  to  stay  No.  1— because, 
dammit,  we  just  are,  Bud!  In  fact,  as  he  points  out,  even  as 
U.S.  scores  in  math  sink,  American  high  school  students 
continue  to  think  that  they  are  ranked  first.  Depressing,  butf 
all  else  fails,  remember:  There's  always  snow  removal.  I 

-By  Paul  Magnus: 
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Samsung  is  making  DLP~  HDTV  an  even  more 
unforgettable  experience  for  the  eyes  and  ears. 
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BY  STEPHEN  H.  WILDSTROM 


Notebooks  Get 
Even  More  Mobile 


Vl-Fi  networks  have  liberated  the  notebook  computer,  allowing 
onnections  to  the  Internet  far  from  the  nearest  network  cable.  But 
rhile  Wi-Fi  works  fine  in  offices,  houses,  airports,  coffee  shops,  and 
ther  hot  spots,  it  has  major  limitations.  It  is  far  from  ubiquitous,  and  it 
an't  be  used  when  you're  moving  in  a  car  or  on  a  train. 


Laptop  makers  plan  to  cover  that 

p  by  adding  wide-area  wireless 

verage— the  kind  provided  by  cell- 

lone  networks— to  their  next 

neration  of  notebooks.  While  PC 

rds  for  using  these  networks  have 

en  available  for  a  while,  built-in 

cess,  just  like  built-in  Wi-Fi,  is  a  lot 

ore  convenient.  Sony  is  the  first  to  hit 

e  market— with  its  $2,300  Vaio  VGN- 

550P,  which  has  a  wireless  modem  to 

nnect  with  the  Cingular  network 

The  big  advantage  of  the  phone- 

ised  network  over  Wi-Fi  is  that  it  is 

ailable  wherever  Cingular  has 

rvice,  including  most  U.S.  cities  and 

burbs.  At  one  point  while  testing  the 

ny,  I  was  able  to  work  on  e-mail  and  check  Web  sites 

)m  a  bus  heading  up  1-70  to  Pennsylvania.  The 

nnection  handed  off  smoothly  from  one  cell  tower  to  the 

xt,  and  when  a  link  got  dropped,  it  was  easy  to  reconnect. 

The  big  shortcomings  are  the  cost,  flexibility,  and  speed. 

ngular  service  costs  $80  a  month  for  unlimited  data,  and 

eaper  metered  plans  make  sense  only  for  very  occasional 

ers.  An  integrated  wide-area  notebook  PC  such  as  Sony's 

:ks  you  into  service  from  one  carrier  or,  at  best,  one  of  the 

0  major  wireless  technologies.  Then  there's  cruising 
eed.  Cingular' s  fastest  service  gets  you  100  to  200  kilobits 
r  second.  Where  that  signal  is  not  available,  the  modem 
ops  down  to  a  painfully  slow  30  to  50  kbps.  Wi-Fi 

livers  at  least  500  kbps  and  often  does  much  better. 

NY  GETS  THE  BEST  OF  BOTH  WORLDS  by  including 
ftware  that  allows  for  easy  switching  between  Wi-Fi  and 
ngular  connections.  Someday  this  will  become  automatic 
the  software  senses  and  chooses  the  best  and  cheapest 
twork  for  you.  The  Vaio  does  the  next  best  thing  by 
ting  you  switch  with  one  or  two  clicks— provided  that 
u  are  using  a  Wi-Fi  network  for  which  the  laptop  has 
eady  been  configured. 

1  wish  I  could  be  so  enthusiastic  about  the  laptop  itself. 


ON  THE  GO         The  Vaio  T350  is  a  small  sub- 
Sony's  Vaio      notebook  that  weighs  just  three 
VGN-T350P     pounds  and  has  a  footprint  smaller 
^^^™  than  a  letter-size  sheet  of  paper. 

And  the  use  of  a  relatively  slow  but  still  adequate 
Pentium  M  processor  allows  a  respectable  four 
hours  of  running  time  on  a  battery  charge.  But  I 
found  it  too  small  for  practical  use.  The  cramped 
keyboard  makes  accurate  typing  difficult.  And  the 
10.6-in.  widescreen  display  feels  a  lot  smaller 
than  the  12.1-in.  standard  display  found  on  most 
other  small  laptops.  The  tiny  type  can  be  difficult 
to  read. 

More  conventional  notebooks  with  integrated 
wide-area  service  will  hit  the  market  this  fall. 
Unlike  the  Sony,  which  is  sold  mainly  to 
individuals  and  small 
businesses,  they  will  be  aimed 
at  corporate  accounts. 

Better  networks  will  make 
these  products  more  attractive. 
Verizon  Wireless'  Broadband- 
Access  is  now  available  in  30 
metropolitan  areas.  I  tested  it 
in  a  laptop  with  a  Kyocera  PC 
Card  adapter  and  got  speeds  of 
300  to  500  kbps.  Sprint  is 
building  a  similar  network. 
Cingular  has  rolled  out  a  new,  faster  network  in  six  markets 
and  plans  to  move  to  a  technology  that  will  equal  or  beat 
Verizon's  speeds.  And  Intel  is  pushing  an  alternative  called 
WiMAX  that  could  offer  multi-megabit  speeds. 

Wi-Fi  hot  spots  may  offer  many  laptop  users  all  the 
mobility  they  desire.  But  if  you  need  anywhere -anytime 
connectivity,  built-in  wide-area  networking  may  prove 
irresistible.  ■ 

E-mail:  techandyou@businessweek.com 
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For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Jechnology  &  You  at 
www.businessweek.com/technology/ 
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Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


The  Dangerous  Sileno 
Of  Business  Leaders 


i 


If  s  no  secret  that  extreme  partisanship  has  hijacked  deliberations 
surrounding  some  of  the  most  important  political,  economic,  and  sociS 
issues  in  America— from  gay  marriage  to  trade.  Less  well  known  is  thai 
the  same  divisive  forces  are  spilling  over  into  Corporate  America, 
infecting  business  organizations,  undermining  independent  regulator; 


agencies,  and  intimidating  large  companies  and  CEOs  from 
playing  a  constructive  role  in  public  policy.  These  trends 
are  accelerating  and  won't  end  soon,  but  America's  leading 
CEOs  should  be  thinking  about  how  to  limit  the  damage. 

As  Norman  J.  Ornstein  of  the  American  Enterprise 
Institute  told  me,  politics  in  America  has  become  tribal.  It's 
not  about  compromising  to  advance  policies,  he  says,  but 
about  "grinding  opponents  into  the  dust."  In  the  business 
world,  there  is  a  lot  of  evidence  that  this  is  happening  too. 
Start  with  the  K  Street  Project.  This  is  an  effort  launched  by 
archconservatives  to  pressure  Washington's  lobbying 
groups  to  put  Republicans  at  their  helm,  effectively  making 
these  associations  an  extension  of  the  Republican  majority. 
The  danger  isn't  only  that  business  will  be  confined  in  an 
ideological  straitjacket,  but  that  when  the  Democrats 
regain  power,  they'll  push  the  business  agenda  to  the 
opposite— but  equally  ill-conceived— extreme. 

I  believe  many  associations  are  already  acting  far  too 
ideologically  to  represent  the  pragmatic  outlook  of  most 
American  companies.  For  example,  last  year  the  U.S. 
Chamber  of  Commerce,  which  purports  to  reflect  the 
interests  of  its  3  million  corporate  members,  broke  its 
longstanding  policy  of  staying  neutral  in  Presidential 
elections  by  campaigning  against  the  Kerry-Edwards  ticket. 
The  National  Association  of  Manufacturers  also  has  gone 
astray  in  mounting  a  campaign  to  back  socially 
conservative  judges,  when  its  efforts  should  be  fixed  on 
improving  the  competitiveness  of  U.S.  companies. 

SECOND,  THE  NEED  FOR  consistent  regulation  has  never  been 
more  critical  for  business.  Yet  key  agencies  are  becoming 
polarized  by  partisanship.  The  Federal  Communications 
Commission  is  under  right-wing  fire  to  ban  from  the 
airwaves  what  conservative  groups  interpret  to  be  indecent 
content.  The  Federal  Drug  Administration  faces  pressure  to 
outlaw  some  contraceptives,  although  its  own  advisory 
panels  have  ruled  them  safe.  And  if  s  hard  to  recall  a  more 
politically  divided  Securities  &  Exchange  Commission. 
American  companies  are  also  in  the  crosshairs  amid 
today's  superheated  political  struggles.  Microsoft  Corp.  was 
recently  threatened  with  a  boycott  by  religious  groups  if  it 
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backed  legislation  in  Washington  state  banning 
employment  discrimination  against  gays.  But  when  it 
withheld  support,  Microsoft  was  criticized  by  other  grou 
and  employees.  CEOs  even  have  had  their  arms  twisted  1 
the  Administration  to  embrace  some  of  President  Georg  j 
W  Bush's  controversial  policy  priorities— such  as  privat*  1 
accounts  for  Social  Security— as  a  quid  pro  quo  for  help 
issues  such  as  trade.  The  fault  lies  not  just  with  the  far 
right:  Unions  and  environmental  groups  have  held  up  k 
trade  initiatives  with  proposals  for  rigid  labor  standards 
Thomas  E.  Mann  of  the  Brookings  Institution  sugges: 
to  me  that  eventually  we  could  see  a  strong  public  backl. 
against  what  he  calls  today's  "smashmouth  politics."  Bi 

America's  most  influential 
executives  should  try  to 
strengthen  the  forces  of 
moderation  right  now,  befor   | 
problems  worsen.  They  cou 
POIIQCS5  press  their  lobbying  groups    1 

focus  on  regaining  the  midc 
ground  and  concentrate  on 
business  issues  rather  than 
social  policy.  They  could  ral  SOW 
around  the  few  associations  h 
such  as  the  Committee  for 
Economic  Development,  th« 
consistently  take  balanced 
nonpartisan  public  policy  positions.  And  they  could  quit 
discuss  how  business  can  back  centrists  in  elections. 

Of  course,  the  very  trends  I  cite  make  it  risky  for  bush  J 
leaders  to  stick  their  heads  above  the  parapet.  But  Peter 
Peterson,  chairman  of  Blackstone  Group,  has  tirelessly 
railed  against  irresponsible  fiscal  policy.  And  General 
Electric  Co.  Chairman  Jeffrey  R.  Immelt  recently  called  I 
more  coherent  environmental  regulations.  Many  more 
courageous,  pragmatic  corporate  leaders  must  speak  ou 
Otherwise,  their  silence  leaves  a  vacuum  that  will  be  fille 
by  partisan  politicians  and  rabid  advocacy  groups.  ■ 
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Jeffrey  E.  Garten  is  dean  of  The  Yale  School  of  Manage 
and  author  of  "The  Mind  of  the  CEO  (jejfrey.garten@yale. 
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BY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


Weak  Payrolls  Mask  a 
Tightening  Job  Market 

How  companies  handle  rising  labor  costs  will  affect  future  inflation 


U.S.  ECONOMY 


The  labor  markets  have  always  been  the  mother 
lode  of  information  about  trends  in  economic  growth,  inflation,  and 
Federal  Reserve  policy.  Unfortunately,  the  mixed  signals  from  the 
latest  data  on  jobs  and  labor  costs  seem  to  raise  more  questions  than 
they  answer.  In  May,  payrolls  grew  by  a  meager  78,000,  the  smallest 


^ain  since  the  summer  of  2003,  adding  fuel  to  the 
argument  that  the  economy  is  slowing.  But  the 
anemployment  rate  fell  to  5.1%,  reaching  a  new  low  for 
Jhis  business  cycle,  implying  that  the  labor  markets 
:ontinue  to  tighten. 

Other  labor-related  data  also  raise  new  concerns  about 
nflation.  Revised  numbers  show  that  first-quarter 
productivity  grew  at  a  solid  2.9%  annual  rate,  faster  than 
originally  reported.  However,  the  same  report  says  that 
abor  costs  are  up  sharply,  far  outstripping  the  gains  in 
efficiency.  In  the  past,  those  conditions  have  often  gone 
land-in-hand  with  increased  pressure  on  inflation.  This 
ame,  higher  energy  costs  were  already  pushing  up 
ausiness  costs,  and  now  so  is  labor. 

The  jumbled  messages  come  at  a  moment  of 
:onflicting  perceptions  within  the  financial  markets  and 
he  Fed  (page  36).  The  recent  rally  in  the  bond  market  is 
jased  partly  on  the  view  that  the  economy  is  slowing  and 
hat  the  Fed  can  stop  raising  interest  rates  in  the  second 
lalf.  Fed  policymakers,  however,  must  be  wondering  if 
:ompanies  will  try  to  cover  the  jump  in  labor  costs  by 
rushing  through  bigger  price  increases.  Unless  the  Fed  is 
convinced  that  inflationary  pressures  are  easing,  they 
nay  feel  a  pause  in  rate  hiking  is  too  risky. 

50  WHAT  ARE  THE  LABOR  MARKETS  really  saying 
about  the  economy?  On  balance,  the  data  show  more 
igns  that  labor  markets  are  tightening  than  loosening, 
ind  those  signals  go  beyond  the  declining  jobless  rate. 

First,  the  percentage  of  the  population  employed  rose 
In  May  to  62.7%,  the  highest  in  2'/a  years.  Second,  the 
small  May  payroll  gain  followed  a  super-size  increase  of 
-:  274,000  in  April.  In  general,  monthly  payroll  gains  have 
a  )een  unusually  volatile  over  the  past  year.  When 
smoothed  out  over  time,  the  data  show  that  the  average 
;ain  this  year  has  been  about  180,000  per  month,  close  to 
j  he  monthly  trend  for  all  of  2004. 

Finally,  the  payroll  data  overlook  the  growing  numbers 
i  )f  self-employed.  That's  one  reason  why  the  Labor  Dept.'s 
1  )ther  measure  of  jobs,  which  is  based  on  a  survey  of 
louseholds  as  opposed  to  the  survey  of  business  payrolls, 
;hows  employment  so  far  this  year  has  risen  by  1.3 
7i  nillion,  vs.  a  gain  of  900,000  in  the  payroll  data. 


The  importance  of  the  entrepreneur  is  also  evident  in 
recent  comments  from  the  National  Federation  of 
Independent  Businesses,  which  represents  small 
companies.  NFIB's  surveys  of  its  600,000  members 
indicate  job  creation  among  small  businesses  is  "much 
more  consistent  with  the  household  survey  than  the 
payroll  survey."  Corroborating  that,  the  personal  income 
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proprietorships  is 
growing  at  an  annual  rate 
of  10.5%  so  far  this  year, 
up  from  a  9.2%  pace  for 
all  of  last  year  and  twice 
the  pace  of  income  from 
wages  and  salaries. 

Perhaps  more 
important,  workers  now 
stay  unemployed  for  a 
much  shorter  time  than 
was  the  case  earlier  in 
this  expansion.  In  April 
and  May,  the  median  duration  of  unemployment  was 
about  nine  weeks,  the  lowest  reading  in  three  years.  And 
much  of  the  decline  in  unemployment  has  occurred  for 
"  long-term  unemployed"  workers— those  who  remain 
jobless  for  15  weeks  or  more.  Plus,  new  claims  for 
unemployment  benefits  through  May  do  not  show  any 
broad  pattern  of  layoffs. 

In  addition,  workers'  sense  of  job  insecurity  appears  to 
be  lessening  a  bit.  Not  only  did  the  latest  survey  of 
consumer  confidence  indicate  that  more  Americans 
believe  jobs  will  be  more  plentiful  in  the  coming  months, 
but  also  that  more  people  are  voluntarily  quitting  their 
previous  jobs  in  search  of  another.  This  so-called  quit  rate 
rose  to  12.3%  of  the  labor  force  in  May,  the  highest  level 
in  almost  four  years  (chart).  In  the  past,  Fed  Chairman 
Alan  Greenspan  has  looked  at  the  quit  rate  to  gauge  how 
confident  consumers  feel  about  job  prospects. 

THE  DEGREE  TO  WHICH  labor  markets  are  tightening 
will  likely  be  the  most  crucial  factor  in  future  interest-rate 
decisions  by  the  Fed,  because  of  what  tight  job  markets 
imply  for  future  inflation.  And  recent  reports  suggest 
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there  is  a  bit  more  inflation  potential  in  the  labor  market 
than  earlier  data  had  suggested. 

The  Labor  Dept.  made  sharply  higher  revisions  to  its 
measure  of  hourly  labor  compensation  in  the  fourth 
quarter  of  last  year  and  in  the  first  quarter  of  this  year. 
Originally,  wages,  salaries,  and  benefits  were  reported  to 
have  grown  at  annual  rates  of  3.8%  and  4.8%  for  the  two 
quarters,  respectively.  Revised  data  now  show  growth 
rates  of  10.2%  and  6.3%.  To  be  sure,  some  of  those  gains 
appear  to  be  one-timers,  related  to  exercised  stock 
options  and  yearend  bonuses.  Those  factors  are  not  a 
permanent  part  of  the  wage  and  salary  structure,  which 
tends  to  minimize  their  significance  for  future  inflation. 

BUT  KEEP  TWO  THINGS  IN  MIND:  One,  the  wage  gains 
imply  that  household  demand  is  well  supported  by  in- 
come growth,  a  big  factor  that  helped  consumers  clear 
the  oil-price  hurdle  and  has  increased  their  ability  to  pay 
higher  prices  generally.  Two,  the  cost  of  producing  a  unit 
of  output,  or  unit  labor  costs,  is  picking  up. 

Indeed,  the  cost  squeeze  from  labor  is  made  even 
greater  by  the  slowdown  in  productivity.  In  the  past  year, 
productivity  in  the  nonfarm  business  sector  has  grown 
2.6%,  while  labor  compensation  is  up  7%.  That  resulted 
in  a  4.3%  yearly  increase  in  unit  labor  costs,  the  sharpest 
rise  in  4'/^  years.  Some  of  that  increase  reflects  the  outsize 
fourth-quarter  advance  in  pay,  but  it  is  nevertheless  far 
greater  than  the  2.5%  increase  in  prices  (chart). 

Excluding  the  finance  sector  and  nonincorporated 
businesses,  where  productivity  measures  may  be 


understated  because  of  measurement  difficulties,  the 
news  is  a  little  better.  Productivity  among  nonfinancial 
corporations  has  been  much  stronger,  a  trend  that 
probably  more  accurately  reflects  current  corporate 
experience.  Nevertheless,  unit  labor  costs  are  still  up  2% 
from  a  year  ago,  the  steepest  climb  in  3l/2  years.  Prices  in 

the  nonfinancial  sector, 


UNIT  LABOR  COSTS 
ARE  OUTPACING  PRICES 


PERCENT  CHANGE  FROM  A  YEAR  AGO 

NONFARM  BUSINESS 

IT  LABOR  COSTS 


however,  are  up  2.1%,  tht| 
fastest  clip  in  10  years. 
In  a  strong  economy, 
with  tight  labor  markets. | 
this  leaves  businesses 
with  two  options:  lift 
prices  to  compensate,  or  I 
watch  profit  margins  get  | 
squeezed.  In  the  late 
1990s,  as  unit  costs 
picked  up,  the  lack  of 
pricing  power  caused 
margins  to  suffer.  But 
now,  with  signs  that  businesses  are  more  successful  in 
passing  along  rising  costs  through  higher  prices,  the 
inflation  threat  is  a  little  bigger. 

That's  especially  true  because,  although  job  gains  in 
this  recovery  have  paled  in  comparison  to  past  recoveriesj 
that  slower  pace  has  not  prevented  the  jobless  rate  from 
falling  from  a  peak  of  6.3%  two  years  ago.  If  job  gains 
continue  to  average  180,000  per  month,  then  joblessness 
will  finish  the  year  well  below  5%.  That/ s  a  zone  that  will  | 
generate  a  further  upward  tilt  to  pay  gains.  ■ 
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AUSTRALIA 


Slower  Growth  Will  Keep  Rates  on  Hold 


AS  EXPECTED,  the  Reserve  Bank  of 
Australia  kept  its  target  for  interest 
rates  unchanged  amid  signs  that  the 
economy  is  slowing  and  the  housing 
boom  is  running  out  of  steam. 

On  June  8,  the  RBA  decided  to  keep 
its  overnight  lending  rate  at  5.5%. 
Policymakers  had  lifted  the  rate  by  a 
quarter-point  in  March,  with  hints  of 
more  hikes  to  come.  But  now  that  the 
Australian  economy  shows  distinct 
signs  of  cooling  off, 
the  tightening  cycle 
may  be  on  hold  for 
the  winter  if  not  for 
the  entire  year. 

Real  gross 
domestic  product 
grew  by  o>nly  0.7%  in 
the  first  quarter  from 
the  fourth.  Real 
business  investment 
fell,  and  household 
spending  picked  up 
from  a  weak  fourth- 


AUSSIE  HOME  PRICES 
BEGIN  TO  COOL  DOWN 


PERCENT  CHANGE  FROM  A  YEAR  AGO 


Data:  Australian  Bureau  of  Statistics. 
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quarter  advance,  but  the  pace  was 
below  the  gains  posted  in  any  of  the 
previous  four  quarters.  Indeed, 
almost  all  of  the  economy's  growth 
came  from  a  buildup  in  inventories, 
which  was  probably  unintended. 

The  slowdown  is  likely  continuing 
into  the  second  quarter.  April  retail 
sales  fell  by  more  than  expected,  and 
in  May  manufacturers  reported  fewer 
orders,  the  service  sector  contracted, 
and  business 
confidence  remained 
at  a  two-year  low. 
Plus,  the  slowdown  in 
China  is  curbing 
export  growth. 

Solid  wage  gains 
and  a  strong  labor 
market  mean  a  severe 
slump  in  demand  is 
unlikely,  but  the  first- 
quarter  start  puts  the 
economy  on  track  to 
grow  about  2.5%  this 


year,  from  3.25%  in  2004.  The  good 
news  is  that  the  cooling  off  should 
keep  inflation,  which  hit  a  yearly  pac 
of  2.4%  in  the  first  quarter,  within  th 
RBA's  target  range  of  2%  to  3%. 

One  area  where  worries  are  easing 
is  housing.  After  years  of  soaring, 
demand  and  prices  have  slowed 
significandy.  In  April,  building 
permits  were  down  15.3%  from  year 
ago  levels.  And  in  the  first  quarter,  th 
average  home  price  in  Australia's 
eight  major  cities  was  up  just  0.4% 
from  a  year  ago,  vs.  a  17.9%  surge  in 
the  first  quarter  of  2004. 

However,  a  danger  to  the  outlook 
that  is  immune  to  policy  changes  is 
the  ongoing  drought.  Some  farm 
regions  have  tallied  the  lowest 
rainfalls  on  record.  Since  agriculture 
goods,  such  as  wheat,  beef,  and  win« 
are  major  contributors  to  gains  in 
Australia's  exports,  continued  lack  o 
rain  will  almost  surely  cut  into 
economic  growth  this  year.  ■ 
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Safeguard  your  reputation 
by  securing  your  data  with 
BT's  networked  IT  services 


«*«i,T 


oe^ 


e  digital  networked  economy,  it's  more  important  than  ever  to  keep  your  data  secure.  A  breach 
curity  can  impact  your  day-to-day  operations,  affect  customer  confidence  and  harm  your  reputation. 
rt,  three  out  of  four  companies  now  appreciate  the  importance  of  securing  critical  data!  And  with  the 
n  email  and  instant  messaging,  combined  with  regulatory  compliance  requirements  about  protecting 
storing  data,  many  companies  are  rethinking  their  information  management  policies. 
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networked  IT  services  offer  complete,  integrated  solutions  to  manage  your  applications  and 
"fnunications  securely,  ensuring  information  is  only  accessible  to  the  right  people,  at  the  right  time, 
's  why  60%  of  the  largest  Fortune  500  companies  rely  on  networked  IT  services  provided  by  BT.f 
scover  more  about  how  BT's  networked  IT  services  can  help  your  organization  thrive,  go  to 
>m/networkedlT  or  call  1-800-331-4568. 

esearch,  Jan  2005.  ^Figure  based  on  the  top  20  companies  in  the  Fortune  500  as  compiled  by  Fortune  magazine. 
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Boeing  thinks  its  new 
787  jet,  built  mostly  of 
plastic  composites,  could 
remold  the  airline  industry. 

BY  STANLEY  HOLMES 


INSIDE  BOEING  CO.'S  CAVERNOUS  devek 
ment  center  in  Seattle,  the  future  of  its  ccrrr 
mercial  jet  business  is  taking  shape.  That  ft.  ] 
ture  is  plastic— and  lots  of  it  At  center  stage 
the  tighdy  guarded  building  are  three  h 
fuselage  sections,  dubbed  barrels,  made  entin 
ly  of  composites  known   as  carbon  fibei  ■ 
reinforced  plastic.  Engineers  swarm  over  the  strut 
tures,  looking  for  imperfections  that  could  weaken  th  i 
wafer-thin  yet  granite-tough  material.  Over  in  on 
corner,  mechanics  are  sculpting  the  world's  bigge* 
composite  aircraft  wing. 

Nothing  on  this  scale  has  ever  been  attempted  wn1| 
composites,  which  are  used  in  everything  from  got! 
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lb  shafts  and  tennis  rackets  to  giant  underground 
>rage  tanks.  But  even  the  latter  can't  measure  up  to 
lat  Boeing  is  creating— namely,  the  entire  airframe 
its  upcoming  787  Dreamliner  jet. 
Boeing  knows  this  is  a  gutsy,  bet-the-company 
yve.  But  after  falling  behind  archrival  Airbus  in 
es  over  the  last  four  years,  executives  felt  they  had 
come  up  with  game- changing  technology  that 
mid  captivate  financially  strapped  airlines. 
So  far  the  strategy  looks  like  a  winner.  Boeing  is 
ading  into  the  Paris  Air  Show  in  June  with  266  or- 
rs  and  commitments  for  the  Dreamliner  from  21 
stomers.  That  makes  the  787  one  of  the  fastest-sell- 
commercial  jets  in  history.  And  the  plane  is  al- 


ready playing  a  key  role  in  a  remarkable  reversal  of 
fortune  between  Boeing  and  Airbus  (page  35). 

VALUE  ADDED 

THE  REASON  THE  787  is  selling  so  well  is  simple: 
Customers  get  tremendous  bang  for  their  bucks.  For 
$120  million— about  what  they  paid  for  the  compara- 
ble Boeing  767-300  back  in  the  1980s— airlines  get  an 
all-new  aircraft  that  flies  faster  than  the  competition 
and  costs  substantially  less  to  operate.  That's  com- 
pelling at  a  time  when  fuel  prices  are  high  and  airlines 
are  just  emerging  from  the  worst  industry  recession 
ever.  Combined  with  more  fuel-efficient  engines, 
composite  materials  are  "changing  the  paradigm  of 
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the  industry,  which  was 
based  on  aluminum,"  says 
James  C.  Seferis,  a  materials 
professor  at  the  University 
of  Washington  who  has 
consulted  for  Boeing. 

One  big  plus:  Jets  made 
of  composites  require  far 
fewer  parts,  so  there's  less 
to  bolt  together.  And  since 
these  plastics  weigh  less 
than  aluminum,  the  planes 
should  burn  less  fuel.  Boe- 
ing says  the  Dreamliner 
will  also  improve  passenger 
comfort.  Why?  The  superi- 
or strength  of  the  compos- 
ite fuselage  will  allow  the 
passenger  cabin  to  with- 
stand higher  pressuriza- 
tion— equal  to  the  air  pres- 
sure at  an  altitude  of  6,000 
feet  instead  of  the  usual 
8,000  feet.  So  it's  easier  to 
control  cabin  temperature, 
humidity,  and  ventilation. 

As  sales  take  off,  Boeing 
must  deliver  on  its  promis- 
es. The  big  question  is,  can 
it  mass-produce  the  com- 
posite fuselage  and  wing  at 
a  high  rate  and  at  targeted 
costs?  In  the  six  months 
since  trial  production  be-     ^^^^^^^ 
gan,  there  have  been  some 
sour  notes,  including  a  machining  prob- 
lem on  the  first  barrel  that  put  the  pro- 
gram about  a  month  behind  schedule. 

BAKED  LAYERS 

BOEING  OFFICIALS  SAY  they  have  made 
up  for  the  lost  time  and  insist  that  things 
are  under  control.  "Can  we  build  the  787 
at  production  volumes?"  says  Michael  B. 
Bair,  vice-president  of  the  787  program. 
"That  has  always  been  the  challenge,  but 
we're  confident." 

Traditionally,  making  large  composite 
structures  has  been  a  slow,  manual 
process,  and  the  quality  of  finished  parts 
depended  on  the  craftsmanship  of  experi- 
enced workers.  Much  of  that  must  be  au- 
tomated for  the  787.  That  initially  left 
some  of  Boeing's  global  manufacturing 
partners  and  suppliers  worrying  about 
how  to  maintain  quality,  meet  weight  tar- 
gets, and  stay  within  original  budget  esti- 
mates of  $6  billion  to  $8  billion.  David 
Polland,  Boeing's  composites  guru  and 
lead  engineer  for  the  787,  concedes  the 
design  is  still  overweight  but  says  that's 
typical  for  new  aircraft  at  this  stage  of  de- 
velopment. Meanwhile,  he  adds,  the  787 
team  is  making  solid  progress  in  develop- 


Boeing's  Advantage 


FUEL  EFFICIENCY  The  223 

seat  Dreamliner  is  20%  more  fuel- 
efficient  than  Boeing's  767  or  Airbus' 
250-seat  A330,  partly  because 
composites  are  lighter  than  aluminum. 

MAINTENANCE  Boeing  says 

the  strength  of  composites  means  a 
30%  reduction  in  maintenance  costs 
compared  with  aluminum  planes. 

MANUFACTURING  in 

today's  jets,  each  fuselage  segment 
requires  1,500  sheets  of  metal, 
fastened  with  nearly  50,000  rivets. 


The  $120  million 
Dreamliner  is  an 
all-new  jet  that 
costs  less  to  run 
than  competing 
planes.  Here's 
how  composite 

4^  materials 

^T  change  the  cost- 
benefit  equation 

Data: 


With  composites,  the  number  of 
fasteners  drops  by  80%,  for  faster, 
cheaper  assembly. 

INSPECTIONS  After  six  years 
in  service,  aluminum  planes  require 
costly  corrosion  inspections.  The 
Dreamliner  might  fly  12  years  before 
the  first  such  test. 

PASSENGER  COMFORT 

The  passenger  cabin  can  withstand 
higher  pressurization,  allowing  for 
closer-to-normal  atmosphere  for  a 
more  comfortable  flight. 


ing  efficient  manufacturing  methods. 

Making  carbon-fiber  parts  might  be 
described  as  a  massive  wallpapering  op- 
eration—with the  paper  really  being  wide 
tape,  loosely  woven  from  superstrong  car- 
bon fibers,  then  soaked  in  a  honey-thick 
mixture  of  polymers.  The  gooey  tapes  are 
plastered  on  the  inside  of  molds  or 
wrapped  around  shells  called  mandrels, 
and  then  baked.  The  heat  triggers  a 
chemical  reaction  that  turns  the  polymers 
into  a  hard,  incredibly  sturdy  structure. 

The  first  bake-off  of  plastic  barrels 
came  last  Thanksgiving,  when  the 
Dreamliner  team  produced  the  world's 
first  one-piece  fuselage  section.  It  was  22 
feet  long  and  19  feet  in  diameter  and 
could  be  attached  to  other  sections  with 
almost  no  rivets.  Now,  Dreamliner  engi- 
neers are  discovering  that  their  compos- 
ites are  even  tougher  than  they  initially 
imagined.  So  Boeing  is  able  to  guarantee 
customers  that  maintenance  costs  will  be 
30%  lower  than  for  aluminum  planes. 

The  biggest  savings  will  come  on  in- 
spections. Because  composite  materials 
are  more  durable  than  aluminum,  govern- 
ment regulators  may  call  for  fewer  inspec- 
tions. After  just  six  years  in  service,  a  nor- 


mal   plane    undergoes 
meticulous  and  costly  diet  t 
for  corrosion.  The  compel  WbA 
ite  787,  in  contrast,  may  dp*' 
main  in  sendee  for  12  yeal  p4 
before   its   first   structur;  s  • 
test.  By  staying  out  of  dj  pnt 
shed,  the  Dreamliner  ca  fc-  - 
make  up  to  113  addition:  c- 
fMghts.  "The  corrosion  an  nC 
fatigue  benefits  are  going  1  kof 
be  astounding,"  says  Bai  n 
"It's  probably  a  bigger  stoi  sr: 
than  the  fuel  [savings],''  h  jrr>; 
adds,  referring  to  the  20' 
drop  in  fuel  costs  the  78  DCVN 
can  deliver  compared  wn  I  THE 
other  planes.  '  ps 

While  composites  ai  denial 
used  extensively  in  militai  d  ; 
and  some  small  businej  fcr  t 
jets,  their  incorporation  in<  re. 
large  commercial  plane  \ 
has  been  slower.  Boeind  Kran 
777  is  only  11%  plasties  h : 
mostly  in  the  tail  sectiajpiisi 
But  composites  will  maimer  ii 
up  100%  of  the  787s  ski  iple 
and  50%  of  all  the  material  sore  s 
in  the  plane.  "We  have  a]  led  la 
ways  wanted  to  design  i  od 
composites,"  said  Alan  I  fe 
Mulally,  Boeing's  CEO  fiber  a; 
commercial  airplanes  ai 
champion  of  the  787,  at  U>:\ 
May  17  investors'  meeting.  But  only  n  fag  i 
cently,  he  added,  have  material  costs  bj  pea 
come  competitive  with  aluminum.  :.; 

Before  Mulally  could  get  his  wish,  ai  m-b 
other  issue  had  to  be  solved.  Execs  fretM  led  po 
about  ramp  crashes— service  vehicM  iand 
bumping  into  parked  planes.  Since  carboD  »n . 
based  composites  are  normally  very  rigl  mfe 
a  hard  hit  from,  say,  a  food-service  true  fc  : 
could  crack  the  plane's  skin,  not  merell: ro- 
dent it.  Even  cracks  too  small  to  see  couJLl.  Wl 
then  spread  under  the  stresses  of  higlfc  ~: 
speed  flight  and  the  dramatic  changes  i 
outside  air  pressure  and  temperature  as^  a 
jet  climbs  to  around  30,000  feet. 
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To  prevent  that,  Toray  Industries 
c,  the  Japanese  supplier  of  Boeing's 
rbon-fiber  tape,  impregnates  the 
>ers  with  a  proprietary  mixture:  The 
oxy  that  provides  strength  and  hard- 
ss  is  surrounded  by  a  polymer  with  a 
fferent  density.  This  combination 
akes  the  surface  less  prone  to  impact 
image— and  if  damage  does  occur,  it 
events  cracks  from  spreading.  Be- 
use  of  this  breakthrough,  "I  will  be 
eping  soundly  whenever  I  take  off  on 
omposite  airplane,"  says  Washington 
liversity  professor  Seferis. 
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DEVILING  DETAILS 

THE  MANUFACTURING  side,  the 
nefits  of  plastic  fuselage  sections  are 
deniable.  One  metal  barrel  requires 
me  1,500  sheets  of  aluminum  held  to- 
ther  by  nearly  50,000  rivets.  With 
istics,  the  number  of  fasteners  drops 
80%.  "The  magic  in  cost  reduction  is 
ver  and  simpler  parts,"  Bair  says. 
The  main  challenge,  on  the  other 
nd,  is  the  sheer  size  of  the  19-foot-di- 
teter  fuselage  sections.  These  require 
iltiple  layers  of  carbon-fiber  tape  to 
sure  structural  integrity.  But  each 
ded  layer  of  tape  increases  the  likeli- 
od  of  variations  or  flaws,  says 
chael  W  Hyer,  an  engineering  pro- 
sor  and  composites  expert  at  Virginia 
lytechnic  Institute  &  State  University. 
Last  November,  as  the  first  barrel  was 
king  in  the  autoclave  oven,  waiting 
gineers  were  clearly  nervous.  Sure 
ough,  on  close  inspection,  there  were 
ws— bubbles  on  the  skin.  This  so- 
led porosity  could  weaken  the  mate- 
1  and  eventually  cause  cracks  by  al- 
ving  water  to  seep  under  the  surface, 
;n  freeze  up  and  expand  at  high  alti- 
ies.  But  nobody  expected  perfection 

the  first  attempt,  says  Boeing's  Pol- 
id.  When  barrel  No.  3  was  pulled 
m  the  oven,  it  had  fewer  defects. 
And  the  wings?  Bair  says  the  pro- 
mt is  moving  ahead  smoothly.  He  ex- 
cts  to  lock  up  the  Dreamliner's  com- 
:te  configuration  later  this  year— a  key 
lestone  that  means  engineers  can  be- 
working  on  final  designs  of  parts 
d  production  tools. 
Once     the     Dreamliner's    barrels, 

gs,  and  other  parts  are  ready,  Boeing 
pes  to  assemble  each  787  in  just  three 
ys,  down  from  11  days  for  the  737.  "It 

es  time  to  choreograph  the  dance 

t  happens  in  final  assembly,"  says 
ir.  If  three  days  proves  to  be  a  tad  am- 
ious,  he  adds,  "we'd  be  happy  to  get 
four."  Welcome  to  a  bold  new  era  for 
itmercial  aviation.  ■ 


AEROSPACE 


WHY  AIRBUS 

IS  LOSING  ALTITUDE 

Its  latest  woes:  Production  delays  on  the 
A380  and  not  one  big  order  for  the  A350 


AS  AIRBUS  SLOWLY  BUT 
steadily  overtook  Boe- 
ing Co.  as  the  No.  1 
global  aircraft  maker  in 
the  past  decade,  the  bi- 
ennial Paris  Air  Show 
became  the  showcase 
for  the  European  planemaker's  tri- 
umphs. At  this  year's  event,  which  opens 
on  June  13,  the  public  will  get  its  first 
close  look  at  the  A380  megaplane.  Air- 
bus officials  also  hinted  at  a  sheaf  of  or- 
ders for  the  new  midsize  A350. 

The  show  will  also  highlight  a  grow- 
ing list  of  woes  at  the  company,  based  in 
Toulouse,  France.  On  June  1,  Airbus  con- 
firmed that  the  first  deliveries  of  the 
A380  will  be  delayed  up  to  six  months, 
from  mid-2006  until  early  2007,  due  to 
unspecified  production  difficulties.  Then 
Emirates  airlines,  which  was  expected  to 
announce  a  big  order  for  the  A350  at  the 
show,  said  it  was  not  ready  to  make  a  de- 
cision. Airbus  sales  chief  John  J.  Leahy, 
who  said  earlier  that  he  might  announce 
more  than  100  orders 
for  the  A350  in  Paris, 
now  says  big  orders 
could  come  "a  week  or 
two  after." 

The  last  few  months 
have  been  rough  for  Air- 
bus. Boeing,  after  trailing 
on  orders  for  the  past 
four  years,  has  racked  up 
255  new  orders  for  the 
year  as  of  May  31,  com- 
pared with  only  196  for 
Airbus.  More  worri- 
some: Boeing's  new  787, 
which  boasts  better  fuel 
efficiency  from  its  light- 
weight composite  mate- 
rials and  next-genera- 
tion engine  design,  is  a 
hit.  Boeing  has  orders 


UNCERTAINTY 

Humbert  (left) 
is  expected  to 
succeed  ex- 
CEO  Forgeard 
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PRODUCTION  DELAYS  on 

the  A380  megaplane  will  cost 
millions  in  penalties 
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over  aircraft  subsidies  could 
snarl  European  loans  for 
production  of  the  A350 
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and  commitments  for 
266  of  the  jets,  while 
Airbus  has  yet  to  an- 
nounce a  major  deal 
for  the  rival  A350.  ^^^ 
Meanwhile,  the 

A380's  order  book  has  been  stuck  at  154 
since  last  year. 

Airbus  and  parent  European  Aeronau- 
tic Defence  &  Space  Co.  are  reporting 
strong  earnings.  But  delivery  delays  for 
the  A380  mean  Airbus  will  have  to  pay 
penalties.  If  the  company  begins  deliver- 
ing the  first  A380s  in 
2007,  as  Airbus  now  pre- 
dicts, the  delays  could 
cost  it  from  $150  million 
to  $200  million,  says 
Ben  Fidler,  a  London- 
based  analyst  for 
Deutsche  Bank. 

Airbus  has  also  had 
some  bad  luck.  Leahy, 
the  supersalesman  who 
led  Airbus  to  market 
dominance,  was  side- 
lined by  illness  this 
spring  just  as  Airbus  was 
hoping  to  score  A350  or- 
ders from  Air  Canada 
and  Northwest  Airlines 
Corp.  In  his  absence, 
Boeing  not  only  lured 
those   customers   away 
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with  its  787  but  also  racked  up  a  $7  bil- 
lion order  from  Air  India  for  50  long- 
range  jets. 

A  savvy  CEO  might  have  jumped  in 
and  snagged  the  sales.  But  Airbus  does- 
n't have  one.  In  December  its  longtime 
boss,  Noel  Forgeard,  was  named  co- 
CEO  of  EADS,  touching  off  a  Franco- 
German  struggle  over  his  replacement. 
The  dispute  still  hadn't  been  resolved  as 
BusinessWeek  went  to  press,  though  Air- 
bus COO  Gustav  Humbert  is  widely  ex- 
pected to  prevail.  While  Humbert  is  a 
respected  manager,  some  fear  Forgeard 
will  continue  to  dominate  Airbus. 

THE  PERSONAL TOUCH? 

THE  UNCERTAINTY  has  put  Airbus  at  a 
disadvantage  because  customers  often 
expect  top  brass  to  seal  deals  personally. 
"With  no  CEO  and  no  John  Leahy,  there 
was  nobody  to  fight  at  the  same  weight 
as  Boeing,"  says  Doug  McVitie,  a  Scot- 
tish aerospace  consultant  and  former 
Airbus  exec.  Leahy  also  faces  a  tough  ri- 
val in  Scott  E.  Carson,  a  Boeing  veteran 
who  was  brought  in  to  juice  up  Boeing's 
sales  operation.  Carson  has  been  given 
discretion  to  offer  big  discounts,  and 
he's  shedding  Boeing's  reputation  as 
unresponsive  to  customers. 

To  resume  its  upward  trajectory,  Air- 
bus needs  orders  for  the  A350.  While  it 
has  a  backlog  of  1,535  for  other  planes, 
vs.  1,225  for  Boeing,  the  787  could  open 
a  wide  sales  lead  for  Boeing  that  would 
hit  Airbus'  bottom  line  starting  in  '08. 

Uncertainty  over  the  A350's  design 
and  financing  has  also  hampered  Air- 
bus. As  recently  as  last  fall,  the  plane 
was  promoted  as  a  modest  revamp  of 
the  existing  A330.  But  as  airlines  grew 
intrigued  with  the  all-new  787,  Airbus 
said  it  would  develop  a  more  ambitious 
plane  costing  up  to  $5.5  billion.  "By  not 
having  the  right  airplane  soon  enough, 
we  lost  some  orders,"  concedes  Leahy. 

What's  more,  the  A350's  new,  higher 
price  has  led  Airbus  to  apply  for  low-in- 
terest loans  from  European  govern- 
ments, spurring  the  U.S.  to  complain  to 
the  World  Trade  Organization  that  such 
loans  are  unfair  subsidies.  European  of- 
ficials now  suggest  that  they  might  cur- 
tail or  eliminate  such  loans  if  Boeing 
forgoes  some  concessions  it  receives 
from  >-eign  governments.  With  so 
mam  -ertainties,  the  most  interest- 
ing spec;  ?le  at  this  year's  Paris  Air 
Show  nay  not  be  gyrations  of  planes 
over  Le  Bourget  but  the  maneuverings 
of  Airbus  and  Boeing  on  the  ground.  ■ 
-By  Carol  Matlack  in  Paris, 
mley  Holmes  in  Seattle 
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LEARNING  TO  LOVE 
LOW  INTEREST  RATES 

No  matter  how  meager  the  yields,  bond 
buyers  are  insatiable.  But  why? 
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ACK  IN  FEBRUARY, 
when  he  first  addressed 
the  issue  of  stubbornly 
low  bond  yields,  Federal 
Reserve  Chairman  Alan 
Greenspan  called  it  a 
"conundrum."  The  mys- 
tery revolved  around  a  simple  question: 
Why  were  long-term  interest  rates 
falling  even  as  the  central  bank  was  jack- 
ing up  short-term  rates?  Back  then, 
Greenspan  ventured  that  the  anomaly 
could  be  a  temporary  aberration  and  that 
in  no  time,  bond  yields  might  start  acting 
in  more  traditional  ways. 

More  than  three  months— and  two 
more  rate  hikes— later,  bond  yields  have 
once  again  been  falling,  surprising  not 
only  Greenspan  but  many  market  pros  as 
well.  Indeed,  in  early  June, 
yields  on  10-year  Treasury 
securities  fell  sharply,  to 
below     4%.      Greenspan 
doesn't  think  the  falling 
yields  are  a  sign  of  slower 
growth  ahead,  as  many  in 
the   market   believe.    But    (jQ  gCt  tO  the 
even   with   the   economy 
powering  ahead,  he  seems    mOnetHTy 
increasingly  convinced  low 
bond  yields  may  be  an  en- 
during phenomenon,  driv- 


The  Fed 
may  need 
fewer  hikes 


sweet  spot 


en  by  a  complex  of  international  force  • 
the  Fed  has  yet  to  fully  understand. 

That  shift  has  some  at  the  Fed  enter  " 
taining  hitherto  heretical  thought* tt 
Maybe,  they  posit,  ultralow  interest  rate  K 
aren't  inflationary  in  a  global  econom 
awash  with  savings  and  dominated  b(  *i) 
cutthroat  competition  from  China,  Indii  f"G 
and  other  developing  nations.  After  al :Si 
it's  bond-market  investors  who  have  tra 
ditionally  been  most  sensitive  to  an  i: 
whiff  of  inflation.  If  they're  willing  to  ad  J  H 
cept  low  yields,  that  suggests  the  Ui 
and  the  global  economy  may  be  far  mor  H 
inflation-resistant  than  once  thought. 

The  notion  has  big  implications  fo 

U.S.  monetary  policy  as  well.  Ever  sine 

they  began  tightening  credit  in  June  c 

last  year,   Fed   money   mavens   hav 

sought  to  raise  short-terr 

rates  gradually,  to  a  so 


called    equilibrium    lev*  lr< 
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that  perfectly  calibrates  th 
economy— neither     spin 
ring  inflation  nor  damper 
ing  growth.  The  bond  mai  ?' 
kefs  behavior  suggests  th  eJ 
equilibrium  rate  may  bl 
much  lower  than   in  th l*i 
past,   some   Fed   official  *  m 
speculate.  If  that's  the  caa  p« 
then  the  central  bank  coul  <*- 


M 


RIDDLE  The  world  may  be 
more  inflation-resistant 
than  Greenspan  thought 
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Hearing  the  end  of  its  credit-tightening 
inpaign.  In  fact,  the  Fed  might  only 
d  to  raise  rates  a  few  more  times— 
rting  with  another  quarter-percentage 
nt  hike  at  its  meeting  on  June  29-30— 
"ore  reaching  the  monetary  sweet  spot, 
lower  level  of  rates  than  before  may  be 
isistent  with  the  Fed  achieving  price 
ility,"  says  Citigroup  economist 
jert  V.  DiClemente. 
To  be  sure,  not  everyone  at  the  Fed  is 
ivinced  of  that  case.  Many  of  the 
lie's  regional  presidents  seem  more 
icerned  than  their  Washington 
thren  that  the  low  level  of  long-term 
rest  rates  could  be  building  up  infla- 
nary  pressures  for  a  future  explosion, 
d  Greenspan  has  been  wary  of  com- 
rting  one  way  or  the  other  to  the  new 
ve  thinking.  He  told  the  Economic 
,ib  of  New  York  on  May  20  that  the 
ulibrium  rate  was  an  "amorphous, 
nplex"  concept.  "We'll  know  it  when 
see  it,"  he  said  cryptically, 
[n  some  ways,  the  debate  is  reminis- 
it  of  one  that  took  place  at  the  Fed 
nit  10  years  ago.  At  that  time, 
jenspan  &  Co.  were  trying  to  divine 
ether  dormant  productivity  growth 
s  finally  picking  up  in  the  U.S.  and 
ether  that  meant  the  economy  could 
>w  faster  than  before  without  spurring 
ation.  Although  the  data  was  far  from 
lclusive  at  the  time,  in  the  end  Fed  of- 
als  decided  the  economy  could  grow 
hout  sparking  inflation  and  kept  inter- 
rates  low,  allowing  the  New  Economy 
)lossom. 

SJow,  it's  a  multifaceted  set  of  global 
)ital  and  trade  flows  that  the  Fed  is  try- 
to  decipher.  Part  of  the  puzzle  is  that 
U.S.  isn't  the  only  place  where  bond 
Ids  are  low;  they're  down  throughout 
ch  of  the  world.  Indeed,  in  many  coun- 
ts, including  Germany  and  Japan, 
y^e  even  lower  than  in  the  U.S.  In  part, 
course,  that  reflects  the  tepid  outlook 
growth  in  many  foreign  economies 


compared  with  the  U.S.  But  everyone  at 
the  Fed  seems  to  agree  that  something 
else  is  at  work  as  well. 

In  struggling  to  figure  out  what's  going 
on,  Greenspan  has  focused  on  the  in- 
creased integration  of  global  financial 
markets  and  the  stepped-up  flow  of  capi- 
tal worldwide.  That  has  meant  more  of 
the  world's  savings  can  be  invested 
across  borders  rather  than  being  locked 
up  in  individual  countries,  as  was  the  case 


IS  ANYBODY  LISTENING? 


The  Fed  has  raised  short-term  rates 
200  basis  points,  but  long-term 
yields  have  fallen 
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with  the  former  Soviet  Union.  As 
Greenspan  tells  it,  investors'  "home 
bias"— their  proclivity  to  keep  their  mon- 
ey in  their  own  countries— is  diminish- 
ing, making  a  bigger  pool  of  savings 
available  internationally  for  investment  in 
more  profitable  and  productive  ventures. 

SAVINGS  GLUT 

SOME  OF  GREENSPAN'S  colleagues  at 
the  Fed's  board,  including  Vice-Chair- 
man  Roger  W  Ferguson  Jr.  and  outgoing 
Governor  Ben  S.  Bernanke,  have  gone 
further.  They  argue  that  the  world  is 
awash  with  savings  because  of  slumping 
demand  for  capital  in  the  slow-growing 
economies  of  Europe  and  Japan  and  a 
buildup  of  currency  reserves  by  China 
and  other  emerging  Asian  nations.  More- 


over, that  global  glut  of 
savings  is  pushing  down 
rates  around  the  world. 

At  the  same  time,  fun- 
damental shifts  in  the 
global  economy  are  ex- 
erting downward  pres- 
sure on  inflation  world- 
wide. The  breakup  of  the 
Soviet  Union  and  the  en- 
try of  China  and  India 
into  the  global  trading 
system  has  led  to  a  huge  infusion  of 
cheap  goods,  services,  and  labor  into  the 
world  economy. 

Yet  from  Greenspan's  perspective, 
these  shifts  don't  explain  the  decline  in 
bond  yields  because  they  have  been  go- 
ing on  for  a  decade.  He's  also  skeptical  of 
some  of  the  other  arguments  put  for- 
ward to  explain  the  puzzling  fall  in  long- 
term  rates.  Yes,  the  markets  could  be  sig- 
naling that  economic  weakness  lies 
ahead— the  traditional  reason  for  a 
sharp  drop  in  rates.  But  in  addressing  an 
international  bankers'  meeting  in  Bei- 
jing via  satellite  on  June  6,  Greenspan 
pointed  out  that  yields  have  fallen  over 
the  past  year  despite  periodic  signs  of 
buoyancy  in  the  global  economy.  Be- 
sides, the  Fed  is  convinced  that  the  U.S. 
economy  remains  on  a  path  of  solid 
growth  and  that  recent  weakness  in 
manufacturing  will  prove  temporary. 

Some  economists  have  argued  that 
stepped-up  buying  of  longer-term  Trea- 
suries and  similar  foreign  securities  by 
pension  funds  may  have  helped  push 
down  yields.  Under  pressure  from  regula- 
tors to  shore  up  their  finances,  pension 
funds  in  the  U.S.  and  Europe  are  putting 
more  of  their  money  into  bonds.  But 
Greenspan  thinks  that  buying  isn't  large 
enough  to  account  for  the  drop  in  yields. 
In  seeking  to  explain  the  low  yields, 
other  analysts  have  seized  on  the  in- 
creased purchases  of  Treasuries  by  China, 
Japan,  and  other  central  banks  seeking  to 
recycle  the  stash  of  dollars  they've  bought 
in  foreign-exchange  interventions.  But, 
Greenspan  noted,  that  would  not  explain 
why  long-term  rates  are  down  through- 
out the  world,  not  just  in  the  U.S. 

In  the  end,  the  fall  in  bond  yields  re- 
mains a  puzzle  to  the  Fed  chief.  But  it's 
gone  on  long  enough  to  prod  some  at  the 
central  bank  toward  believing  that  the 
U.S.  and  world  economies  may  have  en- 
tered a  new  era  of  low  interest  rates.  II 
-By  Rich  Miller  in  Washington 
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TOUGHER  DAYS, 
BOLDER  APPLE 

The  big  switch  to  Intel  chips 
comes  just  as  a  sales  streak  is  cooling 


OVER  THE  PAST  FEW 
years,  hosannas  have 
been  deservedly  heaped 
on  Apple  Computer  Inc. 
CEO  Steven  P.  Jobs  for 
crafting  a  new  Golden 
Age  at  the  Cupertino 
(Calif.)  company.  A  string  of  fresh  prod- 
ucts, particularly  the  iconic  iPod,  have  put 
Apple  back  on  the  map  and  generated 
stellar  returns.  Since  the  first  iPod  was  in- 
troduced, in  late  2001,  Apple  has  grown 
148%,  from  $5.7  billion  in  revenues  to  a 
projected  $13.4  billion  in  the  fiscal  year 
ending  Sept.  30.  All  that  has  sent  Apple's 
shares  up  305%  over  the  same  period. 

Now  life  is  about  to  get  a  whole  lot 
more  complicated  for  Jobs  &  Co.  For 
starters,  Apple  has  decided  to  move  from 
the  PowerPC  chips  made  by  IBM  and 
Freescale  Semiconductor  Inc.  that  have 
powered  its  computers  for  a  decade  to  the 
Intel  Corp.  microprocessors  found  in 
most  other  PCs.  That  transition  alone,  an- 
nounced in  San  Fran- 
cisco on  June  6, 
presents  a  massive 
challenge— and  if  s  not 
the  only  one.  The  shift 
comes  just  as  sales 
growth  for  both  Macs 
and  iPods  is  poised  to 
slow,  raising  pressure 
for  Apple  to  come  up 
with  its  next  consumer 
hit.  "You  can't  argue 
with  Apple's  ability  to 
execute,"^  says  Gold- 
man, Sachs  &  Co.  ana- 
lyst David  Bailey.  "'But 
there  are  a  lot  of  mov- 
ing pieces.  That  intro- 
duces risk.'' 

Apple  can't  sustain 
trie  blistering  pace  of 
recent  years,  say  ana- 
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JOBS  Apple's 
first  Maclntel 
machines  will 
appear  next 
summer 


Falling  Back 
To  Earth 

Apple's  momentum  in  two 
key  markets  is  falling 
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lysts.  While  Citigroup  Smith 
Barney  expects  Apple  to  rack 
up  sales  growth  of  63%  this 
year,  growth  will  fall  to  13% 
for  fiscal  2006.  The  biggest 
reason  is  the  iPod.  While  Apple  domi- 
nates digital  music  players,  with  a  76% 
share,  the  iPod  probably  won't  be  the  rev- 
enue machine  it  has  been.  Partly  that' s 
because  shoppers  increasingly  are  opting 
for  cheaper  models  such  as  the  $99  iPod 
shuffle.  But  the  market  is  simply  matur- 
ing as  well.  Sales  growth  is  expected  to  go 
from  234%  this  year  to  18%  in  fiscal 
2006— still  far  better  than  its  rivals,  but  a 
big  comedown. 

STRONG  SPURT 

THEN  THERE'S  THE  MAC.  Jobs  has  cho- 
sen to  launch  the  migration  to  Intel  as  the 
Mac  is  enjoying  its  best  growth  spurt  in 
years.  Mac  sales  are  expected  to  soar  26% 
this  year  thanks  to  the  combination  of  the 
iPod's  "halo  effect"  and  a  rebound  from  a 
weak  2004,  when  chip 
delays  depressed  sales. 
Next  year  will  be  less 
torrid.  While  Apple  may 
still  gain  some  share, 
analysts  are  betting  that 
Mac  sales  growth  will  be 
about  6%,  close  to  the 
overall  PC  market. 

And  that  doesn't  ac- 
count for  Mac  buyers 
who  will  sit  on  the  side- 
lines till  new  Intel-pow- 
ered models  appear 
next  summer.  Of  course, 
diehard  Macolytes  will 
keep  buying  in  the  inter- 
im. Mac  user  Silvano 
Colombano,  a  robotics 
scientist  at  NASA,  says: 
"If  I  needed  a  new  Mac, 
I'd  buy  one.  When  it 


comes  to  technology,  you  can  always 
and  get  something  better— but 
you'd  wait  forever."  Still  the  risk  remaii 
That's  why  Smith  Barney  on  June 
trimmed  its  revenue  estimates  for  fis 
2005  by  $200  million,  to  $13.6  billion 

The  move  to  Intel  holds  other  ch 
lenges,  too.  Until  now,  Apple  has 
nounced  products  on  Jobs's  timetabl 
when  they  met  his  stringent  demam 
With  Intel  defining  the  hardware  gu 
he'll  have  less  flexibility.  "Apple  faces  ti 
risk  of  becoming  [just]  another  pla; 
coming  out  with  new  products  at 
same  time  as  everyone  else,"  says 
rester  Research  Inc.  analyst  Simon  Yat 

Still,  hooking  up  with  Intel  is  worth 
risk.  So  long  as  Apple  is  growing,  so: 
developers  are  likely  to  adapt  their 
grams  to  run  on  the  "Maclntels."  And 
the  long  term,  Macs  with  Intel 
could  spark  growth.  For  starters,  it  co 
help  close  a  speed  gap  in  the  fast-gro 
laptop  market.  Currently,  Apple's  top 
the-hne  PowerBook  runs  at  just  1.67  gig 
hertz  per  second,  compared  with  2.21  gl 
Wintel  models.  That's  critical,  given  A 
pie's  reliance  on  laptop  sales— it  gets  43 
of  revenues  from  such  models,  vs.  29%  f 
the  industry  as  a  whole.  And  while  few  a 
alysts  expect  Apple  to  make  serious  i 
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roads  into  the  corporate  market,  over  t 
long  haul  it  could  eke  out  some  gains— t 
pecially  if  Apple  one  day  agrees  to  alk 
Windows  to  run  alongside  its  OS,  som 
thing  Jobs  says  it  has  no  plans  to  allow. 
What's  more,  Intel  could  provide  Apr, 
with  a  technology  tool  kit  to  create 
greater  variety  of  trailblazing  consum 
products.  One  possibility:  a  device  f 
playing  music  and  home  movies— like  t 
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MediaCenter  PCs  championed  by 
Microsoft  Corp.,  but  with  Apple's  trade- 
mark elegance  and  ease  of  use.  "We've 
got  some  things  we  want  to  do  in  the  next 
few  years  that  make  this  the  right  time  to 
[move  to  Intel],"  says  Jobs. 

Certainly,  Apple  will  need  to  take 
some  smaller  steps  in  the  near  term  to 
keep  the  momentum  going  while  it  waits 
for  the  new  line  of  Maclntels.  One  possi- 
bility is  a  higher-capacity  iPod  shuffle,  or 
one  with  a  screen.  And  most  analysts  ex- 
pect that  the  company  will  unveil  an  iPod 
capable  of  playing  video  in  the  coming 
months.  While  Jobs  has  long  scorned  the 
idea  that  people  would  want  to  watch 
movies  on  a  tiny  screen,  analysts  say  he 


™™X£  Whafsnext? 

prevent  rivals  such  as  Sony v  JYj^aVfoC  3. 
Corp.   and   Creative   Labs  "ri    A 

from  eating  into  Apple's  tlCW  \jl  00 
iPod  market  share.  Indeed, 
Apple  recently  began  sell- 
ing music  videos  on  its 
iTunes  music  store.  While 
Apple  doesn't  tell  even  its 
close  suppliers  exactly  what 
its  new  products  will  be, 
one  supplier  executive  says 
its  parts  orders  for  later  this  year  are 


shuffle— or 
aniPodthat 
plays  videos 


'fairly  robust— not  the  meteoric  rates  of 
[late],  but  pretty  aggressive." 

But  new  iterations  of  the  iPod  can  take 


the  company  only  so  far, ; 
if  s  hard  to  see  how  Apj 
can   avoid   slowing   do\ 
from    its    recent    red-hd 
streak.  The  company  is 
ready  preparing  investoil 
for    less    rarefied    gro\ 
During  last  quarter's  confe 
ence  call,  Chief  Financ 
Officer  Peter  Oppenheinu 
said  the  goal  was  to  grow  I 
least  15%  a  quarter.  Thatl 
fine  by  most  standards— bi 
clear  evidence  that  Apple's  Golden 


may  lose  some  of  its  sheen. 

-By  Peter  Burrows  in  San  Francisc 
with  bureau  repot 


INTERNET  TV 


Microsoft's  Lightspeed: 
Moving  in  Slo-Mo 


With  great  fanfare,  Microsoft 
Corp.  Chairman  William  H. 
Gates  III  premiered  SBC 
Communications  Inc.'s 
groundbreaking  television 
service,  dubbed  Project  Lightspeed,  at  the 
Consumer  Electronics  Show  in  January.  The 
service,  which  uses  Microsoft's  Internet 
protocol  television  (IPTV)  software,  dazzled 
onlookers,  showing  how  baseball  fans  could 
keep  tabs  on  three  games  in  tiny  windows  on 
their  TVs  while  watching  the  game  that 
mattered  most  to  thern. 

Just  five  months  later,  it  looks  like 
Microsoft's  IPTV  effort  is  moving  at  anything 
but  the  speed  of  light.  On  May  26  the  first 
customer  for  the  technology,  Bern-based 
Swisscom,  said  it  will  delay  the  launch  of  its 
service  from  the  end  of  this  year  to  2006. 
And  SBC,  which  plans  to  offer  its  service  this 
year,  says  it  will  make  the  deadline,  but  only 
in  one  market.  Microsoft  acknowledges  its 
efforts  aren't  moving  as  quickly  as  expected. 
"We're  probably  a  little  behind  where  we 
.thought  we'd  be,  probably  a  quarter,"  says 
Moshe  Lichtman,  the  vice-president  who 
runs  Microsoft  TV. 

Still,  ft  the  dates  slip  further,  Microsoft 
could  take  a  hit  to  its  already  threadbare 
credibility  in  this  arena;  for  nearly  a  decade, 
it  has  been  trying  to  bring  interactive  TV  to 
fruition.  More  delays  also  could  be  a  setback 
3C,  which  hopes  to  use  the  technology 
to  help  prevent  customer  defections  to 


cable.  They  could  also  become  a  factor  as 
players  like  BellSouth  weigh  the  decision  to 
roll  out  IPTV. 

Most  analysts  believe  Net-delivered 
programming  is  the  future  of  TV  since  it 
potentially  will  allow  providers  to  deliver 
many  more  channels  than  are  currently 
available.  Right  now,  cable  systems  shoot  all 
their  channels  to  a  set-top  box  at  the  same 
time,  but  the  boxes  can  only  handle  250 
channels  tops.  IPTV,  by  contrast,  sends  one 
program  at  a  time.  When  a  viewer  changes 
channels,  a  new  stream  of  content  shoots 
down  from  the  IPTV  operator's  computer 
servers.  That  allows  nearly  limitless 
programming  choices. 


Sounds  great,  but  IPTV  poses  some  big 
technical  challenges.  Indeed,  the  largest  of 
the  Bells,  Verizon,  anticipating  hiccups,  has 
opted  initially  to  roll  out  technology  that 
more  closely  resembles  conventional  cable 
systems.  "We  did  have  doubts  that  IPTV 
would  be  delivered  this  year,"  says  Verizon 
Communications  spokesman  Eric  W.  Rabe. 

Microsoft's  Lichtman  declined  to  discuss 
the  problems  the  company  is  experiencing. 
But  one  issue,  according  to  Swisscom,  is 
that  the  current  system  doesn't  let  users 
watch  one  program  while  recording  another. 
And  Goldman,  Sachs  &  Co.  analyst  Tim 
Boddy,  who  recently  visited  the  IPTV  lab  of 
key  Microsoft  partner  Alcatel,  says  the 
technology  still  doesn't  let  multi-TV 
households  watch  shows  on  more  than  one 
set.  Without  such  features,  IPTV  operators 
can't  roll  out  their  services. 

Other  technical  challenges  abound. 
Microsoft's  partners,  rivals,  and  analysts  say 
the  complex  chipsets  required  to  power  IPTV 
set-top  boxes  aren't  ready  either.  Daniel  M. 
Maloney,  who  runs  the  Motorola  unit  that 
makes  set-top  boxes,  says  it  has  taken  longer 
than  expected  for  its  partners  to  develop 
chips  that  handle  millions  of  viewers.  Similar 
problems  are  slowing  the  development  of  the 
compression  technology  that  squeezes  video 
into  copper  phone  wires. 

Despite  all  the  problems,  it's  unlikely  that 
SBC  and  other  telcos  will  walk  away  from 
Microsoft.  While  a  handful  of  companies, 
including  Siemens,  have  versions  of  IPTV  up 
and  running,  none  are  at  the  scale  that  SBC 
is  planning.  "We're  not  going  to  change 
horses  midstream,"  says  SBC  Chief 
Operating  Officer  Randall  L.  Stephenson. 
Still,  some  customers  wouldn't  mind  if 
Microsoft  picked  up  the  pace. 

-By  Jay  Greene  in  Seattle  and 

Roger  O.Crockett  in  Chicago,  with 

Spencer  E.  Ante  in  New  York 
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REGULATORS 


WHAT  TO  EXPECT 
FROM  CHRIS  COX 

His  SEC  could  be  a  less  aggressive  cop. 
But  business  won't  get  a  pushover 


IN  A  CONTENTIOUS  CLOSED- 
door  meeting  on  June  6,  Democrats 
and  Republicans  on  the  Securities 
&  Exchange  Commission  demon- 
strated again  why  the  agency  has 
become  so  fractured.  In  settling 
three  cases  against  companies  ac- 
cused of  violating  securities  laws,  GOP 
commissioners  Paul  S.  Atkins  and  Cynthia 
A.  Glassman  objected  to  plans  to  impose 
big  fines  directly  on  corporations.  In  the 
case  of  HealthSouth  Corp.,  accused  of  a 
$2.7  billion  accounting  fraud,  the  Repub- 
lican commissioners  were  outvoted  when 
SEC  Chairman  William  H.  Donaldson 
sided  with  two  Democratic  commission- 
ers in  backing  a  $100  million  fine.  But 
Atkins  and  Glassman  succeeded  in  scut- 
tling a  $30  million  penalty  that  Veritas 
Software  Corp.  had  agreed  to  pay  to  settle 
allegations  concerning  its  questionable 
accounting.  The  deal  was  rejected  on  a  2- 
2  vote  after  Donaldson  recused  himself. 

Atkins  and  Glassman  may  not  be  in  the 
minority  much  longer.  Securities  lawyers 
say  Representative  Christopher  Cox  (R- 
Calif.),  President  George  W.  Bush's  pick  to 
succeed  Donaldson,  is  likely  to  share  their 
skepticism  about  big  corporate  fines,  es- 
pecially in  instances  of  financial  fraud. 
The  GOP  commissioners  argue  that  such 


but  he's  unlikely  to  go  after  the  agenc 
much-strengthened  enforcement  effor 
Indeed,  he  struck  a  gunslinger  pose  whq 
Bush  announced  his  nomination  at 
White  House  on  June  2:  "The  rule  of  la 
that  the  SEC  enforces  has  given  Ameri'j 
the  most  dynamic  and  vibrant  capital  ma 
kets  in  the  world,"  he  said.  "The  natur| 
enemies  of  this  economic  marvel  are  frai 
and  unfair  dealing." 

TONAL  SHIFT 

STILL,  POLICING  MARKETS  is  mo 
complicated  than  a  showdown  at  the  O. 
Corral.  Every  enforcement  case  the  SI 
brings— or  doesn't  bring— turns  on  a  s 
ries  of  choices  about  policies  and  tai 
that  are  largely  invisible  to  the 
he.  And  lobbyists  and  securiti 
lawyers  expect  that  under  Cox 
tone  will  shift  as  staff  and  co: 
sion  decide  how  sweeping  prob: 
should  be,  what  kinds  of  charges 
pursue,  when  to  play  hardball  wil 
targets,  and  how  high  to  set  ci 
penalties.  Those  subtle  chang 
could  take  some  of  the  heat  off  b 
ness  and  Wall  Street.  "The 
lum  is  swinging  back,"  crows  U. 
Chamber  of  Commerce  Chair  Ma 
ra  W  Donahue. 
Yet  Cox  can't 


penalties  hurt  shareholders  who  already 
have  been  victimized  by  management' s 
misdeeds.  Insiders  say  Atkins  also  has 
questioned  the  scope  and  aggressiveness 
of  some  SEC  enforcement  probes— a 
skepticism  that  lawyers  say  Cox  may 
share.  For  Atkins  and  Glassman,  "this  is 
their  time,"  says  Donald  C.  Langevoort,  a 
Georgetown  University  law  professor. 

That  doesn't  mean  corporate  crooks  can 
rest  easy.  Cox  may  be  business-friendly, 


COX  In  Congress, 
he  pushed  to 
curb  investor 
lawsuits 


Focus 


How 
the  SEC 
under 
Chris  Cox 
may  handle 
enforcement: 


PENALTIES  The  agency  may  scale  back  megabuck  fines 
and  instead  aim  penalties  at  individual  executives  on 
corporations  committing  accounting  fraud. 


CASES  The  SEC  is  likely  to  pursue  clear-cut  violations,  rather 
than  behavior  that  falls  in  the  law's  gray  areas.     

SWEEPS  Business  could  get  some  relief  from  industrywide 
investigations  and  massive  demands  for  company  documents. 

LEANINGS  Execs  facing  charges  may  be  more  inclined  to  appeal 
to  the  commission  directly  than  to  settle  with  Enforcement  staff. 
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risk  letting 
agency  be  s 
as    going 
on  crime.  N 
York    Attorn 
General      Eli 
Spitzer  and  oi 
er  state  prosecutors  will  pounce  on 
wrongdoing  they  think  the  feds  are  r 
ing.  That's  why,  despite  business  gi 
about  the  Enforcement  Div.'s  heavy  h 
the  new  chairman  isn't  likely  to  repla 
Linda  Chatman  Thomsen,  Donaldson's  i 
cent  pick  to  lead  the  division's  LJJ 
lawyers  and  accountants.  Booting  Thor 
sen  could  hurt  SEC  morale  and  spark  : 
outcry  among  investors. 

Still,  Thomsen  is  likely  to  get  ne 
marching  orders.  The  GOP  cor 
missioners'  stance  on  corpora 
fines,  for  instance,  could  force  ti 
Enforcement  Div.  to  focus  mo 
on  punishing  executives  who  e 
gineer  corporate  frauds.  That  w  o- 
win  Glassman's  support:  "Inc 
vidual  deterrence  is  even  more  cr 
ical  than  corporate  deterrence  b 
cause  it's  really  individuals  whe 
reputations  and  lifestyles  are  ; 
fected  by  what  we  do,"  she  say; 
To  avoid  commission  figr 
over  fines,  staffers  have  recen 
tunneled    some   big    penalti 
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through  the  Justice  Dept.  Last  September, 
when  the  SEC  and  Justice  settled  fraud 
charges  against  Computer  Associates  In- 
ternational Inc.  and  three  former  top  CA 
executives,  Justice  deferred  prosecution 
against  the  company  in  return  for  $225 
million  in  restitution  to  injured  investors. 
But  Deputy  Attorney  General  James  B. 
Comey,  who  ran  Justice's  crackdown  on 
corporate  crimes,  has  resigned,  clouding 
the  prospects  for  more  such  deals. 

Cox's  track  record  in  Congress  suggests 
that  he  will  focus  on  cases  where  miscon- 
duct is  blatant  and  where  it  has  violated 
clear-cut  legal  standards.  In  the  early  '90s, 
disappointed  shareholders  often  sued 
companies  that  missed  earnings  targets. 
And  Cox  once  sponsored  legislation  re- 
quiring investors  to  prove  that  managers 
intended  to  deceive— a  high  hurdle. 

That  history  could 
mean  that  Cox  may 
steer  clear  of  some 
cases  Donaldson's 
SEC  pursued.  Man- 
agement behavior 
that  is  questionable 
but  not  clearly  illegal 
may  escape  harsh 
punishment,  as  would 
lapses  in  judgment. 
Last  December  the 
SEC  settled  charges 
with  Walt  Disney  Co. 
over  its  failure  to  dis- 
close fully  its  ties  with 
directors,  but  it  didn't 
charge  CEO  Michael  D.  Eisner.  Insiders 
say  Atkins  and  Glassman  opposed  holding 
Eisner  to  standards  they  believed  weren't 
in  force  at  the  time.  Cox  may  also  deem- 
phasize  suits  against  lawyers,  accountants, 
and  other  gatekeepers  who  simply  fall 
short  in  carrying  out  their  duties. 

For  many  businesses,  the  biggest  SEC 
irritant  has  been  Donaldson's  sweeping 
"risk-based"  probes  to  root  out  possible 
abuses  before  they  become  full-blown 
scandals.  Corporate  lawyers  fume  that 
these  industrywide  inquiries  are  often 
costly  and  unreasonable  fishing  expedi- 
tions. Cox  might  rein  in  some  probes, 
but  he's  unlikely  to  abandon  the  ap- 
proach entirely,  since  it  multiplies  the 
SEC's  resources  and  lessens  the  risk  of 
unforeseen  scandal. 

The  changes  could  give  accused  com- 
panies and  execs  more  leverage.  Instead 
of  rushing  to  settle  potential  charges,  tar- 
gets may  appeal  to  the  commission.  But 
business  shouldn't  be  complacent.  The 
worst  corporate  bandits  are  still  likely  to 
face  a  sheriff  who's  quick  on  the  draw.  ■ 
-By  Amy  Borrus  in  Washington 


THE  SEC 


THOMSEN  The 

Enforcement 
Div.  chief  may 
get  new  orders 


Options  Expensing 
Is  Here  to  Stay 


For  Washington's  high-tech 
lobbyists,  the  nomination  of 
Representative  Christopher  Cox 
(R-Calif.)  to  head  the  Securities 
&  Exchange  Commission  rings 
tike  the  telephone  linking  Death  Row  to  the 
governor's  office.  After  a  long  fight,  they're 
less  than  a  month  away  from  the  launch  of 
new  rules  that  will  force  Corporate 
America  to  start  deducting  the  cost  of 
stock  options  from  earnings— a  change 
that  could  lead  to  a  24%  drop  in  profits  for 
the  information  technology  sector, 
according  to  Bear,  Stearns  &  Co.  Cox  has 
recently  opposed  options  expensing— 
raising  Silicon  Valley's  hopes  for  a  stay  of 
execution,  if  not  an  outright  reprieve. 
Maybe,  muses  one  lobbyist,  Cox  will 
demand  a  new  study  of 
expensing's  economic 
impact.  "You  could  slow 
things  down  pretty  easily 
without  an  outright 
reversal,"  he  notes. 
Don't  count  on  it. 
Politically  and  practically, 
the  decade-long  battle 
over  proper  accounting 
treatment  for  options  is 
all  but  over.  Scandals— 
from  Enron  Corp.  to 
American  International 
Group  Inc.-have 

permanently  tainted  the  boost-the-stock- 
at-any-cost  mentality,  and  political 
meddling  with  options  expensing  could 
create  an  investor  firestorm. 

For  much  of  Corporate  America,  the 
debate  has  moved  on.  Accounting 
analysts  at  Bear  Stearns  count  more  than 
850  companies  that  have  already  begun 
subtracting  options  expenses.  Five  out  of 
every  six  analysts  who  are  members  of 
the  CFA  Institute  believe  options  should 
be  expensed.  "There  would  be 
considerable  discontent"  among  analysts 
and  investors  if  the  rule  change  stalls, 
says  Rebecca  T.  McEnally,  market  policy 
director  for  the  CFA  Institute. 

Even  in  the  epicenter  of  resistance, 
Silicon  Valley,  companies  are  acting  as  if 
expensing  options  is  inevitable.  In  the  last 
four  quavers,  78  technology  companies 


THE  STAT 


850+ 

U.S.  companies 
that  have  started 
expensing  stock 
options 


Data:  Bear.  Steams  &  Co 


have  vested  their  options  more  quickly  to 
get  them  on  the  books  before  the 
expensing  rule  bites,  says  Jack  T.  Ciesielski, 
publisher  of  the  newsletter  Analyst's 
Accounting  Observer.  Tech  companies  also 
are  sharply  cutting  back  how  many  options 
and  shares  they  hand  out,  as  institutional 
investors  demand  that  companies  limit  the 
dilution  caused  when  they  issue  large 
blocks  of  options  or  stock,  says 
compensation  consultant  Steve  Patchel  of 
Watson  Wyatt  Worldwide.  "Tech  companies 
are  under  pressure  to  quit  diluting  their 
stock,"  he  says. 

Smaller  grants  mean  that  expensing 
won't  hit  the  market  as  hard  as  opponents 
had  warned.  "The  impact  will  be  much  less 
than  it  would  have  been  in  2003  on 

earnings  per  share  and  on 
market  psyche,"  says 
Henry  "Chip"  Dickson, 
chief  U.S.  investment 
strategist  at  Lehman 
Brothers  Inc. 
The  market 
momentum  won't 
discourage  Washington 
lobbyists.  Pressure  will 
shift  from  Capitol  Hill  to 
the  SEC  as  soon  as  Cox  is 
confirmed  this  summer. 
The  commission  already 
has  granted  most 
companies  a  six-month  delay  in  expensing 
and  given  wide  latitude  on  calculating  the 
costs  of  options.  The  techies  would  still  like 
to  see  exceptions  for  small  firms  and  new 
valuation  methods  that  they  think  would 
reduce  the  hit  on  earnings.  One  such  idea 
is  Cisco  Systems  Inc.'s  proposal  of  creating 
tradable  derivatives  that  would  let 
companies  base  their  options'  value  on 
what  investors  would  pay. 

But  even  to  modify  the  rule,  Cox  would 
need  a  nod  from  the  White  House.  Since 
2001,  the  Bush  Administration  has 
followed  one  simple  rule  on  corporate 
scandal:  Do  what  it  takes  to  keep  things 
quiet.  Silicon  Valley  faces  long  odds  in 
getting  even  a  lame-duck  White  House  to 
call  off  this  execution. 

-By  Mike  McNamee,  with  Amy  Bonus, 
in  Washington  and  David  Henry  in  New  York 
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Nortel™  VPN  security  supports  over  100  million  remote  workers  every  day, 
ensuring  business  as  usual.  Wherever  secure,  reliable  data  and  voice 


communications  are  critical,  Nortel  is  the  hired  muscle  you  want  shielding  it. 


rhis  is  the  Way.  This  is  Nortel,  Nortel,  the  Nortel  logo,  and  the  Globemark  are  trademarks  of  Nortel  Networks 


STOLEN 


CELL  PHONE 


BALD  TIRES 


**    - 


LEAD  FOOT 


BAD   BRAKES 


iMrratmgs  are  pari  of  the  National  Highway  Traffic  Safety  Administrations  (NHTSA's)  New  Car  Assessment  Prograa  (NCAPU 
i'Acura,  RL  and  Advanced  Compatibility  fngineering  are  trademarks  of  Honda  Motor  Co.  Ltd. 


YOU'RE  NOT  THE  ONLY  ONE  WE'RE 
CONCERNED  ABOUT. 


TWO    MARTINIS 


-  You,  your  passengers,  other  drivers 
and  pedestrians.  These  are  the 
living,  breathing  reasons  why  we 
i  are  committed  to  building  some  of 
the  safest  vehicles  on  the  road.  This  is  why  our  Advanced 
Compatibility  Engineering  body  structure  on  the  5-star- 
safety-rated  Acura  RL  can  help  protect  you  and  those  in 
your  car,  and  those  in  other  cars  as  well.  This  is  also  why  we 
developed  the  world's  first  crash  simulator  that  replicates 
real-world  crash  motions.  Tests  that  go  beyond  industry 
standards  and  into  the  realm  of  what  can  happen  to  real 
people  in  a  real  accident. 


These  are  some  of  the  motivating  forces  behind  our 
performance  technologies  like  Vehicle  Stability  Assist.  One 
of  many  systems  designed  to  help  you  avoid  accidents 
through  enhanced  control  and  handling. 


SHAVING  ^_ 


The  innovations  don't  stop  there.  In  fact,  they  will  always 
continue.  And  until  every  distracted,  sleepy,  aggressive, 
inexperienced  driver  on  the  road  no  longer  exists,  your 
safety  will  remain  our  number  one  priority. 
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ENTERTAINMENT 


HOW  DREAMWORKS  LOST 
(WALL)  STREET  CRED 

Madagascar  isn't  as  hot  as  promised- 
one  more  thing  to  make  investors  howl 


HORROR  SHOW 


DOLLARS 


THE  CRITICS  WEREN'T 
wowed  by  Madagascar. 
But  the  DreamWorks 
Animation  blockbuster 
about  a  bunch  of  animal 
escapees  is  plenty  popular, 
passing  the  $100  million 
milestone  at  the  box  office  in  nine  days.  So 
how  come  the  studio's  stock  price  has  slid 
27%  in  the  last  month,  to  around  $28— its 
lowest  since  going  public  back  in  October? 
It's  a  question  currendy  exercising 
DreamWorks  Animation  SKG  Inc. 
founders  Jeffrey  Katzenberg,  David  Geffen, 
and  Steven  Spielberg.  The  answer,  accord- 
ing to  most  analysts,  is 
that's  what  you  get 
when  you  use  a  Holly- 
wood sales  job  to  im- 
press investors.  Disap- 
pointing the  critics  is 
one  thing,  under- 
whelming the  Street 
another.  Madagascar 
is  a  case  in  point.  It 
opened  at  a  re- 
spectable $61  million, 
but  investors  were  ex- 
pecting a  $70  million- 
to-$80  million  first- 
day  take  thanks 
DreamWorks  Animation's  en- 
thusiastic previews.  "When  you 
talk  up  a  film  the  way  they  did, 
you'd  better  deliver,"  says  Ful- 
crum Global  Partners  LLC  ana- 
lyst Richard  Greenfield,  who 
says  Dream  Works  Animation's 
"credibility  has  evaporated." 
Only  seven  months  ago, 
it  was  a  very  different  pic 
ture.  Fresh  from  the  suc- 
cess of  megahits  Shrek 
2,  and  Shark  Tale,  the 
animation  unit's 
spin-off     from 


DREAMWORKS  ANIMATION 
STOCK  PRICE 


OCT.  28.  '04 

Data:  Bloomberg  Financial  Markets 


DreamWorks  SKG  raised  $933  million  in 
the  Oct.  28  initial  public  offering.  Within 
hours,  the  stock  zoomed  to  $38.75  from 
its  $28  offering  price. 

But  the  miscues  since  then  have  made 
DreamWorks  Animation  execs  look  like 
rookie  directors.  In  March  the  studio  pre- 
dicted that  worldwide  DVD  sales  for 
Shrek  2  would  exceed  55  million  units.  By 
May  the  company  had  cut  that  back  to  50 
million  amid  slower- than- expected  sales 
overseas.  Although  the  Shrek  2  DVD  has 
sold  a  spectacular  35  million  units  to  date, 
a  grim  Katzenberg  was  forced  to  admit  in 
a  May  10  conference  call  that  "we  have 
learned  from  this." 
Executives  at  Dream- 
Works Animation  and 
NBC  Universal  Inc., 
which  distributes  the 
studio's  DVDs,  de- 
clined to  comment. 

DreamWorks  Ani- 
mation managed  to 
overpromise  with 
Madagascar,  too— 
and  underestimated 
the  competi 
tion,  to  boot. 


KATZENBERG  Now 

he  has  lawsuits 
to  deal  with 
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BOX-OFFICE 
DRAW  The 

animal  tale 
quickly  rang  up 
$100  million 


In      conferenl 
calls    with      I 
vestors,      exe 
raised    exi 
tions  by  saj 
the    film    testJ 
even  better  thi| 
the         origir 
Shrek,        whiJ 
grossed       $2<j 
million    in 
U.S.    and 
more    than 
million       DA 
worldwide.  The  studio  also  failed 
count  for  the  strength  of  the  latest  St 
Wars  movie,  which  is  playing  better 1 
younger  kids  than  expected. 

SPOOKED  BY  A  LEAK 

THE  ANIMATION  UNIT  has  also  shown  i 
self  to  be  woefully  unprepared  for  life  i 
public  company.  On  May  10,  the  day 
studio  was  due  to  release  first-c 
earnings,  a  report,  citing  DreamWorll 
insiders,  surfaced  on  Newsweek's  Web  sitj 
saying  that  earnings  would  be  "subst 
tially  below  the  60$  per  share  that 
Street  analysts  had  estimated."  Not  or 
did  the  earnings  come  in  at  44<t,  but 
leaked  report  badly  spooked  investors.  1 
stock  went  into  a  two-day  tailspin.  Sin* 
then,  shareholders  have  filed  four  lawsuilj 
accusing  Katzenberg  and  the  company 
making  "material  false  and  misleadu 
statements"  about  business  prospects. 

Moreover,  Wall  Street  is  still  seethin 
over  the  March  announcement  of  a  $5/ 
million  secondary  offering.  Behind  ii 
vestors'  ire :  The  offering  would  benefit  ju;  I 
three  major  shareholders,  including  59' 
owner  Paul  Allen,  and  could  put  furtht 
pressure  on  the  stock.  So  the  offering  : 
certain  to  be  put  off  till  next  year,  say  ii 
formed  sources.  Still  "they're  in  a  no-win. 
says  David  W  Miller  of  Sanders  Morr 
Harris  Group  Inc.  "If  they  pull  it,  th 
could  be  misconstrued  th* 
Madagascar  isn't  working." 

Getting  Wall  Street's  conf  \  , 
dence  back  won't  be  easy,  dt  JKI 
spite  the  likelihood  of  a  heft 
worldwide  box  office  for  Made  1 1  * 
gascar  and  an  impressive  200  111 
lineup  that  includes  Shrek 
and  Jerry  Seinfeld's  first  an 
mation  film,  Bee  Movie.  Still 
little  less  Hollywood  h\j 
and   a   lot   more   deliver 
could    turn    DreamWorl 
Animation    into    a    Wai  oc : 
Street  blockbuster  again.  I 
-By  Ronald  Grow  ;. 
inLosAngeh  -— 
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PILGRIMAGE 
TO  IDAHO 

With  27  years  at  Harvard 
Business  School  to  his  credit, 
Dean  Kim  Clark  is  ready  for  a 
change.  After  being  recruited 
by  Gordon  Hinckley,  head  of 
the  Church  of  Jesus  Christ  of 
Latter-day  Saints,  Clark  will 
become  president  of  Brigham 
Young  University-Idaho,  a 
college  run  by  the  Mormon 
church,  in  August.  Clark,  a 
devout  Mormon,  told 
BusinessWeek:  "It's  an 
opportunity  to  do  something 
quite  different." 

That's  for  sure.  The 
Rexburg  (Idaho)  school  only 
became  a  four-year  university 
in  2001.  But  it's  not  off  the 
beaten  path  in  Mormon 
circles.  The  school's  previous 
president,  David  Bednar,  was 
tapped  in  October  to  be  a 
member  of  the  Quorum  of  the 
Twelve  Apostles,  the  church's 
second-highest  ecclesiastical 
body.  Still,  Clark  says  his 
career  change  is  not  driven  by 
the  desire  to  move  up  the 
church  ladder. 

As  for  his  business  ties, 
Clark  wouldn't  say  if  he  will 
remain  on  the  boards  at 
JetBlue  Airways  and  Black  & 
Decker.  He  says  he'll  decide 
later  this  summer  after 
talking  to  church  leaders. 

-Jordan  Burke 


AOL  FLAUNTS 
THEFREEBIES 

America  Online  will  embark 
on  a  radical  shift  in  strategy 
this  summer  when  it 
unleashes  a  slew  of 
broadband  content  and 
services  for  free  on  the  newly 
refurbished  aol.com  Web  site. 
Struggling  with  the 
continuing  defection  of  its 
dial-up  subscribers,  the  Time 
Warner  division  is  now 
focusing  on  building  a  big 
Web  audience  to  capture  a 
healthier  slice  of  growing 
online  ad  spending.  AOL  is 
seeking  a  better  balance 
between  lower-margin 
subscription  revenues  and 
higher-margin  ad  sales, 
which  brought  in  15%  of 
revenues  in  the  first  quarter. 


SEARS'  HIDDEN 
STRENGTH 


Did  investors  get  the  wrong 
message  from  Sears  Holdings' 
first-quarter  numbers?  Sears' 
stock  price  fell  9%  on  June  7, 
to  $141.50,  after  the  retailer 
reported  a  $9  million 
quarterly  loss  and  continued 
weak  sales  at  its  Sears  and 
Kmart  divisions.  The  results 
were  the  first  since  investor 
Edward  Lampert  merged  the 
two  retailers  in  March.  An 
analysis  of  the  numbers 
shows  that  Lampert  is  taking 
the  same  tack  at  Sears  that  he 
did  at  Kmart— namely, 
putting  profits  before  sales 
growth.  Excluding  a  $90 


million  charge  related  to  an 
accounting  change,  Sears 
Holdings  earned  $81  million, 
beating  analysts'  estimates. 
While  sales  at  Sears  Div. 
stores  open  at  least  a  year  fell 
3.1%,  some  of  the  decline  was 
due  to  reduced  discounting. 


GM:WELL, 
IT'S  A  START 

At  the  General  Motors  annual 
meeting  on  June  7,  Chairman 
and  CEO  Richard  Wagoner  Jr. 
finally  revealed  the 
beginnings  of  a  restructuring 
plan.  Wagoner  plans  to  cut 
25,000  factory  jobs— almost 
25%ofGM'sunion 
workforce— by  the  end  of 
2008.  That  should  eventually 
save  $2.5  billion  a  year, 
Wagoner  said.  Those  numbers 
sound  big,  but  this  was 
hardly  the  major  overhaul 
Wall  Street  was  looking  for. 
GM  has  the  capacity  to  build 
5.8  million  vehicles  annually 
in  North  America,  but  it  will 
sell  only  about  5  million 
vehicles  domestically  in 
2005.  Analysts  expect  sales  to 
fall  further  by  2008, 
especially  among  highly 
profitable  SUVs.  With  GM's 
revenue  under  pressure, 
Wagoner  may  need  to  trim 
GM's  workforce  even  more. 


SCORE ONE FOR 
MICROSOFT 

The  European  Union  reached  a 
deal  on  June  6  that  allows 
Microsoft  to  avoid  daily  fines 
for  failing  to  comply  with  its 
March,  2004,  finding  that  the 
software  giant  violated  anti- 
competition  laws.  But  the 
deal,  designed  to  give 
Microsoft's  rivals  access  to 
technical  details  that  will 
help  their  software  work 
better  with  Windows, 
excludes  developers  who 
work  on  open-source 
programs  such  as  Linux. 
European  Competition 


Commissioner  Neelie  Kroea 
accepted  Microsoft's 
argument  that  sharing 
technical  data  with  open- 
source  developers  would 
expose  Microsoft's 
intellectual  property  in  a  wi| 
that  could  not  be  undone 
later  should  Microsoft  win  I 
appeal.  Those  in  Europe's 
open-source  community  vol 
to  press  Kroes  to  reconsider) 


ETCETERA... 

» InterActiveCorp  sold  its 
5.4%  stake  in  Vivendi  Univers  ^ 
Entertainment  to  parent  NBC  I 
Universal  for  $3.4  billion. 
»  Delta  and  Northwest 
warned  of  bankruptcy  unle 
Congress  reforms  pensions^ 
»  Third  Avenue  Management] 
bid  $307  million  for  Instinet 


CLOSING  BELL 


Shares  of  ImClone 
Systems  jumped 

mnro  than  170/.  ru 


more  than  17%  on 
June  8,  to  close  at 
$35.27,  after  the 
company  said  an 
Independent  panel 
of  experts  verified 
that  Erbitux, 
already  approved 
for  colon  cancer, 
also  controlled  the 
spread  of  deadly 
head  and  neck 
tumors. 
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WHEN  THE  INFORMATION  NEVER  STOPS,  NOTHING  CAN  STOP  YOUR  BUSINESS. 


i  business,  keeping  people  and  information  connected  is  critical  to 

eeping  customers  satisfied.  And  yet,  at  any  given  moment,  any 

umber  of  events  can  easily  derail  that  connection.  That's  why  you 

eed  a  company  like  SunGard  on  your  side.  Our  Information  Availability 

olutions  provide  redundant  systems  and  networks  at  over  60  secure 

cilities  worldwide  to  make  sure  your  customers,  employees  and 

ippliers  stay  connected  24/7.  And  at  the  same  time  keep  your  IT  staff 

complete  control  of  your  data  and  applications.  So  while  you're  busy 

nning  your  business,  we're  busy  making  sure  your  business  is  up  and 

.inning.  No  matter  what. 


For  years,  companies  have  trusted  SunGard  to  restore  their  IT  systems 
when  something  went  wrong.  So  it's  not  surprising  that  today 
companies  are  turning  to  us  to  mitigate  risk  and  make  sure  they 
never  go  down  in  the  first  place.  To  learn  more  about  Information 
Availability  and  how  we  can  save  your  company  on  average  25%* 
visit  www.availability.sungard.com  or  call  1-800-468-7483. 


SUNGARD 

Availability  Services 


Keeping  People 
and  Information 
Connected™ 


'Potential  savings  based  on  IDC  White  Paper,  Ensuring  Information  Availability:  Aligning  Customer 
Needs  with  an  Optimal  Investment  Strategy. 
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TRADE 


CENTRAL  AMERICA  IS 
HOLDING  ITS  BREATH 

The  U.S.  Senate  could  soon  start  hearings  on  the 
CAFTA  trade  pact.  Right  now  the  votes  aren't  there 


IN  1979,  WHEN  MANUEL  MEZA 
was  a  boy  in  El  Salvador,  a  bloody 
civil  war  erupted  and  he  and  his 
coffee-growing  family  sought 
refuge  in  the  U.S.  Meza  finished 
high  school  and  college  in  Wash- 
ington, D.C.  Thirteen  years  ago,  af- 
ter a  peace  accord  ended  the  12 -year  con- 
flict, Meza  returned  home  to  San 
Salvador,  where  the  government  was  at- 
tempting to  erase  the  scars  of  the  devas- 
tating civil  war  by  rebuilding  its  shattered 
economy.  On  the  outskirts  of  the  capital, 
not  far  from  where  leftist  insurgents  and 
right-wing  death  squads  used  to  dump 
their  victims,  Meza  opened  a  factory  that 
makes  dress  shirts  for  export.  Today  he 
employs  600  people  who  stitch  1.5  mil- 
lion shirts  annually  for  a  variety  of  cus- 
tomers, including  Wal-Mart  Stores  Inc. 
He's  proud  of  the  palm-shaded  factory,  its 
day-care  center,  school,  and  subsidized 
cafeteria.  Sales  last  year  were  $5  million. 
Meza,  however,  is  worried.  He's  con- 
cerned that  China  will  grab  the  textile  and 


garment  business  that  El  Salvador  and 
other  Central  American  countries  have 
built  up  over  15  years.  And  he's  doubly 
anxious  because  the  region's  best  hope 
for  fending  off  that  competition— a  free- 
trade  agreement  with  the  U.S.— faces  stiff 
opposition  in  Congress.  "If  the  trade  pact 
is  approved,  it  will  open  up  big  opportu- 
nities for  us  and  trigger  so  much  new  in- 
vestment," says  Meza,  36.  "But  if  it  fails, 
there's  a  strong  chance  we'll  lose  half  our 
export  factories  and  half  the  jobs." 

It  has  been  13  months  since  Costa  Rica, 
El  Salvador,  Guatemala,  Honduras, 
Nicaragua,  the  Dominican  Republic,  and 
the  U.S.  signed  CAFTA-DR,  the  Central 
American-Dominican  Republic  Free 
Trade  Agreement.  The  U.S.  Senate  Fi- 
nance Committee  hopes  to  start  hearings 
on  the  trade  pact  in  mid-June,  the  first 
step  toward  a  long-delayed  ratification 
vote  in  the  House  and  Senate.  But  the 
outcome  is  far  from  certain.  Concern  over 
job  losses  and  aggressive  anti-CAFTA 
campaigns  by  U.S.  sugar  farmers  and  the 


Border 

If  supporters 
can  get  it 
through 
Congress, 
the  CAFTA 
pact  would  do 
the  following: 


■  Create  a  free-trade  area  between  the 
U.S.  and  five  Central  American 
countries-Costa  Rica,  El  Salvador, 
Guatemala,  Honduras,  and  Nicaragua— 
and  the  Dominican  Republic.  The  six  are 
home  to  44  million  people. 

B  Make  more  than  80%  of  U.S.  exports 
duty-free  immediately,  with  remaining 
tariffs  phased  out  over  10  years.  Two-way 
trade  totaled  $33.4  billion  in  2004 

■  increase  U.S.  manufactured  exports  by 
an  estimated  $3  billion  annually,  and 

ultural  exports  by  $900  million.  U.S. 
exports  to  the  CAFTA-DR  countries 
all  jdy  total  $15.7  billion. 
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AFL-CIO,  plus  a  climate  of  confrontatic 
between  Republicans  and  Democra| 
threaten  to  derail  the  agreement.  "At  1 
point,  it's  clear  the  votes  just  areu 
there,"  says  Norman  Orenstein,  a  coi 
gressional  analyst  at  the  American  Ent 
prise  Institute,  a  Washington  think  i 

MIXED  SIGNALS? 

FOR  PRESIDENT  George  W.  Busifcr: 
CAFTA  is  a  key  component  of  his  intelr-;  •; 
national  political  and  economic  stratea  ■  is  be 
It's  also  viewed  as  a  way  of  reducirj  nrV 
poverty  in  Central  America  so  that  few  phas 
economic  migrants  end  up  in  the  UJ  I  ova 
And  by  entering  into  an  economic  par  nth 
nership  with  countries  that  faced  do^  up 
leftist  insurgencies  with  U.S.  help  moi  t  pacr- 
than  a  decade  ago  and  have  struggle  h  ree 
mightily  to  rebuild,  Washington  woul  diaie 
take  a  big  step  toward  restoring  its  ta  Made 
tered  influence  in  Latin  America.  CAF"J  Ufa 
said  Bush  in  a  June  6  speech  to  the  Oj  Ctanl 
ganization  of  American  States,  "is  a  sif  fejc 
nal  of  the  U.S.  commitment  to  denl  man 
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cy  and  prosperity  for  our  neighbors." 
CAPTA  is  no  less  important  to  Central 
lerica's  struggling  regimes.  Just  ask 
vadoran  President  Elias  Antonio  Saca, 
o  is  banking  on  CAFTA  to  revive  his 
intry's  economy,  which  despite  bold  re- 
ms  has  grown  an  average  of  just  1.2%  a 
ir  over  the  past  decade.  Saca  last 
>nth  barnstormed  California  and 
ishington,  D.C.,  to  drum  up  support  for 

pact— but  got  a  mixed  reception, 
his  region  has  believed  in  democracy 
i  in  free  trade,  and  if  we  don't  achieve 

trade  with  the  largest  market  in  the 
rid,  that  would  send  a  very  bad  signal 
Central  America,"  he  says. 
But  is  CAFTA  enough  to  save  the  Central 
lerican  and  Caribbean  textile  and  ap- 
:el  industries  from  oblivion?  Analysts 
r  China's  costs  are  so  low  that  few  com- 
lies  anywhere  can  compete.  But  by  per- 
inently  eliminating  tariffs,  CAFTA  could 
xmrage  textile  makers  from  around  the 
rid  to  invest  millions  in  state-of-the-art, 
)ital-intensive  mills  in  Central  America. 
)ducing  more  quality  fabric  locally 
uld  allow  apparel  makers  to  get  their 
xlucts  to  the  U.S.  faster  than  from  China 

at  little  extra  cost.  Shipping  time  from 
Salvador  is  already  just  five  days,  vs.  four 
eks  from  China.  That  means  makers  of 
e-sensitive  seasonal  fashions— a  key 
ment  of  the  industry— would  prefer  to 
y  in  this  hemisphere.  "The  time  factor  is 

only  way  to  compete  with  China,"  says 
is  Gadala,  a  director  of  the  Salvadoran 


Association  of  the  Garment 
Industry. 

While  each  of  the  six 
Latin  countries  would  ben- 
efit differently  from  CAFTA, 
El  Salvador  is  emblematic 
of  the  promise  and  chal- 
lenge of  free  trade.  The 
Massachusetts-size  nation 
of  6  million  was  crippled  in 
the  1980s  by  a  brutal  con- 
flict that  left  70,000  dead. 
After  the  1992  truce,  El  Sal- 
vador began  to  rebuild.  But 
then  it  was  hit  by  a  series  of  disasters,  in- 
cluding Hurricane  Mitch  in  1998  and 
two  devastating  earthquakes  in  2001. 

Despite  these  travails,  the  government 
forged  ahead  with  free-market  reforms 
advocated  by  Washington— privatizing 
banks,  telecommunications,  and  pen- 
sions and  welcoming  foreign  investment. 
It  even  adopted  the  U.S.  dollar  as  its  offi- 
cial currency  in  2001.  By  2003,  more  than 
290  export  factories,  or  maquiladoras,  had 
located  in  El  Salvador,  employing  87,000 
people.  Throughout  the  region,  more 
than  400,000  have  found  jobs  in 
"maquilas,"  most  of  them  making  cloth- 
ing for  export  to  the  U.S. 

Nearly  40%  of  El  Salvador's  people 
nevertheless  remain  mired  in  poverty, 
many  living  in  the  violent  slums  of  the 
capital.  Thousands  migrate  illegally  to  the 
U.S.,  where  some  2.5  million  Salvadorans 
live.  They  send  home  about  $2.5  billion  a 


CAFIA 
might 
lure  new 
investment 
from  textile 
makers 


year— 16%  of  the  country's 
gross  domestic  product. 

What  little  prosperity 
there  is,  however,  depends 
not  just  on  remittances  but 
also  on  the  continued 
growth  of  export  manufac- 
turing. That  growth  is  al- 
ready threatened  by  the 
Chinese  juggernaut.  Even 
before  Jan.  1,  when  interna- 
tional quotas  on  textile  and 
clothing  exports  expired,  El 
Salvador  was  losing  jobs  to 
Asian  rivals.  In  the  last  18  months  a  dozen 
Salvadoran  maquilas  have  closed,  throw- 
ing 9,000  people  out  of  work.  The  same 
thing  is  happening  throughout  Central 
America,  keeping  many  factory  workers 
on  edge.  "I  worry  about  losing  my  job," 
says  Barbie  Cisneros,  30,  a  single  mother 
and  high  school  graduate  who  earns  $32 
a  week  after  taxes  sewing  blue  jeans  and 
sports  jerseys  for  Adidas,  Nike,  and 
Reebok  at  a  Taiwanese- owned  factory  in 
San  Salvador.  "If  these  jobs  disappear, 
there  won't  be  others  for  people  like  me." 
Indeed,  the  year-long  delay  in  ratifica- 
tion of  CAFTA  has  many  worried.  Meza 
says  he  has  lost  half  a  dozen  highly  trained 
workers  in  the  past  two  months.  "They  told 
me  they  have  relatives  already  living  in  the 
U.S.  who  had  jobs  waiting  for  them,"  Meza 
says.  "I  think  if  CAFTA  isn't  approved, 
we'll  see  an  explosion  of  migration." 
That's  something  Washington  doesn't 
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want.  Already,  an  estimated  11  million  il- 
legal migrants  live  in  the  U.S.,  the  major- 
ity of  them  from  Latin  America.  But  CAF- 
TA  opponents  who  argue  it  will  take 
away  American  jobs  and  undermine  im- 
portant industries  appear  to  have  the  up- 
per hand.  "We  should  not  be  promoting 
a  race  to  the  bottom,  which  is  what  this 
agreement  is,"  says  Representative 
Sander  Levin  (D-Mich.).  "American 
workers  will  have  to  compete  with  those 
whose  rights  are  suppressed." 

CAPTA  backers  contend  that  the 
pact  would  benefit  U.S.  companies  by 
immediately  eliminating  tariffs  on 
80%  of  the  products  they  sell  to  the  re- 
gion—everything from  Heinz  ketchup 
to  Caterpillar  tractors.  Those  exports 
already  add  up  to  $15.7  billion  annual- 
ly—more than  the  U.S.  sends  to  Russia, 
India,  and  Indonesia  combined. 

Deputy  Secre- 
tary of  State 
Robert  B.  Zoellick, 
who  as  U.S.  Trade 
Representative 
gOOQS  spearheaded  the 

first  negotiations 
on  CAFTA,  often 
cites  the  example 
of  Chile  when 
arguing  for  the 
^^^^  agreement.      A 

^^mm  2004     free-trade 

pact  between  Chi- 
le and  the  U.S.  has  expanded  exports  by 
both  countries  more  than  30%  in  the 
first  year. 

Not  all  Central  Americans,  however, 
are  convinced  CAFTA  is  the  way  to  go, 
since  it  could  touch  off  an  avalanche  of 
imported  U.S.  goods.  "Many  Salvadoran 
companies  are  not  equipped  to  take  full 
advantage  of  free  trade,  and  for  them  it's 
going  to  be  a  real  challenge  to  survive," 
says  Roberto  Vega,  who  heads  the  San 
Salvador  office  of  TechnoServe,  a  U.S. 
nonprofit  group  that  helps  small  com- 
panies modernize.  In  Costa  Rica,  legis- 
lators, concerned  that  under  CAPTA 
they  may  be  forced  to  privatize  some 
government  services,  may  not  ratify  the 
agreement  until  early  next  year. 

•Still,  many  in  the  region  believe  the 
pact  is  their  best,  and  possibly  last,  shot 
at  future  .growth.  "We  know  it  won't 
produce  an  economic  miracle,"  says  the 
garment  industry's  Gadala.  "But  with- 
out CAFTA  it  would  take  a  miracle  for 
our  industry  to  survive."  And  not  many 
miracles  have  happened  in  Central 
America  lately.  Ml 

-By  Geri  Smith  in  San  Salvador,  with 
Paul  Magnusson  in  Washington 
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HYUNDAI:  CROWDING 
INTO  THE  FAST  LANE 

The  Korean  car  manufacturer  is  making  a 
powerful  push  into  the  hottest  emerging  market 


AS  MOSCOW  CON- 
struction  foreman  Ana- 
tory  Berestovoi  shopped 
for  a  new  car,  he  knew 
he  didn't  want  a  Russ- 
ian-made model.  "It 
would  be  patriotic,  but 
unfortunately  the  quality  leaves  a  lot  to 
be  desired,"  he  says.  Instead  he  settled 
on  a  $15,390  Hyundai  Elantra  built  in 
Korea.  He  liked  the  air  bag,  the  antilock 
brakes— and  the  fact  that  it  was  cheaper 
than  Japanese  models. 
"The  trade-off  between 
price  and  quality  is  defi- 
nitely in  this  car's  favor," 
Berestovoi  says. 

Auto  buyers  in  devel- 
oping markets  world- 
wide are  making  that 
same  calculation— and 
coming  up  with  the 
same  answer— more  and 
more  often.  Although 
Hyundai  Motor  Co.  was 
a  latecomer  to  many 
emerging  markets,  this 
year  it  is  trouncing  more 
established  rivals.  In  In- 
dia, it's  a  strong  No.  2 
and  is  vying  for  leadership  in  small  cars. 
In  China,  where  Hyundai  began  selling 
cars  in  earnest  only  in  2003,  it  skyrocket- 
ed to  the  top  spot  in  the  first  quarter  of 
2005.  In  Russia,  Hyundai  was  the  leading 
foreign  brand  last  year. 

Hyundai's  rise  in  the  U.S.  has  been  big 
news.  But  its  drive  into  emerging  mar- 
kets may  prove  just  as  important  to  the 
company's  goal  of  becoming  the  world's 
fifth-largest  auto  maker— and  just  as  dis- 
ruptive to  competitors'  plans.  The  Kore- 
an company  is  trying  to  outflank  rivals 
and  take  over  smallish  markets  before 
they  grow,  building  large,  modern  plants 
to  give  it  and  its  suppliers  the  economies 
of  scale  they  need  to  operate  profitably. 
The  risk  is  huge.  The  plants  aren't 


cheap,  and  Korean  rival  Daewoo  MotJ 
followed  a  similar  strategy  in  the  199f 
before  going  belly-up.  Hyuncb 
though,  has  focused  on  more  promisir 
markets,  and  it's  not  racking  up  hug 
losses.  In  fact,  its  margins  in  India  ar 
China  are  higher  than  its  overall  ope 
ating  margin. 

The  strategy  stands  in  stark  contrast  t 
many  bigger  rivals.  In  India,  U.S.  an 
Japanese  carmakers  tiptoed  into  tr 
market  in  the  '80s  and  '90s  with  tired  o 


ferings.  Hyundai    PORT  OF  MADRAS 

held  off  until  Made-in-lndia 
1998,  but  then  set  Hyundais  for  expoi 
up  a  plant  capable  ^™^^™ 
of  building  100,000  of  its  latest-mod 
cars  a  year  and  established  a  network  < 
dealerships.  As  India's  economy  boomei 
sales  from  plants  there  rose  to  215,63 
last  year  from  111,051  in  2002,  and  thJ 
factory  has  since  been  expanded  to  a  a 
parity  of  250,000.  It's  a  formula  that  ha 
added  up  to  booming  sales  from  Moscoc 
to  Madras.  If  Hyundai  muscles  its  wa 
into  the  Top  Five  of  global  auto  makers, 
will  have  consumers  like  Anatol 
Berestovoi  to  thank.  II 

-By  Moon  Ihlwan  in  Seoul,  wit 
Jason  Bush  in  Mosco\ 
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OFFSHORE  CHINA 

CNOOCs  reserves 
Jiaye  been  growing 
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NAPOLEON 

OF  THE  OIL  PATCH 

CNOOC,  China's  third-ranked  energy 
company,  has  become  its  boldest  player 


CHINESE  OIL  COMPANY 
CNOOC  Ltd.  may  be  com- 
ing back  for  more.  After 
months  of  on-again,  off- 
again  talk  about  buying 
Unocal  Corp.,  CNOOC  on 
June  7  confirmed  that  it  is 
still  interested  in  a  deal,  potentially  de- 
railing Chevron  Corp.'s  $16.4  billion  bid 
for  the  U.S.  oil  producer.  If  successful,  a 
deal  would  be  the  biggest  overseas  pur- 
chase ever  by  a  Chinese  company— and 
would  further  establish  CNOOC  as  the 
most  ambitious  Chinese  player  in  the  oil 
patch.  CNOOC  is  "ahead  of  the  curve  in 
China,"  says  Scott  Roberts,  director  of 
Cambridge  Energy  Research  Associates 
in- Beijing. 

A  Napoleon  syndrome  may  be  at  work 
here.  CNOOC  is  dwarfed  by  China's  two 
biggest  oil  players,  PetroChina  Co.  and 
Sinopec  Corp.,  but  it's  proving  to  be  the 
toughest  lad  on  the  block.  Its  name 
stands  for  China  National  Offshore  Oil 
Corp.,  which  is  the  parent  company  of 
CNOOC  Ltd.,  the  publicly  traded  arm  of 
the  business  floated  in  2001  in  Hong 
Kong  and  New  York.  CNOOC  was  created 


in  1982  to  cooperate  with  foreign  compa- 
nies in  exploration  and  drilling  both  over- 
seas and  at  home.  Any  Unocal  deal  is  a 
long  shot— and  the  company  isn't  even 
saying  it  will  definitely  make  a  bid— but 
CNOOC  still  takes  its  overseas  mandate 

Grab  for  Assets 

China's  CNOOC  is  doing  overseas 
deals  to  slake  the  mainland's  thirst 
for  oil  and  gas 

MAY,  2004  Boosts  stake  in  Indonesia's  Tangguh  gas 
project  to  17%,  for  total  investment  of  $380  million 

DECEMBER,  2004  Takes  5.3%  share  in  North  West 
Shelf  gas  project  off  Australia 


APRIL,  2005  Buys  17%  stake  in  MEG  Energy's  oil 
sands  project  in  Canada  for  $121  million 


JUNE,  2005  Confirms  that  it's  near  a  deal  to  buy  a 
share  of  Australia's  Gorgon  LNG  project 

JUNE,  2005  Announces  it  may  try  to  outbid 
Chevron  in  contest  for  U.S.  oil  major  Unocal 

Data  -   Tipany  reports 


seriously.  "We  will  go  wherever  there  a 
opportunities,"  says  Yang  Hua,  chief 
nancial  officer  of  CNOOC.  "We  are  1< 
ing  at  every  possibility." 

Lately,  CNOOC  has  certainly  been  sei! 
ing  lots  of  opportunities.  Since  M. 
2004,  the  company  has  completed  thr  . 
big  transactions  giving  it  access  to  oil  a:  ^ 
gas  from  the  waters  off  Australia  and  I 
donesia  to  the  dry  oil  sands  of  Albert 
Canada.  Such  deals  have  helped  boo 
revenues  by  30%  last  year,  to  $6.7  billio 
while  net  profits  jumped  40%,  to  $l.(J*Lff 
billion.  Over  the  past  10  years,  CNOOC  ■ 
reserves  and  production  have  grown  1  ^ 
some  15%  annually.  The  company's  stoj  cEll 
is  up  30%  over  the  past  year,  as  investol  jjjg] 
bet  both  on  the  company  and  on  China  ' 
continuing  thirst  for  energy.  CNOOC  hi  ™ 
"a  very  good  outlook,"  says  Herna  [hard 
Ladeuix,  head  of  oil  and  gas  research  i  ,a;e; 
CLSA  Asia-Pacific  Markets. 

PILES  OF  DEBT 

UNOCAL'S  RICH  GAS  reserves  in  Tha  So  cai 
land  and  Indonesia  would  give  CNOOC  oal  b 
big  boost.  At  the   end  of  last  yea  wire 
CNOOC's  proven  reserves  totaled  2.2  bi  10=  ar 
Hon  barrels  of  oil  equivalents,  vs.  Unocal  Bntai 
1.8  billion.  Adding  Unocal's  productio  max 
would  more  than  double  CNOOC's  ou  p>rt 
put.  There's  no  guarantee,  though,  th  nal 
CNOOC  will  successfully  outbid  Chevn 
CNOOC's  market  capitalization  stands 
$22  billion,  compared  with  Chevroi 
$115  billion.  And  any  deal  would  like!  <fc 
have  to  be  financed  with  piles  of  del 
which  could  wreak  havoc  on  the  compi  ?  the 
n/s  sound  balance  sheet.  Even  if  CNOO  dy. 
prevails,  it'll  have  to  pay  Chevron  a  $50  si 
million  breakup  fee  to  bow  out. 

CNOOC  faces  obstacles  in  other  areai  m# 
too.   Its   two  bigger  Chines  z: 
competitors  are  moving  to  loc  Iter 
up  oil  and  gas  supplies  i  nnar 
home  and  abroad.  And  Sinope  fo 
has  bought  into  gas  in  Saiu 
Arabia,  while  PetroChina  has: 
invested  in  gas  fields  in  Ir  o 
donesia  and  Kazakhstan  and  i  &. 
building  a  2,500-mile  West  use; 
East  Gas  Pipeline  to  ship  ga  i 
from  the  deserts  of  Xinjiang  t  rr. 
energy-hungry  Shanghai.  Bi 
further  down  the  road,  all  th  da] 
Chinese  companies  will  se  $ 
soaring  profits  as  gas  and  o  r$ 
prices  are  freed  from  control^ 
that  today  keep  them  abou*r 
25%  below  world  prices,  CLS.  .; 
figures.    More    profits    meaner, 
more  deals.  CNOOC  is  just  get » 
ting  started.  ■ 

-By  Dexter  Roberts  in  Beijin 
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\.  Specter  Is  Haunting 
Europe:  The  Left 


E  LEFT  IN  EUROPE  IS  FLEXING  its  muscles.  Ann- capitalist,  anti-glob- 
zation  activists  played  a  key  role  in  defeating  referendums  on 
e  European  Union  constitution  in  France  on  May  29  and  the 
rtherlands  on  June  1.  Relentless  sniping  from  left-wingers  in 
rmany's  Social  Democratic  Party  helped  drive  Chancellor 

rhard  Schroder  to  call  for  elections  this     brand  to  position  himself  as  a  presidential 


,  a  year  ahead  of  time.  The  left  wing  of 
rodeos  party  has  sabotaged  his  reforms, 
itributing  to  defeats  in  regional  elections 
t  all  but  eliminated  his  support  base. 
So  can  Europe's  long-splintered  tradi- 
lal  Left  come  back  as  a  real  political 
vement?  The  hard  left  lost  its  way  in  the 
tOs  and  1990s  as  leaders  of  parties  such 
Britain's  Labour  and  Germany's  Social 
nocrats  tilted  to  the  center  to  attract 
port.  While  few  observers  believe  tradi- 
tial  leftists  can  win  power  outright,  a 
ise  coalition  of  left-wing  Greens,  militant 
onists,  and  old-school  socialists  is 
paring  to  play  the  spoiler  as  European 
ders  try  to  salvage 
constitution  and  re- 
!  the  economy.  Al- 
dy,  leftist  groups  in 
nee,  Germany,  and 
Netherlands  are  in- 
mally  coordinating 
h  each  other, 
rhe  main  action  is  in 
rmany  and  France. 
Germany,  former 
rial  Democrat  Chair- 
n  Oskar  Lafontaine, 
o  campaigned  in 
ince  against  the  EU 
istitution,  is  likely  to 

a  new  left-wing  ^^^" 
ty,  provisionally 
led  the  Electoral  Alternative  for  Jobs  & 
:ial  Justice.  It  will  field  candidates  and 
:ss  Schroder  to  swerve  left.  The  party 
s  it's  getting  a  huge  response.  "Our  fax 
rer  stops  running,"  exults  Murat  Cakir,  a 
reining  board  member  of  the  party, 
ich  wants  to  raise  taxes  on  the  rich  and 
;n  the  spigots  of  government  spending. 
:anwhile,  in  France,  Laurent  Fabius,  for- 
r  Socialist  Prime  Minister,  has  morphed 
m  pro-market  moderate  to  populist  fire- 


LAFONTAINE  He 

may  lead  a  new 
leftist  party 


candidate  in  2007. 

Lots  of  Leeway 

THESE  NEW  OLD  leftists  could  have  a  po- 
larizing effect  on  voters  and  complicate  ef- 
forts by  mainstream  leaders  to  get  the  Con- 
tinent back  on  track.  Leftists  may  also  win 
seats  in  national  parliaments,  becoming 
power  brokers  should  the  major  parties 
lack  a  majority.  Germany's  Electoral  Alter- 
native, for  instance,  is  in  talks  to  campaign 
with  the  ex-communist  Party  of  Democrat- 
ic Socialism.  A  strong  protest  party  could 
make  life  hard  for  Christian  Democrat  An- 
gela Merkel,  who  is  favored  to  unseat 
Schroder  in  the  early 
elections.  Initially, 
Merkel  would  have 
lots  of  leeway  to  push 
through  cuts  in  social 
welfare  benefits.  But 
labor-oriented  left- 
wingers  such  as 
Michael  Sommer, 
president  of  the  Ger- 
man Confederation  of 
Labor  Unions,  have 
vowed  "house-to- 
house  combat"  if  a  new  government  re- 
stricts collective  bargaining  rights.  The 
model  may  be  Italy,  where  the  unions  are 
well  practiced  at  getting  what  they  want. 

Ironically,  the  far  left's  hostility  to  EU  ex- 
pansion and  reform  is  shared  by  Europe's 
far  right.  Both  extremes  helped  defeat  the 
EU  constitution  in  France  and  the  Nether- 
lands. The  nightmare  scenario  is  that  left- 
wing  and  right-wing  populism  weaken  the 
center,  ushering  in  volatility  that  hasn't 
been  seen  in  decades.  Since  World  War  II 
the  center  has  held  in  Europe.  But  the  pres- 
sures of  globalization  are  shaking  the  tra- 
ditional power  balance.  ■ 

-By Jack  Ewing  in  Frankfurt 


GLOBAL 
WRAPUP 


A  CHANGE  OF  THE  GUARD 
AT  INDIA'S  WIPR0BP0 

THE  RESIGNATION  of  Chief 
Executive  Raman  Roy  on  June  6 
sent  a  tremor  through  India's 
No.  2  back  office  and  call  center 
outsourcer,  Wipro  BPO.  The 
entrepreneurial  Roy  is 
considered  the  father  of  Indian 
outsourcing,  having  started 
American  Express  Co.'s 
pioneering  Indian  operation 
and  then  worked  for  General 
Electric  Co.  before  starting  his 
own  operation,  which  software 
giant  Wipro  acquired  in  2002. 
Now,  after  building  Wipro  BPO 
into  a  $150  million  business, 
Roy  wants  to  launch  another 
company,  although  he  hasn't 
revealed  details.  "It  has  been  a 
great  roller  coaster  ride,  but 
there's  a  lot  more  to  be  done," 
he  says.  Wipro  has  tapped  in- 
house  veteran  T.K.  Kurien,  who 
oversaw  financial  services  at 
Wipro  BPO,  as  new  CEO.  His 
first  task  will  be  to  stanch 
attrition  at  the  company,  where 
employee  turnover  runs  above 
the  industry  average.  India's 
outsourcing  industry  is  growing 
50%  annually,  and  newcomers 
are  poaching  qualified  staff. 

MOVE  OVER,  CNN-HERE 
COMES  RUSSIA 

THE  KREMLIN  is  moving  into 
global  TV  news.  Russia  Today,  a 
24-hour  English-language 
satellite  news  channel,  is  due  to 
begin  broadcasting  by  yearend. 
The  government  plans  to  invest 
$60  million  over  two  years  in 
the  service,  which  plans  bureaus 
in  London,  Brussels,  Jerusalem, 
and  Washington.  Skeptics  say 
the  Kremlin  hatched  the  plan  to 
improve  its  image.  The  channel 
"will  be  distinguished  by  our 
Russian  approach  to  the  news," 
editor  Margarita  Simonyan,  a 
former  reporter  for  Russian 
state  TV,  told  a  news  conference. 
Russia's  state  TV  is  known  for  its 
pro-Kremlin  stance. 
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Marketing  Brands 


Strong  Lattes, 
Sour  Notes 

Starbucks5  adventures  in  media  bars 
aren't  playing  out  as  planned 


OR  STARBUCKS  CORP.,  THE 
success  of  upstart  folk  rock 
band  Antigone  Rising 
couldn't  be  more  delicious. 
The  girl  group's  debut  al- 
bum, From  the  Ground  Up, 
was  promoted  by  Starbucks 
and  for  now  is  only  on  sale  at  the  coffee 
shops.  It's  doing  well:  35,000  CDs  in  its 
first  three  weeks.  The  New  York  City  band 
has  been  deluged  with  requests  to  appear 
on  late-ni:  t  TV  and  music  cable  shows. 
•  But  Ant  ne  Rising  is  one  of  the  few 
sweet  notes  in  the  company's  effort  to 
blend  coffee  with  music.  Its  new  Hear 
Music  media  bars,  which  let  customers 
burn  CDs  at  Si :  bucks  shops  from  a  digi- 
tal library  of  more  than  150,000  songs, 
have  been  as  di  -  p  pointing  as  a  tepid  lat- 
te.  And  its  broader  goal  of,  as  Starbucks 
Entertainment  CEO  Ken  Lombard  puts  it, 
"transforming  the  way  music  is  discov- 
ered and  delivered''  seems  like  marketing 


froth  so  far.  This  is  Starbucks'  most  ambi- 
tious attempt  yet  to  become  known  for 
something  more  than  Java,  and  a  stumble 
could  ding  one  of  the  world's  best-known 
brand  names. 

That  said,  for  all  of  its  talk,  Starbucks 
isn't  necessarily  looking  to  make  big 
money  in  the  music  business.  CIBC 
World  Markets'  restaurant  analyst  John 
Glass  estimates  that  Starbucks'  annual 
revenues  from  the  music  bars  could  add 


up  to  $120  million  at  most,  or  just  3%  | 
the  company's  $4.5  billion  in  U.S.  ret 
sales.  Glass  figures  Starbucks  breaks  e\ 
if  customers  create  1,600  CDs  annually  J 
each  store.  That  would  add  between 
and  7<t  to  earnings  per  share.  Even 
success  last  year  of  Starbucks'  multiple 
inum  Ray  Charles  album,  Genius 
Company,  earned  the  company  more  bi 
than  anything  else.  Same  goes  for 
Starbucks  music  channel  it  launched  <  | 
XM  satellite  radio  last  year. 

OFFICIALLY  UPBEAT 

STARBUCKS    IS    investing    cautioi 
enough  that  any  impact  would  be 
mal  should  this  prove  to  be  another 
fated  attempt  to  sell  something  else,  i 
thing  else,  with  the  Starbucks  name  on 
Indeed  the  company  is  in  a  position 
take  some  risks:  It  enjoys  a  10.6%  oper 
ing  margin,  and  its  shares  are  up 
since  the  beginning  of  the  year. 

So  what's  really  at  stake  here?  Cha 
man  Howard  Schultz's  deep  convicti 
that  Starbucks  can 
be  different  from 
other  retail  chains: 
that  it  can  offer  peo- 
ple a  place  to  do  the 
things  we  spend 
much  of  our  time  on 
these  days,  such  as 
connecting  to  the 
Internet  and  downloading  music. 

Despite  evidence  that  the  CD-b 
service  isn't  doing  well  at  the  45 
shops  in  Seattle  and  Austin,  Tex.,  set 
last  fall,  Starbucks  is  officially  upbeat 
plans  to  roll  out  more  media  bars 
year  and  expects  eventually  to  have  th 
in  up  to  two-thirds  of  its  4,500  U.S.  stoi 
"Our  excitement  is  as  high,  if  not  hig 
than  when  we  initially  launched 
strategy,"  says  Lombard. 

The  reality  isn't  so  exciting.  Hear 
sic  insiders  say  the  response  at  the  sti 
in   Austin— a   college    and   live-m 
town— has  been  disappointing.  Even 
Starbucks'  home  city  of  Seattle,  few 
tomers  were  listening  to  the  music  d 
recent  visits  to  four  stores  with  m 


The  Best  Perfc 


Where 
Starbucks 
Isn't  Making 
Big  Bucks 


MUSIC  PRODUCTION  AND  SALES  Hits  include  a  Ray 
Charles  CD  and  folk  rock  band  Antigone  Rising's 
debut,  but  CD  sales  are  not  reliable 


HEAR  MUSIC  MEDIA  BARS  Hampered  by  lack  of 
interest  and  CD  technology  at  a  time  when  users  favoj 
MP3  downloads 

SATELLITE  RADIO  XM  does  pay  Starbucks  a  fee  for 
content  on  its  Starbucks  channel,  but  how  many 
listeners  are  tuning  in  isn't  clear 
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Waiting  for  ideal  conditions 

is  rarely  an  option, 
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Go  on.  Be  a  Tiger. 


In  an  unpredictable  environment,  great  ability  doesn't 
always  equal  high  performance,  unless  it's  matched  by 
great  adaptability.  To  see  how  we  can  help  your  business 
become  a  high-performance  business,  visit  accenture.com 

Consulting  •  Technology  •  Outsourcing 


accenture 

High  performance.  Delivered. 


bars.  During  several  hours  at  each  of  the 
four  spots,  only  one  CD  was  burned. 

The  Austin  experiment  could  be  a 
sign  that  Starbucks  is  misreading  its 
customers.  The  city  is  full  of  tech-sawy 
music  downloaders  who  carry  iPods, 
not  portable  CD  players.  Digital  music 
these  days  means  MP3  file  mixing  and 
sharing,  and  that's  not  in  the  business 
model  yet,  says  digital  music  analyst 
Josh  BernofF  of  Forrester  Research  Inc. 
"Starbucks  is  not  going  to  be  a  signifi- 
cant contributor  to  the  music  economy." 

Besides  the  unproven  premise  that 
customers  want  to  download  music  at  a 
coffee  shop,  Starbucks'  fees  are  high.  It 
costs  $2  to  use  the  media  bar,  $8.99  for 
the  first  seven  songs,  and  then  99$  per 
song.  Apple  Computer  Inc.'s  iTunes  Mu- 
sic Store  charges  just  99<t  a  song,  and 
Wal-Mart  Stores  Inc.,  just  88<t. 

FAILED  EXPANSIONS 

LOMBARD  DOES  SEEM  to  sense  that 
the  media  bars  are  using  yesterday's 
technology.  With  more  investment,  the 
bars  could  become  MP3  compatible  and 
dispense  with  CD  burning  altogether,  he 
says.  Starbucks  also  could  provide  ex- 
clusive music  to  its  WiFi  customers. 
"We  fully  expect  as  digital  delivery  op- 
tions change,  so  will  we,"  he  adds. 

It  isn't  the  first  time  an  ambitious 
Starbucks  expansion  struggled.  Its 
glossy  magazine,  called  Joe,  failed  in 
1999.  In  2000,  Starbucks  killed  an  In- 
ternet lifestyle  portal,  taking  a  $20.6 
million  write-down  from  its  investment 
in  Living.com.  Starbucks  ice  cream  and 
bottled  coffee  sold  outside  Starbucks 
have  done  well,  but  Starbucks  coffee 
liqueur  got  the  company  tossed  from  so- 
cially conscious  mutual  funds. 

Investors  have  remained  muted  so  far 
because  Starbucks  is  showing  financial 
restraint.  The  cost  per  unit,  estimates 
CIBC,  is  $18,000  to  $20,000  per  store, 
making  the  bill  for  3,000  stores  about 
$57  million.  That's  a  small  sum  com- 
pared with  the  $600  million  in  total 
capital-expansion  spending  that  Star- 
bucks has  scheduled  for  fiscal  2005. 

But  more  than  dollars  and  cents  are 
at  "stake  for  Starbucks.  The  media  bars 
are  all  about  creating  the  right  atmos- 
phere in  stores,  an  ephemeral  quality 
that  executives  believe  only  lasts  if  it  is 
constantly  improved  or  at  least  fresh- 
ened up  a  bit.  The  strength  of  the  Star- 
bucks name  does  give  it  more  room 
than  some  others  to  take  risks  without 
losing  coffee  customers.  But  music 
might  not  be  Starbucks' cup  of  coffee.  ■ 
-By  Stanley  Holmes  in  Seattle 
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HENDERSON   We 

are  ready  to  go 
head-to- head 
with  the  White 
House" 


The  Left's 
Supreme  Effort 

A  coalition  of  liberal  groups  is  gearing  up 
for  the  mother  of  all  high  court  battles 


CLOSE  YOUR  EYES,  AND 
it  feels  like  the  run-up  to 
the  white-hot  2004  elec- 
tion. Liberal  interest 
groups  are  mobilizing 
armies  of  activists,  ready- 
ing hard-hitting  TV 
spots,  and  squeezing  donors  as  they  gird 
for  batde  with  George  W.  Bush  &  Co.  But 
the  stakes  in  this  Red-Blue  struggle  may 
be  higher  than  a  mere  four-year  Presi- 
dential term.  What  hangs  in  the  balance 
is  the  future  of  the  U.S.  Supreme  Court. 
In  2004,  Dems  united  under  new 
fund-raising  committees  to  best  the  GOP 
in  campaign  money  and  almost  win  the 
ground  war  in  key  states.  Building  on 
that  experience,  a  loose-knit  alliance  of 
75  civil  rights,  labor,  and  environmental 
groups  is  back  in  the  war  room— coordi- 
nating strategy,  leveraging  ad  buys,  and 
trying  to  form  a  united  front  in  the  loom- 


ing fight  to  keep  hard-line  conservative 
off  the  high  court. 

The  frail  health  of  Chief  Justia 
William  H.  Rehnquist  and  the  advance* 
age  of  other  justices  make  it  likely  tha 
President  Bush  will  soon  have  a  chano 
to  name  several  Supreme  Court  jurists 
The  liberal  opposition's  goal  is  to  blocl 
any  nominee  who  might  upend  the  sta 
tus  quo  on  civil  rights,  abortion,  privacj 
environmental  protection,  and  affirma 
tive  action.  "We  are  ready  to  go  head-to 
head  with  the  White  House,"  says  Wad< 
J.  Henderson,  executive  director  of  th- 
Leadership  Conference  on  Civil  Right 
and  co-founder  of  the  Coalition  for  a  Fai 
&  Independent  Judiciary. 

A  CABAL  OF  THEIR  OWN 

LINED  UP  AGAINST  the  White  House'  I 
judicial  point  men  (BW-Apr.  25)  are 
handful  of  liberal  warriors  with  nea 
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Introducing  data  centers  on  demand 

New  architecture  supports  power  densities  of  today...  and  tomorrow 


Hot-aisle  Ceiling  Tiles/Cable  T 


APC  solutions  that  carry 
the  'Blade-Ready' Logo 
are  designed  to  handle  tfw 
demanding  network-critical 
physical  infrastructure 
requirements  of  high-density 
blade  server  applications 


Now  you  can  quickly  deploy  a 
standard-  or  high-density  site  of  any  size 
with  scalable,  top-tier  availability. 


Part  Usable  Average 

Number  IT  Racks      kW  per  Rack 


Price         Price  to  lease 
to  buy         (36  installments) 


ISXCR1SY16K16P5   1 


ISXT240MD6R 
ISXT240MD11R 

ISXT280MD40R 
ISXT2800MD100R 


6 
11 
40 
100 


up  to  5kW 
up  to  5kW 
up  to  5kW 


s1 4,999* 
s1 49,999' 


s499" 
s4,999* 


s249,999 
up  to  5kW  "699,999 
upto5kW    s1 ,649,999'    $50,999 


s7,999" 
s2 1,999* 


All  multi-rack  configurations  feature: 

v  N+ 1  power  and  cooling 

v  Secure,  self-contained  environment 

V  Peak  capacity  of20kWper  rack 

v  Enhanced  service  package 

v  Integrated  management  software 


What  is 
data  center 
on  demand 


High  Density  Configuration 


(shown  above) 


ISXT280HD8R 


8        uptolOkW     s399,999"     s1 2,999* 


High  density  upgrades  start  at  s1 0,999 

On-site  power  generation  options  start  at  "29,999 


InfraStruXure   Manager 


Order  your  solution  today.  Call  888-289-APCC  x3421. 


Visit  today  and  receive  FREE  APC  White  Papers 

Visit  us  online  and  download  APC  White  Papers. 
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— -^j  Don't  see  the  configuration  you  need? 


Infrastructure 

DATA  CENTERS  ON  DEMAND 

Highly  available  and  manageable, 
quick-to-install.  scalable  architecture 
that  easily  supports  both  standard- 
and  high-density  applications. 

-  Up  to  20kW  a  rack  for  any 
blade  server  application 

■  Unlimited  racks 

-  Ships  in  5  days*** 

-  Installs  in  1  day*** 

-  Optional  on-site  power 
generation 

-  Raised  floor  not  required 

-  Vendor  neutral  guaranteed 
compatibility 


InfraStruXure"  can  be  purchased  as  a 
modular,  or  mobile  system 


.        Try  APC's  online  InfraStruXure  BuildOut  Tool  today  and  build  your  own  solution. 

Go  tohttpJ/promojipcxoni  and  enter  key  code  c187x  Call  888-289-APCC  x3421 


Legendary  Reliability' 


InfraStruXure "  BuildOut  Tool 


'  Prices  do  not  include  IT  equipment  and  are  subject  to  change   "  Indicative  rates  are  subject  to  market  conditions   "*  Install  and  delivery  times  may  vary 
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Government  The  Courts 


two  decades  of  experience  at  the 
barricades.  In  1987,  Henderson, 
Nan  Aron  of  the  Alliance  for  Jus- 
tice, Ralph  G.  Neas  of  People  for 
the  American  Way  (PFAW),  and  a 
few  other  current  Coalition  lead- 
ers spearheaded  the  campaign  to 
deny  former  D.C.  Court  of  Ap- 
peals Judge  Robert  Bork  a  seat 
on  the  Supreme  Court.  Their 
"  Block  Bork"  blitz  changed  the 
face  of  confirmation  politics  by 
elevating  character  issues  to  the 
same  level  as  judicial  philosophy. 
The  same  players  came  together 
again  four  years  ago  to  contest 
John  Ashcroffs  nomination  to 
lead  the  Justice  Dept.  It  lost  that 
struggle  but  vowed  to  get  better 
results  the  next  time. 

Fresh  off  a  successful  dress  re- 
hearsal—the fight  to  preserve  ju- 
dicial filibusters  in  the  Senate— 
the  Coalition  is  preparing  for  the 
big  show.  Liberals  call  the  war 
ahead  even  more  crucial  than 
Bork  or  Ashcroft.  Given  the  cur- 
rent court* s  penchant  for  5-4  opinions, 
adding  a  strong  conservative  could  tip  the 
scales  on  issues  from  limiting  abortion 
rights  to  curbing  government^ s  ability  to 
regulate  business.  "With  one  more  right- 
wing  nominee,  more  than  100  Supreme 
Court  precedents  could  be  overturned," 
Neas  thunders. 

Taking  a  page  from  anti-tax  crusader 
Grover  G.  Norquist,  who  brings  capital 
conservatives  together  for  strategy  ses- 
sions under  the  aegis  of  his  Wednesday 
Group,  the  libs  have  formed  a  cabal  of  their 
own.  The  "Friday  Group"  regularly  spills 
out  of  Hendersons  lOth-floor  conference 
room  on  K  Street  Represented  are  Estab- 


ARON  The 
Coalition 
can  quickly 
mobilize 
millions 


lishment  pillars  such  as  the  Sierra  Club, 
the  AFL-CIO,  and  the  National  Organiza- 
tion for  Women.  But  much  of  the  promise 
lies  with  dozens  of  smaller  organizations, 
including  disability-rights  groups,  the  Na- 
tional Congress  of  American  Indians,  the 
National  Council  of  Jewish  Women,  and  a 
smattering  of  university  Democratic  clubs. 
In  addition,  the  Coalition  has  assem- 
bled a  team  of  former  Clinton  Adminis- 
tration loyalists  such  as  message-meister 
Joe  Lockhart  and  claims  to  be  able  to  mo- 
bilize tens  of  millions  of  activists  in  a  mo- 
ment. Yet  for  all  of  its  efforts,  the  Coali- 
tion has  little  to  show  for  the  past  four 
years,  and  the  Supreme  Court  battle  will 


be  another  uphill  slog.  Even  the  filibus 
win  was  bittersweet  since  it  cleared 
path  for  three  of  the  most-contest 
Bush  nominees.  One  problem  is  th 
some  of  the  Dems'  top  political  playe 
are  so  far  sitting  out  the  impending  do: 
nybrook  over  the  courts.  "A  big  fight  ov 
judges  does  not  benefit  Democrats  or 
country,"  says  ex- Clinton  consigliei 
Harold  Ickes,  an  architect  of  the  Dem 
crats'  2004  campaign.  "We  just  look  1 
obstructionists." 

Yet  if  the  Senate  fight  is  any  indicatio 
the  Coalition  may  be  getting  traction 
filibuster  drive  generated  some  2  millio 
phone  calls  to  Capitol  Hill,  hundreds  t 
thousands  of  letters  to  newspapers,  an, 
more  than  1.5  million  petition  signatun 
PFAW  raised  over  $5  million,  an 
MoveOn,  the  3.4  million-member  p 
gressive  Web  organization,  collected  $1. 
million  nearly  overnight. 

The  Coalition  is  not  above  joimn 
forces  with  the  enemy  when  expedient 
preserve  the  filibuster,  Henderson  team 
up  with  economic  conservative  Stephe 
Moore  to  pen  an  opinion  piece,  and  th 
Coalition  enlisted  the  support  of  forme 
GOP  Senators  Alan  Simpson  of  Wyornin 
and  Warren  Rudman  of  New  Hampshire 
For  the  Main  Event,  the  Coalition  will  tr 
to  peel  off  business  backing  by  capitali? 
ing  on  Corporate  America's  unease  wirj 
the  evangelical  agenda. 

"All  parts  of  the  Left  benefit  from  sto] 
ping  Republican  judges,"  says  the  GOP 
Norquist,  "so  it's  the  easiest  thing  f( 
them  to  organize  around."  Easy  to  aj 
tate,  raise  money,  and  make  noise— y 
Easy  to  prevail  over  the  discipline  of 
Right?  That' s  a  different  story.   ■ 

By  Lorraine  Woelle 
with  Lee  Walczak,  in  Washingta 


Courting 
A  Fight 

These  groups  on  the 
Left  will  play  a 
pivotal  role  in  the 
anticipated  war  over 
Supreme  Court 
vacancies. 
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ALLIANCE  FOR  JUSTICE 

Nan  Aron,  president 

OPERATING  BUDGET  $5  million 

NETWORKING  The  AFJ  researches 
nominees,  runs  ads,  and  has  an 
extensive  network  of  law  school 
professors  and  students. 


N  ARAL  PRO-CHOICE  AMERICA 

Nancy  Keenan,  president 

OPERATING  BUDGET  $20  million 

WOMEN  NARAL  can  mobilize 
abortion  activists  in  27  states, 
including  the  Red  states  of  Arizona, 
Georgia,  and  Oklahoma. 


LEADERSHIP  CONFERENCE 
ON  CIVIL  RIGHTS 

Wade  Henderson,  executive  director 

BANKROLL  $3.7  million  for  the 
Supreme  Court  battle 

BLACK  POWER  The  Conference 
hosts  weekly  meetings  of  75-plus 
groups  to  share  intelligence;  can 
mobilize  activists. 

PEOPLE  FOR  THE  AMERICAN  WAY 

Ralph  Neas,  president 

OPERATING  BUDGET  $18  5  million 

OLD-LINE  LIBERALS  It  compiles 
dossiers  on  nominees  and  finances 
polls;  can  reach  out  to  some  750,000 
ground  troops. 


MOVEON  PAC 

Ben  Brandzel,  advocacy  director 

BANKROLL  Collected  some  $1.3 
million  during  the  filibuster  fight 

THE  WEB  MoveOn's  viral  marketing 
techniques  and  edgy  online  ads  can 
generate  buzz  among  its  3.4  million 
members. 


SIERRA  CLUB 

Carl  Pope,  executive  director 

OPERATING  BUDGET  $100  million 

ENVIROS  Sierra  has  65  chapters,  a 
staff  of  more  than  500,  and  decades 
of  experience  in  political  activism. 
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ragmatism  shows. 


Let's  cut  to  the  chase.  She's  tackled  multiple  Sarbanes-Oxley  engagements 
in  the  past  two  years.  Fifteen  years  of  audit  experience  before  that. 
There's  no  learning  curve.  She  knows  the  processes,  the  rules,  the 
regulations,  and  the  most  efficient  way  to  get  it  all  done.  So  does 
everyone  on  her  team.  Pragmatism  comes  from  experience  -  and  it  shows. 

www.jeffersonwells.com 

EFFERSON^ 
WELLS    ^ 


Internal  Audit  Technology  Risk  Tax  Finance  &  Accounting 
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Clear  Channel  is  pulling  apart  its 
empire  as  it  scrambles  to  compefo 
in  a  changed  media  world 

BYTOMLOWRY 


-i-i- 


THE  BROTHERS  MAYS 

CEO  Mark  (left) 
and  CFO  Randall 


T'S  A  RECENT  MONDAY  MORNING 
at  Clear  Channel  Communications 
Inc.'s  limestone  headquarters  in 
San  Antonio,  and  the  sense  of  ur- 
gency is  palpable.  Chief  Executive 
Mark  P.  Mays,  41,  in  khakis  and  a 
short-sleeved  plaid  shirt,  bounds 
o  the  office  of  his  brother,  39-year-old 
ief  Financial  Officer  Randall,  carrying 
enormous  loose-leaf  notebook.  On  one 
11  hang  framed  vintage  posters  from 
lling  Stones,  Led  Zeppelin,  and  Johnny 
;h  concerts.  A  large  window  looks  out 
o  a  parched  golf  course,  while  inside 
air-conditioned  office  a  putter  and  golf 
Is  litter  the  carpet.  A  handheld  receiver 
getting  rival  XM  Satellite  Radio  flickers 
ts  charger  like  an  irritating  reminder. 
Mark,  Randall,  and  John  T.  Tippit, 
lior  vice-president  for  strategic  devel- 
ment,  are  in  their  weekly  strategy  ses- 
n.  Huddled  over  notebooks  filled  with 
ployee  suggestions,  the  Texas-raised 
League  MB  As  gather,  as  they  do  each 
mday,  to  plot  their  course  in  the  light- 
lg-fast  world  of  media.  In  the  1990s  it 
s  all  about  hobnobbing  with  invest- 
nt  bankers  and  getting  the  numbers 
ht  to  pull  off  one  of  the  most  rapid  in- 
stry  rollups  in  history.  But  once  the 
lyses  completed  their  quest  to  become 
i  largest  player  in  radio  and  live  enter- 
nment,  running  the  enterprise  got 
y  complicated. 

Today  the  Mays  boys  may  still  be  fi- 
ncial  engineers  at  heart,  but  if  they 
nt  to  keep  Clear  Channel  successful  in 
on-demand  world,  they  will  have  to 
ickly  transform  themselves  into  entre- 
neurial  techies.  "Let's  get  moving.  I 
ve  another  meeting  in  45  minutes," 
rs  Mark.  Hungry  for  innovation,  the 
ee  begin  poring  over  some  300  pro- 
sals  winnowed  from  their  35,000  U.S. 
iployees  who  were  asked  to  pitch  ideas 
•  changing  the  company's  business  as 
al.  Among  them:  using  cell  phone  text 
;ssaging  to  promote  Clear  Channel  and 
Vi-Fi  offering.  They're  part  of  a  compa- 
wide  contest  launched  in  February.  "I 
int  to  throw  some  serious  rewards  at 
i  winners.  We  need  to  send  the  mes- 
;e  that  this  is  important,"  Mark  tells 
;  other  execs. 

It  was  only  five  years  ago  that  Clear 
annel  was  on  top  of  the  world.  The 
lyses,  led  by  their  father,  Lowry,  had 
t  together  a  dazzling  series  of  acquisi- 
ns,  making  Clear  Channel  the  compa- 
to  watch— or  get  out  of  the  way  of— in 
>dia.  Their  control  in  radio  was  such 
it  they  were  accused  of  being  mini- 
urdochs— too  powerful  and  overreach- 
with  their  political  views. 


The  company  increasingly  drew  criti- 
cism, some  of  it  harsh.  Foes  accused  Clear 
Channel  of  blacklisting  the  antiwar  Dixie 
Chicks  (the  company  has  repeatedly  de- 
nied this)  and  of  being  too  profit-hungry. 
Their  cost-saving  technique  of  voice- 
tracking  (one  disk  jockey  for  many  sta- 
tions) was  widely  decried— and  blamed 
for  nearly  causing  a  public  health  disas- 
ter. In  2002  police  in  North  Dakota  tried 
in  vain  for  90  minutes  to  reach  a  real  per- 
son at  six  Clear  Channel  stations  near  the 
town  of  Minot  to  get  the  word  out  about  a 
toxic  chemical  spill.  The  company  has 
since  retreated  from  voice -tracking:  It 
now  accounts  for  only  9%  of  all  of  its  pro- 
gramming, down  from  15%  several  years 
ago.  Once  supremely  certain  that  its  syn- 
ergies would  deliver  shareholders  to  the 
promised  land  of  fat  returns,  Clear  Chan- 
nel instead  has  spent  years  fighting  crit- 
ics, lawsuits,  and  bad  press.  It  also  faces 
two  Justice  Dept.  investigations  over  alle- 
gations of  being  anticompetitive. 

Meanwhile,  technology  was  changing 
their  world.  Consumers  became  empow- 
ered as  new  entertainment  choices,  from 
Napster  to  iPods  to  cell  phones,  lured 
people  away  from  their  radios.  The  speed 
of  technology  advances,  the  rapid  rise  of 
satellite  radio,  the  Internet  customization 
of  media— none  of  these  were  anticipat- 
ed during  Clear  Channel's  early  deal- 
making  days.  On  top  of  that,  an  ad  reces- 
sion and  the  emergence  of  new  and 
promising  outlets  for  advertisers,  such  as 
the  Internet,  helped  put  Clear  Channel's 
shares  in  the  tank.  In  the  past  year  alone, 
its  stock  is  off  25%,  to  about  $29,  even  af- 
ter the  company  bought  back  about  10% 
of  outstanding  shares  starting  in  April, 
2004.  That's  a  steep  drop  from  about 
$80  a  share  at  its  buying  peak  in  2000. 
The  formerly  cocksure  Clear  Channel  is  a 
humbled  enterprise. 

No  wonder  the  Mayses  and  their  exec- 
utives are  scrambling  to  clear  all  that  stat- 
ic. And  the  results  could  affect  the  entire 


$20  billion  U.S.  radio  industry,  particu- 
larly since  other  radio  execs  closely  watch 
dominant  Clear  Channel's  moves.  On  Apr. 
29  the  company  announced  plans  to  spin 
off  its  concert-promotion  and  live-venue 
business  to  shareholders  and  offer  10%  of 
its  billboard  business  in  an  initial  public 
offering.  The  plan  mirrored  the  current 
vogue  among  media  conglomerates- 
splitting  apart  to  try  to  unlock  hidden  val- 
ue in  their  many  assets.  Some  observers, 
though,  viewed  the  Clear  Channel 
breakup  plan,  first  discussed  by  its  board 
18  months  ago,  as  an  acknowledgement 
that  putting  all  the  businesses  under  one 
roof  was  a  failure.  "They  just  couldn't 
make  it  work,"  says  Merrill  Lynch  &  Co. 
radio  analyst  Laraine  Mancini.  "They  ran 
the  business  too  much  for  short-term 
gains  and  not  enough  for  long-term 
health."  Mancini  figures  the  spin-off,  the 
IPO,  and  a  one-time  $3  dividend  could 
boost  total  shareholder  value  by  20%. 

PROGRAMMING  SHIFT 

BEYOND  THE  DISMANTLING,  the  $9.4 
billion-a-year  Clear  Channel  is  draping  it- 
self in  new  media  offerings.  It's  launching 
digital  radio  channels  and  podcasting  and 
developing  more  exclusive  content  for  ra- 
dio station  Web  sites.  The  goal  is  to  find 
ways  to  deliver  what's  essentially  a  five,  lo- 
cal medium  to  a  borderless,  timeless  cy- 
berworld.  Mark  says  he  has  had  talks  with 
Apple  Computer  CEO  Steven  R  Jobs,  Mi- 
crosoft CEO  Steven  A.  Ballmer,  and  Yahoo! 
CEO  Terry  S.  Semel  about  ways  their  com- 
panies might  use  Clear  Channel  content. 
Clear  Channel  is  also  hellbent  on  winning 
back  some  of  the  status  it  has  lost  to  satel- 
lite newcomers  XM  and  Sirius  by  signing 
big  names  to  host  their  own  shows,  in- 
cluding Donald  Trump  and  Jesse  Jackson. 
And  Harry  Thomason,  a  Hollywood  direc- 
tor and  longtime  friend  of  Bill  Clinton's, 
confirmed  to  BusinessWeek  that  Clear 
Channel  has  had  talks  with  the  former 
President  about  his  own  show.  "There's 


[The  spin-offs]  will  be  the 
best  of  both  worlds"  says 
Mark  "These  businesses 
will  be  able  to  grow  much 
faster,  and  we  will  still  have 
relationships  with  them.55 
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A  Giant  Is 


Five  years  ago,  Clear 
Channel  was  on  top  of 
the  world  after  a  series 
of  rapid  acquisitions. 
Today  the  radio  colossus 
faces  huge  challenges 
internally  and  in  the 
marketplace.  What 
happened?  A 
few  critical  milestones: 


2.9%vs. 
25% 

Estimated  ad  spending  growth  on 
radio  in  2005  compared  to  the  Web 
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Number  of  fewer  hours 

people  spend  listening  to  radio  a 

week,  vs.  10  years  ago 


tives... 


27% 


Share  of  12-  to  17-year-olds  who 

own  an  iPod  or  other  portable 

MP3  player 


300  million 

Number  of  cell  phones  by  2007  that 
will  be  abie  to  play  and  store  music 

-25% 

Clear  Channel's  stock  performance 
in  the  past  year 


Mt  Edison  Medu  Research.  Merrill  Lynch  &  Co.. 
company  r.  (v  1s.  Strategy  Analytcs,  Arbitral 
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definitely  a  place  for  the  for- 
mer President  on  radio  at 
some  point,"  says  Thomason. 

In  hopes  of  increasing 
traffic  to  its  radio  Web  sites,  a 
new  feature  called  Stripped, 
which  debuted  on  May  24, 
offers  exclusive  performance 
footage  and  interviews.  The 
first  segment  features  popu- 
lar new  singer  John  Legend 
on  125  sites,  spiking  Web  traffic  in  cities 
such  as  Philadelphia,  San  Francisco,  and 
Phoenix.  Search  engine  Ask  Jeeves  Inc. 
signed  on  as  a  sponsor.  To  inject  a  bit  of 
hip,  the  company  in  the  past  year  brought 
in  35-year-old  Internet  guru  Evan  Harri- 
son, former  head  of  AOL  Music,  among 
other  new  young  hires. 

Clear  Channel  execs  now  refer  to  their 
" incubators"  when  discussing  new  proj- 
ects, and  Mark  says  the  company  is  "less 
radiocentric  and  more  listener-centric. 
What  we  do  best  is  deliver  an  enormous 
amount  of  local  content  We  should  be  able 
to  deliver  that  in  alternative  ways."  At  a 
confab  of  more  than  300  Clear  Channel 
program  directors  in  Atlanta  on  June  6,  ra- 
dio division  CEO  John  Hogan's  message  to 
his  troops  was:  "Radio  is  more  than  tall 
towers  in  big  fields.  We  can  no  longer  be 
limited  to  a  singular  distribution  method." 

But  despite  the  new  rallying  cries,  flash- 
es of  the  old,  bumbling  Clear  Channel 
shine  through.  In  the  too-clever-by-half 
category,  it  hoped  to  create  buzz  about  an 
Akron  station  format  change  from  sports 
to  progressive  talk  last  month  by  starting 
a  critical  Web  site  blasting  the  corporati- 
zation  of  radio.  Problem  was,  listeners 
sensed  the  company's  fingerprints  on  the 
ersatz  opposition,  and  a  second  wave  of 
criticism  hit— this  one  in  the  form  of  hate 
e-mails  and  a  torrent  of  anti-Clear  Chan- 
nel blogging. 

It's  a  far  cry  from 
1972,  when  Mark  and 
Randall's  dad,  L.  Lowry 
Mays,  now  69,  bought 
his  first  radio  station  in 
San  Antonio  with  friend 
and  car  dealer  B.J.  "Red" 
McCombs,  who  went  on 
to  own  the  Minnesota 
Vikings.  Lowry  was  the 
epitome  of  the  tall, 
tough,  self-made  Texas 
businessman.  Over  the 
next  30  years,  he  bought 
station  after  station- 
about  70  radio  compa- 
nies in  all— many  after 
1996,  when  Congress 
lifted  radio  regulation. 


To  woo  back 
listeners, 
ads  are  now 
30  seconds 
instead  of  60 
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He  also  bought  TV  stfic 
and  moved  into  bill  ; 
and,  eventually,  live  it 
tainment.  Today, 
Channel  owns  1,200 1 
dio  stations  (of  the  1 
commercial  stations  o|r 
ing  in  the  U.S.),  40  T  s 
tions,  104  concert  hall  a 
amphitheaters,  and  82  3 
outdoor  displays  worl  i 
The  company's  concert-promotion  lu 
ness  is  the  biggest  in  the  U.S.  Oft 
tours  of  the  Rolling  Stones  and  I  t 
their  roster. 

The  elder  Mays  has  played  a  less  p 
role  in  running  the  company  of  lattjl; 
year  he  had  brain  surgery  to  relieve  i 
sure  from  a  blood  clot  He  was  wheelja 
bound,  but  after  months  of  rehab,  t 
foot-2-inch  rancher  is  walking  with  a  u 
He's  at  the  office  several  times  a  wee\  t 
it  is  Mark's  and  Randall's  show,  c 
brothers  have  large  families— Mark  h 
kids;  Randall  has  four.  They  see  eacl  t 
er  mostly  at  the  office  and  say  they  h  < 
close  working  relationship.  "What  yc  s 
with  us  is  what  you  get.  There  are  n(  i 
den  agendas  between  us,"  says  Ranc  1 
former  investment  banker  at  Gold  a 
Sachs  &  Co.  who  came  home  from 
York  to  work  in  the  business  in  1992 
old  firm  is  handling  the  restructi 
Mark  has  a  Texas  folksiness,  affablt  \\ 
back-slapping,  while  Randall  is  mor, 
served.  Mark  jokes  that  "he's  the  s 
one.  I'm  the  good-looking  one."  Dead 
Randall:  "I'm  not  sure  what's  better.' 


SCATTERED  AUDIENCE 

THE  MAYSES  KNOW  their  core  i 
business  faces  critical  times.  More 
200  million  Americans  tune  in  to  rad 
least  once  a  week,  but  they're  spen : 
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Progressive  thinking  can  set  the  pace  for  extraordinary  change.  In  Qatar  it  has  swept  across  the  entire  nation. 
What  was  once  a  vision  has  now  found  its  way  to  implementation. Today,  Qatar  is  proud  to  unveil  the  new  Qatar 
Financial  Centre.  A  gateway  to  one  of  the  world's  wealthiest  economies,  at  the  threshold  of  a  new  era.  Built  on 
choice,  an  open  mindset  and  world-class  credibility.  It's  your  strategic  business  hub  of  the  future,  and  it's  open 
for  business. 

www.qfc.com.qa 
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Facing  intense  competition 
from  a  slew  of  new 
entertainment  choices, 
Clear  Channel  aims  to 
develop  new  products, 
services,  and  strategies. 
The  priorities: 

Digital  signals  create  two 
to  three  extra-high-quality  sound 
channels  per  existing  station,  enabling 
the  company  to  multicast  with 
targeted  programming,  similar  to 
satellite  radio.  (But  consumers  must 
buy  a  pricey  HD  receiver  to  get  them.) 

Some  syndicated 
shows,  such  as  Rush  Limbaugh  and 
Coast  to  Coast, 
will  be  available 
for  download  on 
computers  or 
MP3  players. 
Prank  phone 
calls  made  by 
New  York  deejay 
Elvis  Duran  during  his  Morning  Zoo 
show  will  be  available,  too. 

Streamed  programming  is 
offered  on  350  of  Clear  Channel's 
radio  station 
Web  sites. 
Stripped, 
launched  on 
May  24,  features 
short  videos 
of  artists 
performing  in  a 
studio,  followed  by  interviews.  Singer 
John  Legend  kicked  off  the  new  service. 

Responding  to 
complaints  about  ad  clutter,  ad  time 
during  a  typical  radio  hour  has  been 
reduced  by  about  20%. 

The  company  is  converting 
lots  of  stations,  changing  more  than 
30  to  Hispanic  formats,  including 
Hurban  (Hispanic  urban).  FM  talk  is 
hot,  too. 

-     it's  in  talks  with  all  of  the 
wireless  carriers  about  providing 
custom  programming  to  cell-phone 
users.  Clear  Channel  is  also  supplying 
traffic  info  for  an  in-car  navigation 
system  and  programming  for  a 
sport  om  Microsoft. 
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much  less  time  listening—      A  l^pv  QlTTl  * 
about  three  fewer  hours  a    rx  1S^J  cU111«  # 

Programming 
that  is  more 
local  and  less 
generic 


week  per  listener  than  1(X 
years  ago,  says  Arbitron 
Inc.  And  Clear  Channel's 
growth  rate  for  annual  rev- 
enue, which  hit  20%  dur- 
ing the  acquisitions,  is  pro- 
jected to  be  just  4%  over 
the  next  five  years,  accord-    ^™^^^™ 
ing  to  a  report  by  Morn- 
ingstar  Inc.  New  growth  will  come  from 
reaching  new  listeners,  say  execs.  "There's 
not  a  lot  of  ideas  we  aren't  thinking 
about,"  says  Randall,  sipping  green  tea. 

Part  of  that  has  meant  giving  more  lati- 
tude to  executives  such  as  31-year-old  Sean 
Compton,  vice-president  for  radio  pro- 
gramming. As  dozens  of  new  digital  radio 
channels  are  created— so-called  HD  Ra- 
dio—Compton  and  his  team  will  develop 
programming  for  those  channels.  New 
technology  is  allowing  radio  stations  to  of- 
fer digital  and  analog  signals  on  the  same 
frequency.  That  will  enable  them  to  offer 
two  to  three  extra  channels  per  existing 
station.  Listeners  can  get  these  new  chan- 
nels only  with  a  digital  receiver,  for  which 
the  lowest  prices  are  about  $250  now. 
Clear  Channel  is  busy  converting  1,000  of 
its  stations  to  digital,  which  could  mean  up 
to  3,000  more  channels  to  program.  It's  a 
serious  response,  Compton  believes,  to  the 
specific  channel  formats  on  competing 
satellite  radio.  "Radio  will  outlast  the  oth- 
er guys,"  says  Compton,  the  son  of  a 
Cincinnati  deejay.  "It  always  has." 

INTERNET  VS.  SATELLITE 

THEN  THERE'S  Jeff  Littlejohn,  a  39-year- 
old  former  radio  engineer,  who  oversees 
research  and  development  "skunk 
works"  operations  in  Cincinnati  and 
Ogallala,  Neb.  He's  working  on  customiz- 
ing Clear  Channel  content  for  subscrip- 
tions on  cell  phones  and  pushing  into 
wireless  broadband.  "We  have  lots  of  tow- 
ers, billboards,  lots  of  ways  to  build  out  a 


[wireless]  network  to 
the  Internet  in  your  c| 
he  says.  Adds  Sean 
vice-president  for  ml 
and  programming  at  I 
sultant  Edison  Media  I 
search:   "The  one 
that  could  interrupt  s;| 
lite  radio's  trajectory 
■  new  product  is  Intel 

radio  in  the  car." 
More  immediately,  Clear  Channel  is  I 
ing  to  rectify  a  longtime  listener  grir| 
that  it  airs  too  many  ads.  To  boost 
enues,  the  company  once  ran  16  minil 
of  ads  an  hour  on  average.  But,  "we'rl 
changing  times  in  every  medium,  and  j 
teners  have  learned  to  be  impatient  \ 
cause  of  the  Internet  and  shorter  ad:-| 
TV,"  says  radio  ad  buyer  Natalie  S\ 
Stone  of  OMD  USA. 

So  six  months  ago,  Clear  Channel  1 
ly  decided  to  cut  its  ad  time  and  redj 
the  length  of  spots  from  60  seconds  to  J 
The   short-term   result:    less   rever 
which  worries  Wall  Street.  But  execs  | 
lieve  fewer  and  shorter  ads  will  win 
listeners,  boost  ratings,  and  in  turn  11 
to  higher  ad  rates.  There  isn't  enoi 
data  yet  to  show  that  the  "less  is  mc 
initiative  is  working,  but  Mark  Mays  pj 
ects  that  shorter  ads  will  eventually  d 
an  audience  that's  30%  larger.  "Lister  j 
clearly  love  the  change,"  he  says. 

Also  facing  greater  scrutiny  in  the  r  j 
term  is  Clear  Channel's  planned  split 
Industry  watchers  first  viewed  the  srl 
offs  as  part  of  the  media  strategy  du  jcj 
following  Viacom  Inc.'s  announcemer 
March  that  it  plans  to  cleave  itself  in  I 
and  John  C.  Malone's  proposal  to  spinj 
a  50%  stake  in  Discovery  Networks 
Liberty  Media  Corp.  But  Mays  says  I 
was  no  copycat  decision— the  board  of| 
rectors  had  already  been  mulling 
move.  "This  will  be  the  best  of  b| 
worlds,"  says  Mark.  "These  businesl 
will  be  able  to  grow  much  faster,  and 


SET  FOR  SPIN-OFF  The 

concert-promotion 
business  currently 
includes  the  Rolling 
Stones  and  U2 
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EVERY  2005  FORD  EXPLORER  IS  EQUIPPED 
WITH  NEW  ROLL  STABILITY  CONTROL" 

Inside  every  2005  Ford  Explorer  is  a  gyrochip 
sensor  that  constantly  monitors  vehicle  motion 
lt?s  there  to  help  keep  all  four  wheels  firmly 
planted.  RSC*  is  an  amazing  new  technology. 
And  Explorer  is  the  only  SUV  that  has  it.**  At 
Ford,  we  Ye  always  thinking  of  ways  to  help 
make  you  safer.  For  more  information,  visit 
fordvehicles.com  or  call  1-800-301-7430. 
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y  EXPLORER 

Built  for  the  road  ahead. 

Media  Radio 


will  still  have  relationships  with  them." 
From  the  beginning,  Wall  Street  never 
much  liked  the  live-entertainment  busi- 
ness, for  which  Clear  Channel  paid  a  hefty 
$4.4  billion  in  2000  in  a  deal  for  Robert 
Sillerman's  SFX  Entertainment  Inc.  Pro- 
moting concerts  and  owning  venues  was 
supposed  to  be  a  good  fit  with  radio: 
Shows  could  be  promoted  with  on-air  ads, 
and  radio  stations  could  woo  listeners  at 
concerts.  But  the  payoff  never  material- 
ized. The  entertainment  business  ac- 
counts for  about  29%  of  Clear  Channel's 
revenue  but  only  6%  of  cash  flow,  with 
margins  in  single  digits,  vs.  upwards  of 
40%  for  radio. 

Still,  Mark  insists  that  buying  into  en- 
tertainment wasn't  a  mistake,  adding 
that  it  helped  create  important  relation- 


ADVERTISING 


ships  in  the  business. 
"What  we  learned  is  that 
there  were  a  lot  of  misper^ 
ceptions  in  the  market," 
he  says.  "We  were  a  little 
naive  to  think  the  facts 
would  simply  speak  for 
themselves."  Many  in-  ■■ 
vestors  would  argue  that 
the  facts  have  spoken. 

Clear  Channel  hopes  to  get  Securities 
&  Exchange  Commission  and  IRS  ap- 
provals for  its  restructuring  in  the  next 
few  months  and  wrap  the  deals  up  by 
yearend.  If  Wall  Street  didn't  like  Clear 
Channel's  entertainment  business,  it  has 
been  cool  to  its  restructuring,  too.  The 
stock  is  down  several  dollars  a  share  from 
$32  on  the  day  the  plans  were  an- 


Wall  Street  is 
not  impressed 
with  the 
breakup  plan 


What's  In-Your-Face  and 
TiVo-Proof  ?  LED  Billboards 


If  you  find  yourself  stuck  in  traffic  in 
Cleveland  this  summer  and  staring  out 
the  window  in  a  daydream,  don't  be 
alarmed  if  a  billboard  suddenly  comes 
alive.  That's  right,  a  little  bit  of  Times 
Square  is  descending  on  the  Buckeye  State. 

On  July  1,  Clear  Channel  Outdoor  is 
launching  a  trial  with  seven  giant  electronic 
billboards  around  Cleveland  that  will 
change  their  advertisements  dozens  of 
times  a  day.  All  the  boards  cost  about  $3 
million  collectively,  but  Clear  Channel 
believes  the  investment  will  be  well  worth 
it.  The  state-of-the-art  light-emitting-diode 
(LED)  displays  are  sparking  something  of  a 
revolution  in  the  industry:  Suddenly, 
advertisers  will  be  buying  time,  not  space. 
And  in  doing  so,  they'll  be  giving  other  local 
media,  from  the  newspapers  to  Clear 
Channel's  own  radio  and  TV  stations,  a 
serious  competitive  challenge.  Boasts 
Michael  Hudes,  executive  vice-president 
for  corporate  development  at  Clear 
Channel  Outdoor:  "We  will  deliver  an 
audience  each  day  that  is  greater  than  the 
number  reading  Cleveland's  Plain  Dealer." 
"With  the  changeable  billboards,  car 
dealers,  banks,  and  department  stores  will 
have  more  control  over  their  messages  and 
their  timing.  Let's  say  department  store 
Dillard's  finds  that  certain  items  aren't 
moving  and  wants  to  hold  a  clearance  sale 
for  the  coming  weekend.  It  can  dial  up 


Clear  Channel  and  get  the  message  out  on 
the  boards  ahead  of  the  sale.  "Billboards 
are  the  only  medium  out  there  you  can't 
avoid,"  says  Clear  Channel  Outdoor  CEO 
Paul  Meyer.  "And  the  new  technology  is 


DRIVING  FORCE  Clear  Channel  sells  Cleveland 


about  to  transform  our  business."  Clear 
Channel  Outdoor  last  year  reported 
revenues  of  $2.4  billion. 

Buying  slots  of  time— or  "day-parts"— on 
a  billboard,  combined  with  more  precise 
measurement  systems  for  billboard 
audiences,  could  spell  real  trouble  for  other 
media  that  rely  on  local  advertising.  "It 
would  be  silly  not  to  be  concerned,"  says 


nounced.  Bear,  Stear 
Co.  analyst  Victor  M 
for     one,    thinks 
Channel  should  focu 
buying  back  share? 
the  entertainment  bi. 
third   party   rather 
spinning  it  off,  and  < 
ing  more  than  10%  c  : 
billboard  business  to  shareholders  ( 
Back  in  San  Antonio,  between  pi 
jet  hops  across  the  country  to  meet 
bankers,  other  media  execs,  and  em 
ees,  the  Mays  brothers  huddle  yet  ag; 
choose  10  winning  suggestions  fro 
workforce.  "Who  knows  what  idea 
change  the  game  for  us?"  says  Mark 
ken  like  a  man  who  no  longer  taki 
thing  for  granted.  ■ 


Rich  Medeiros,  director  of  advertising  for  t 
Plain  Dealer,  which  has  a  daily  circulation 
365,000,  "but  I  am  confident  we  can 
withstand  this  threat,  especially  since  our 
print  and  online  editions  reach  1.3  million 
people  on  any  given  day." 

Others  in  the  lucrative  outdoor-ad 
business  are  also  rolling  out  digital 
technologies.  Viacom  Outdoor,  JCDecau 
and  LaMar  Advertising  have  all  begun  to 
test  LEDs.  But  Clear  Channel  is  boldly 
pulling  away  from  the  pack.  Until  now, 
major  advertisers  tended  not  to  include 
outdoor  displays  in  their  budgets.  "Then 
wasn't  a  whole  lot  of  flexibility,"  sa 
Jack  Sullivan,  an  outdoor  ad  buye 
for  Starcom  Worldwide.  "You  mad 
buy,  and  you  were  stuck  on  the 
billboard  for  30  days."  The  Clear 
Channel  boards  in  Cleveland 
can  change  static  messages  ever 
eight  seconds. 

Indeed,  as  the  potential  sinks  i 
with  marketers,  U.S.  spending  on 
out-of-home  advertising,  ranging 
from  billboards  to  bus  shelters,  is 
expected  to  grow  26%  by  2008,  t 
$7.1  billion,  according  to 
PricewaterhouseCoopers.  Numb< 
like  those  are  leading  Clear  Chan 
execs  to  hold  on  to  the  lion's  sharlif 
the  outdoor  unit,  earmarking  onl; 
10%  of  it  for  an  initial  public  offer 
slated  for  later  this  year. 

Nobody  likes  being  stuck  in  a  traffic  \z 
but  Clear  Channel  executives  are  coming 
love  them.  "Hey,  traffic  is  a  good  thing, 
quips  Clear  Channel  Communications  lr 
CEO  Mark  Mays.  "People  listen  to  more 
radio,  and  they  have  more  time  to  look  a 
billboards."  Now  that's  a  captive  audienc 
-By  Tom  Lowry  in  San  A, 
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When  forest  products 
are  your  business, 


planting  1 .7  million  trees  every  day 
is  a  smart  investment. 


The  Sustainable  Forestry  Initiative®  program  is  dedicated  to  the  future 

of  the  nation's  forests,  as  well  as  the  challenge  of  preserving  rare  and  endangered 

forests  around  the  world.    Respect  for  nature  and  sound  business  practices 

are  integrated  to  the  benefit  of  the  environment,  landowners,  shareholders,  customers 

and  the  people  they  serve.   And  that  allows  us  to  meet  the  demand  for  wood 

and  paper  products,  while  helping  to  ensure  our  forests  will  be  around  forever. 


(8)  SUSTAINABLE  FORESTRY  INITIATIVE 

Growing  Tomorrow's  Forests  Today* 

www.aboutsfi.org 


potential.  Our  passion. 
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Microsoft  offers  CRM  software 
•rhai'S  as  cost-cfteoii\/t  a*  it  is 
easy  to  ust- 
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(table  CRM  software  solution  earns  its  keep  faster.  Now  get  a  free  business 
"nt  that  helps  show  you  how  powerful  sales,  customer  support,  marketing 
bn,  and  mobility  tools  can  yield  more  profitable  customer  relationships 
king  the  bank. 

iur  free  business  assessment  from  a  Microsoft  Certified  Partner, 
|s-assessment.com/crm  or  call  1-800-498-1494. 
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Financial  Management 

Customer  Relationship  Management 

Supply  Chain  Management 
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4  THE  POWER  OF  US  More  than  abillion  people 
e  online.  Now  they  are  starting  to  assert  their  strength. 


7  WORKLIFE  Once  limited  to 
t-setting  CEOs  and  on-the-go 
despeople,  mobile  computing 
coming  to  the  masses 

1  THE  NET  Small  biz  means  bij 
icks  for  Web  advertisers.  Thatfs 
here  Google,  Yahoo!,  and  the  Yellow 
iges  come  in 

YELLOW  PAGES.COM  Two  Baby 
ells  hope  to  make  one  big  noise  as 
ley  umte  to  take  the  venerable  phone 
x)k  online 

HARDWARE  "Virtualization"-new 
chnology  for  managing  servers  and 
orage— will  transform  corporate 
>mputing 


102  TAIWAN  Hon  Hai  makes 
everything  from  tiny  components  to 
finished  products.  Hey,  Flextronics- 
check  your  rearview 

106  TELECOM  Vonage  leads  the 
sizzling  Net  telephone  sector.  But  now 
the  heavyweights  are  breathing  down 
its  neck 

108  MICROCHIPS  To  keep  up  with 
Moore's  Law,  which  maintains  that  chip 
speed  doubles  every  18  months, 
chipmakers  are  trying  some  new  tricks 

110  WHERE  ARE  THEY  NOW?  Why 
some  recent  highfliers  are  absent  this 
year— and  how  they  plan  to  stage 
comebacks 


12  THE  INFO  TECH  100  BusinessWee^srankmg 
f  the  top  performing  companies  in  the  industry 
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TRAINING 

LEGO  fans  had  a 
say  in  designing  its 
Santa  Fe  Super  Chief 


Mass  collaboration 
on      Z  is 

shaking  up  business 


BY  ROBERT  D.  HOF 


HE  35  EMPLOYEES  AT  MEIOSYS  INC.,  A 
software  firm  in  Palo  Alto,  Calif.,  didn't  know 
they  were  joining  a  gang  of  telecom-industry 
marauders.  They  just  wanted  to  save  a  few 
bucks.  Last  year  they  began  using  Skype,  a 
program  that  lets  them  make  free  calls  over 
the  Internet,  with  better  sound  quality  than 
regular  phones,  using  headsets  connected  to 
their  PCs.  Callers  simply  click  on  a  name  in 
their  Skype  contact  lists,  and  if  the  person  is 
there,  they  connect  and  talk  just  like  on  a  regular  phone  call.  "Bet- 
ter quality  at  no  cost,"  exults  Meiosys  Chief  Executive  Jason  Don- 
ahue. Poof!  Almost  90%  of  his  firm's  $2,000  monthly  long-dis- 
tance phone  bill  has  vanished.  With  41  million  people  now  using 
Skype,  plus  150,000  more  each  day,  it's  no  wonder  AT&T  and  MCI 
Inc.  are  hanging  it  up. 

How  can  a  tiny  European  upstart  like  Skype  Technologies  S  A. 
do  a  number  on  a  trillion- dollar  industry?  By  dialing  up  a  vast, 
hidden  resource:  its  own  users.  Skype,  the  newest  creation  from 
the  same  folks  whose  popular  file-sharing  software  Kazaa 
freaked  out  record  execs,  also  lets  people  share  their  resources— 
legally.  When  users  fire  up  Skype,  they  automatically  allow  their 
spare  computing  power  and  Net  connections  to  be  borrowed  by 
the  Skype  network,  which  uses  that  collective  resource  to  route 
others'  calls.  The  result:  a  self-sustaining  phone  system  that  re- 
quires no  central  capital  investment— just  the  willingness  of  its 
users  to  share.  Says  Skype  CEO  Niklas  Zennstrom:  "It's  almost 
like  an  organism." 

A  big,  hairy,  monstrous  organism,  that  is.  The  nearly  1  billion 
people  online  worldwide— along  with  their  shared  knowledge,  so- 
cial contacts,  online  reputations,  computing  power,  and  more— are 
rapidly  becoming  a  collective  force  of  unprecedented  power.  For 
the  first  time  in  human  history,  mass  cooperation  across  time  and 
space  is  suddenly  economical.  "There's  a  fundamental  shift  in 
power  happening,"  says  Pierre  M.  Omidyar,  founder  and  chair- 
man of  the  online  marketplace  eBay  Inc.  "Everywhere,  people  are 
getting  together  and,  using  the  Internet,  disrupting  whatever  ac- 
tivities they're  involved  in." 


Collective  Clamor 


BEHOLD  THE  POWER  OF  US.  It's  the  force  behind  the  collective 
clamor  of  Weblogs  that  felled  CBS  anchorman  Dan  Rather  and 
rocked  the  media  establishment.  Global  crowds  of  open-source 
Linux  programmers  are  giving  even  mighty  Microsoft  Corp.  fits. 
Virtual  supercomputers,  stitched  together  from  millions  of  volun- 
teers' PCs,  are  helping  predict  global  climate  change,  analyze  ge- 
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netic  diseases,  and  find  new  planets  and  stars.  One  investment- 
management  firm,  Marketocracy  Inc.,  even  runs  a  sort  of  stock 
market  rotisserie  league  for  70,000  virtual  traders.  It  skims  the 
cream  of  the  best-performing  portfolios  to  buy  and  sell  real 
stocks  for  its  $60  million  mutual  fund. 

Although  tech  companies  may  be  leading  the  way,  their  ef- 
forts are  shaking  up  other  industries,  including  entertainment, 
publishing,  and  advertising.  Hollywood  is  under  full-scale  as- 
sault by  100  million  people  sharing  songs  and  movies  online  via 
programs  such  as  Kazaa  and  BitTorrent.  The  situation  is  the 
same  with  ad-supported  media:  Google  Inc.'s  ace  search  engine 
essentially  polls  the  collective  judgments  of  millions  of  Web 
page  creators  to  determine  the  most  relevant  search  results.  In 


THE  ASCENT  OF 
THE  INTERNET 

Decades  after  its  birth,  the  Net  is  finally 
blossoming  into  a  uniquely  social  medium 


ONE-TO-ONE 

Starting  in  the  1980s, 
e-mail  became  the  first 
popular  application  on  the 
Internet.  Best  for 
connecting  two  people, 
just  like  traditional  mail,  it 
nas  suffered  with  the 
advent  of  widespread 
spam. 
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ONE-TO-MANY 

With  the  emergence  of  the 
Web  browser  in  1993,  the 
World  Wide  Web 
developed  into  a 
broadcast  medium.  But 
television  still  plays  that 
game  much  better. 


MANY-TO-MANY 

File-sharing,  blogs,  and 
social  networking  services 
are  connecting  masses  of 
people  simultaneously. 
Their  collective  efforts  are 
spawning  new  services, 
including  online 
encyclopedia  V/kipedia 
andfree  Net  phone 
network  Skype. 


the  process,  it  has  created  a  multibilhon-dollar  market  fo  s 
pertargeted  ads  that's  drawing  money  from  magazine  di 
ads  and  newspaper  classifieds. 

Most  telling,  traditional  companies,  from  Procter  &  Ga: 
Co.  to  Dow  Chemical  Co.,  are  beginning  to  flock  to  the  vi 
commons,  too.  The  potential  benefits  are  enormous.  If  i 
panies  can  open  themselves  up  to  contributions  from  er 
siastic  customers  and  partners,  that  should  help  them  c 
products  and  services  raster,  with  fewer  duds— and  at  far 
er  cost,  with  far  less  risk.  LEGO  Group  uses  the  Net  to  id 
fy  and  rally  its  most  enthusiastic  customers  to  help  it  dt 
and  market  more  effectively.  Eli  Lilly  &  Co.,  Hewlett-Pac 
Co.,  and  others  are  running  "prediction  markets"  that  ex 
collective  wisdom  from  online  crowds,  which  help  g. 
whether  the  government  will  approve  a  drug  or  how  w 
product  will  sell. 

At  the  same  time,  peer  power  presents  difficult  challe,!^- 
for  anyone  invested  in  the  status  quo.  Corporations,  t 
citadels  of  command-and-control,  may  be  in  for  the  bi^  j 
jolt.  Increasingly,  they  will  have  to  contend  with  ad  hoc  gr  g, 
of  customers  who  have  the  power  to  join  forces  online  tt  ^ 
what  they  want.  Indeed,  customers  are  creating  what 
want  themselves— designing  their  own  software  with  ,w 
leagues,  for  instance,  and  declaring  their  opinions  via  1 
instead  of  waiting  for  newspapers  to  print  their  letters.  - 
the  democratization  of  industry,"  says  C.K.  Prahalad,  a  'K 
versity  of  Michigan  Stephen  M.  Ross  School  of  Business' 
fessor  and  co-author  of  the  2004  book  The  Future  of  Com  | 
tion:  Co-Creating  Unique  Value  with  Customers.  "We  are  se  ,: 
the  emergence  of  an  economy  of  the  people,  by  the  people 
the  people." 
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Peer  Production 
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THAT  SUGGESTS  EVEN  MORE  sweeping  changes  to  c 
Howard  Rheingold,  author  of  Smart  Mobs:  The  Next  Social 
olution,  sees  a  common  thread  in  such  disparate  innovatio 
the  Internet,  mobile  devices,  and  the  feedback  system  on  t 
where  buyers  and  sellers  rate  each  other  on  each  transac 
He  thinks  they're  the  underpinnings  of  a  new  economic  o 
"These  are  like  the  stock  companies  and  liability  insurance 
made  capitalism  possible,"  suggests  Rheingold,  who's 
helping  lead  the  Cooperation  Project,  a  network  of  acade 
and  businesses  trying  to  map  the  new  landscape.  "They  t 
make  some  new  economic  system  possible." 

Perhaps  they  already  are.  Yochai  Benkler,  a  Yale  Law  St 
professor  who  studies  the  economics  of  networks,  thinks  7 
online  cooperation  is  spurring  a  new  mode  of  productioi  j  » 
yond  the  two  classic  pillars  of  economics,  the  firm  and  the 
ket.  "Peer  production,"  as  he  calls  work  such  as  open-st 
software,  file-sharing,  and  Amazon.com  Inc.'s  millions  of  |, 
tomer  product  reviews,  creates  value  with  neither  conven 
al  corporate  oversight  nor  market  incentives  such  as  payn  . 
"The  economic  role  of  social  behavior  is  increasing,"  he 
"Things  that  would  normally  just  dissipate  in  the  air  as  s 
gestures  become  economic  products." 

Indeed,  peer  production  represents  a  sea  change  in  the  e  j 
omy— at  least  when  it  comes  to  the  information  products, : 
ices,  and  content  that  increasingly  drive  economic  grc 
More  than  two  centuries  ago,  James  Watt's  steam  engine 
ered  in  the  Industrial  Revolution,  centralizing  the  meaifc 
production  in  huge,  powerful  corporations  that  had  the  ca  acr 
to  achieve  economies  of  scale.  Now  cheap  computers  and  fit-.; 
social  software  and  services— along  with  the  Internet's  ub  K* 
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J?  ,s  communications  that  make  it  easy  to  pool  those  capital  in- 
tments— are  starting  to  give  production  power  back  to  the 
>ple.  Says  Benkler:  "This  departs  radically  from  everything 

w  [  ve  seen  since  the  Industrial  Revolution." 

f  Sound  pretty  threatening  to  anyone  invested  in  the  status 
)?  You  bet.  Indeed,  as  the  title  of  Rheingold's  book  implies, 
re  could  be  a  dark  side  to  this  new  cooperative  force,  espe- 
lly  if  it  results  in  mob  rule.  Quite  often,  the  best  solution  to 
roblem  comes  from  the  sudden  flash  of  insight  from  a  soli- 

i  y  genius  such  as  Charles  Darwin  or  Albert  Einstein.  It 
uld  be  a  tragedy  if  these  folks,  sometimes  unpopular  in  their 
les,  got  lost  in  the  cooperative  crowds.  Clearly,  peer  produc- 

1  n  has  its  limits.  Almost  certainly,  it  will  never  build  railroads, 
w  wheat,  run  nuclear 
plants,   or  write 


sites  did.  The  Net  can,  like  no  other  medium,  connect  many 
people  with  many  others  at  the  same  time. 

What  sets  these  new  technologies  apart  from  those  of  the  In- 
ternet's first  generation  is  their  canny  way  of  turning  self-inter- 
est into  social  benefit— and  real  economic  value.  They  have 
what  tech -book  publisher  Tim  O'Reilly  calls  an  "architecture  of 
participation,"  so  if  s  easy  for  people  to  do  their  own  tiling:  cre- 
ate a  link  on  their  Web  site  to  another  Web  site  they  like;  rate  a 
song;  or  just  show  off  their  knowledge  with  an  online  product 
review.  Then,  those  actions  can  be  pooled  into  something  use- 
ful to  many:  the  3  billion  song  ratings  that  help  people  create 
personalized  Net  radio  stations  on  Yahoo!  Inc.  or  Amazon's  mil- 
lions of  customer-generated  product  reviews,  which  help  decide 
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"  ce  may  spread  beyond 
S:h  easily  shared  com- 
"idities  as  information, 
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iple  are  starting  to  use 
[  Net  to  pool  tangible 
''bds  as  well.  In  a  sense, 
ype  enables  people  to 

ire  computer  hard- 
'  re.  Thanks  to  the  Web's 
s  lity  to  serve  as  a  meet- 
ej;  ground  and  schedul- 
pt  coordinator,  it's  be- 

ning    economical    to 

ire  cars,  for  example. 

-vices  such  as  Zipcar 

:.  and  Flexcar  let  mem- 
( -s  use  the  Net  to  reserve 
'  e  of  a  fleet  of  autos  in 
1  nvded  cities,  almost  on 
e  nand,  for  an  hourly  fee. 
r  What's  driving  all  this 
'^etherness?  More  than 
;  ything,    an    emerging 

leration  of  Net  tech- 
'logies.    They    include 

'-sharing,  blogs,  group- 

ited  sites  called  wikis, 
:  Id  social  networking 
'^vices  such  as  MySpace 
°d  Meetup  Inc.,  which 
1  s  helped  everyone  from 
1  iward  Deaniacs  to  Eng- 

i  bulldog  owners  in 
'■w    York    form    local 

Dups.  Those  technolo- 
'•  :s  are  finally  teasing  out 
( :  Net's  unique  potential 

a  way  that  neither  e- 
■til  nor  traditional  Web 
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THE  COOPERATIVE 
CORPORATION 


Companies  are  using  Internet-powered  services  to  tap  into  the  collective  intelligence 
of  employees,  customers,  and  outsiders,  transforming  their  internal  operations 

RESEARCH 

By  making  use  of  outside  scientific  networks, 
Procter  &  Gamble  now  gets  35%  of  new 
products  from  outside  trie  company,  up  from 
20%  three  years  ago.  That  has  helped  boost 
sales  per  R&D  person  by  40%. 


HIRING 

The  networking  site  Linkedln  lets  some  2.7  million 
people  connect  to  job  or  employee  prospects 
through  trusted  friends.  About  5,500  PeopleSoft 
employees  signed  up  at  the  site  before  Oracle 
acquired  the  company. 

PRODUCTION 

Linden  Lab's  Second  Life  is  largely  built  by  the 
players,  who  collectively  spend  6,000  hours  a 
day  creating  objects  for  the  online  virtual  world. 
That's  equal  to  what  a  1,000-person  team  in  a 
conventional  game  company  would  produce. 

MARKETING 

LEGO  enlists  influential  consumers  as  online 
evangelists.  After  a  new  locomotive  kit  was 
shown  to  250  LEGO  train  fans,  their  word-of- 
mouse  helped  the  first  10,000  units  sell  out  in  10 
days  with  no  other  marketing. 

SALES 

Eli  Lilly  taps  into  the  wisdom  of  crowds  with 
"prediction  markets,"  in  which  groups  of  employees 
buy  or  sell  virtual  stock  in  various  forecasts.  In  one 
experiment,  they  predicted  the  outcome  of  drug 
trials  well  before  data  were  released. 

Data:  procter  &  Gamble  Co .  Linden  Lab.  LEGO.  Into)  Ldly&Co 
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"CITIZEN  JOURN  ALU 

Kim  Hea-Won  (left) 
writes  for  online  pape| 
OhmyNews  in  Korea 


hits  and  duds.  Exclaims  Amazon  CEO  Jeffrey  P.  Bezos:  "You  in- 
vite the  community  in,  and  you  get  all  this  help." 

It's  surprisingly  good  help,  too.  New  research  indicates  that 
cooperation,  often  organized  from  the  bottom  up,  plays  a  much 
greater  role  than  we  thought  in  everything  from  natural  phe- 
nomena like  ant  colonies  to  human  institutions  such  as  markets 
and  cities.  If  s  what  New  Yorker 
writer  James  Surowiecki,  in  his  il- 
luminating 2004  book  of  the  same 
name,  calls  "the  wisdom  of 
crowds."  Crowds  can  go  mad,  of 
course,  but  by  and  large,  it  turns 
out,  they're  smarter  at  solving 
many  problems  than  even  the 
brightest  individuals. 

The  Internet's  supreme  group-forming  capability  suggests 
the  rise  of  an  almost  spooky  group  intelligence.  Within  minutes 
of  Pope  John  Paul  IPs  death,  hundreds  of  eBay  sellers  had  post- 
ed related  products  for  sale.  Whether  it  is  responding  to  world 
events  or  new  products  such  as  Sony  Corp.'s  PSP  game  ma- 
chine, eBa/s  hive  mind  reacts  to  shifts  in  demand  much  faster 
rhan  traditional  companies  with  layers  of  management  ap- 


proval. Although  eBay  recently  has  seen  some  mature  marke 
in  the  U.S.  and  Germany  slow,  the  group  smarts  have  helps 
keep  growth  more  than  respectable,  with  gross  merchandi:| 
sales  this  year  expected  to  rise  32%,  to  $45  billion.  As  eBay  CI 
Margaret  C.  Whitman  has  noted:  "It  is  far  better  to  have 
army  of  a  million  than  a  command-and-control  system." 


If  I  can  tap  into  a  million  minds 
simultaneously,  I  may  ran  into 
one  that's  uniquely  prepared' 
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More  on  the  Power  of  Us, 
Only  at  BusinessWeek.com 


Leaders  of  the  Pack:  A  slide  show  on  the  trailblazers  harnessing 
the  collective  power  of  the  Web 

•The  eBay  Way:  It's  about  building  trust— and  it  can  work  for 
other  business  models,  says  eBay  Founder  and  Chairman  Pierre 
M.  Omidyar 

Take  a  Tour:  Click  through  our  guide  to  the  new  Web  sites  and 
services  that  are  marshaling  the  online  crowds 

Webonomics:  Yale  law  professor  Yochai  Benkler  explains  his 
notion  of  peer  production,  which  could  rewrite  economics 


BusinessWeek  online 


www.businessweek.com^o/future_of_tech 


More  companies  are  starting  to  understand  the  logic.  If  tht 
can  get  others  to  help  them  design  and  create  products,  thtl 
end  up  with  ready-made  customers— and  that  means  far  lei 
risk  in  the  tricky  business  of  creating  new  goods  and  marketl 
So  businesses  are  accessing  the  cyberswarm  to  improve  everj 
thing  from  research  and  development  to  marketing.  Say 
Alpheus  Bingham,  vice-president  for  Eli  Lilly's  e.Lilly  researcl 
unit:  "If  I  can  tap  into  a  million  minds  simultaneously,  I  m£| 
run  into  one  thaf  s  uniquely  prepared." 

Procter  &  Gamble's  $1.7  billion-a-year  R&D  operation,  for  ill 
stance,  is  taking  advantage  of  collective  online  brain  trusts  sucl 
as  Lilly  company  InnoCentive  Inc.  in  Andover,  Mass.  It's  a  nel 
work  of  80,000  independent,  self-selected  "solvers"  in  171 
countries  who  gang-tackle  research  problems  for  the  likes  (| 
Boeing  Co.,  DuPont,  and  30  other  large  companies.  One  solve 
Drew  Buschhorn,  is  a  21-year-old  chemistry  grad  student  at  1 
University  of  Indiana  at  Bloomington.  He  came  up  with  an  arl 
restoration  chemical  for  an  unnamed  company— a  compounj 
he  identified  while  helping  his  mother  dye  cloth  when  he  was  [ 
kid.  Says  InnoCentive  CEO  Darren  J.  Carroll:  "We're  trying  fcj 
the  democratization  of  science." 

And  apparently  succeeding.  More  than  a  third  of  the 
dozen  requests  P&G  has  submitted  to  InnoCentive's  networl 
have  yielded  solutions,  for  which  the  company  paid  upwards  < I 
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WORK  TOGETHER  NATURALLY. 
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hink  as  a  team.  Share  ideas.  View  and  respond  to  each  other's  feedback. 
lombine  all  sorts  of  files  into  one  compact  document.  And  get  everyone 
)n  the  same  page.  New  Acrobat  7.0.  See  how  much  more  your  team  can  do 
vith  a  free  trial  at  adobe.com/worktogetherbetter.  Better  by  Adobe. 
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$5,000  apiece.  By  using  InnoCentive  and  other  ways  of  reach- 
ing independent  talent,  P&G  has  boosted  the  number  of  new 
products  derived  from  outside  to  35%,  from  20%  three  years 
ago.  As  a  result,  sales  per  R&D  person  are  ahead  some  40%. 

The  online  masses  aren't  just  offering  up  ideas:  Sometimes 
they  all  but  become  the  entire  production  staff.  In  game  de- 
signer Linden  Lab's  Second  Life,  a  virtual  online  world,  partic- 
ipants themselves  create  just  about  everything,  from  characters 
to  buildings  to  games  that  are  played  inside  the  world.  The  45- 
person  company,  which  grossed  less  than  $5  million  last  year, 
makes  money  by  charging  players  for  virtual  land  on  which 
they  build  their  creations.  Second  Life's  25,000  players  collec- 
tively spend  6,000  hours  a  day  actively  creating  things.  Even  if 
you  assume  only  10%  of  their  work  is  any  good,  that's  still  equal 
to  a  100-person  team  at  a  traditional  game  company.  "We've 
built  a  market-based,  far  more  efficient  system  for  creating  dig- 
ital content,"  says  Linden  CEO  Philip  Rosedale. 

Likewise,  groups  online  are  starting  to  turn  marketing  from 
megaphone  to  conversation.  LEGO  Group,  for  instance, 
brought  adult  LEGO  train-set  enthusiasts  to  its  New  York  office 
to  check  out  new  designs.  "We  pooh-poohed  them  all,"  says 
Steve  Barile,  an  Intel  Corp.  engineer  and  LEGO  fan  in  Portland, 
Ore.,  who  attended.  As  a  result,  says  Jake  McKee,  LEGO's  glob- 
al community-development  manager,  "we  literally  produced 
what  they  told  us  to  produce."  The  new  locomotive,  the  "Santa 
Fe  Super  Chief  set,  was  shown  to  250  enthusiasts  in  2002,  and 
their  word-of-mouse  helped  the  first  10,000  units  sell  out  in  less 
than  two  weeks  with  no  other  marketing. 


Corporate  planners  are  even  starting  to  use  the  wisdon  I 
online  crowds  to  predict  the  future,  forecasting  profits  ap 
sales  more  precisely.  Prediction  markets  let  people  essenti'  &- 
ly  buy  shares  in  various  forecasts,  often  with  real  money.  M<  % 
famously,  they've  been  employed  in  the  University  of  low 
experimental  Iowa  Electronic  Markets  to  determine,  with 
markable  accuracy,  the  most  likely  winner  of  the  President  -  - 
election.  The  ease  of  organizing  groups  on  the  Net  has  causfF 
an  explosion  in  their  use,  says  Emile  Servan-Schreiber,  CEqpP" 
NewsFutures  Inc.,  a  consultant  that  has  run  40,000  predict  - 
markets  for  companies  and  publications. 

Mob  Mentality  t 

HEWLETT-PACKARD  CO.'S  SERVICES  DIVISION  was  havi  fo 
trouble  a  few  years  ago  with  forecasts  in  the  first  month  o  P  ; 
quarter.  So  Bernardo  A.  Huberman,  director  of  HP  Labs'  Inf<  P* 
mation  Dynamics  Lab,  set  up  a  market  with  15  finance  peoj K; 
not  normally  involved  in  such  planning.  They  bought  and  sc  tm 
virtual  stock  that  represented  a  range  of  forecasts  at,  above,  ai  n>e: ' 
below  the  official  company  forecast.  Their  collective  bets  yiei  f= 
ed  a  50%  improvement  in  operating-profit  predictability  o\  sfci 
conventional  forecasts  by  individual  managers. 

For  all  the  benefits,  Net-based  cooperation  holds  plenr 
peril  for  the  unwary.  Obviously,  not  all  crowds  are  wise.  Ev.  N-  - 
The  Wisdom  of  Crowds  author  Surowiecki  wonders  if  the  N  ^a 
connects  like-minded  people  so  well  that  it  can  amplify  grou  win; 
think.  "The  more  we  talk  to  each  other,  the  dumber  we  a  Brib) 


SHARING:  THE  NET'S  NEXT  DISRUPTION 

New  technologies  are  marshaling  the  talents,  resources,  and  dollars  of  millions  of  people  worldwide. 
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More  than  41  million  people 
use  Skype  software  to  share 
processing  power  and 
bandwidth,  allowing  them  to 
call  each  other  for  free  over 
the  Internet.  Partly  as  a 
result,  combined  2005 
revenues  of  AT&T  and  MCI  are 
expected  to  fall  by  $7.4  billion, 
or  15%. 


Coordinating  efforts  online, 
programmers  worldwide 
volunteer  on  more  than 
100,000  open-source 
projects  such  as  Linux, 
challenging  traditional 
software.  Some  52%  of 
businesses  in  a  recent  survey 
had  replaced  Microsoft's 
Windows  server  software 
with  Linux. 


The  61  million  active 
members  of  eBay  have 
created  a  new  economy  out 
of  goods  once  relegated  to 
antique  stores  and  garage 
sales.  By  rating  each  other 
on  most  transactions,  they 
have  established  a  self- 
sustaining  alternative  to 
retail  stores-and  made 
eBay  worth  $52  billion. 


The  investment 
management  firm       I 
Marketocracy  Inc.  runsfa 
sort  of  rotisserie  leagwp 
70,000  virtual  stock  tnp 
using  the  top  100  portff 
to  determine  stock  picl " 
its  $60  million  mutual 
The  jury's  out:  After  bei 
the  market  for  two  yeai 
trailed  the  S&P  500  ini 


Data.  -      3e.net  Forrester  Research  Inc .  UBS  Securities.  Thomson  Financial:  eBay  Inc.:  Marketocracy  Inc. .  BigCnampagne  LLC.  Apple  Computer  Inc.: 
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.,"  he  notes.  Groups  that  discourage  independent  thought 
lentially  could  put  a  damper  on  out-of-the-box  ideas  from 
iant  individuals.  They  can  also  become  herds  that  buy  or 
,np  stocks  on  momentum  alone.  For  that  matter,  they  can 
olve  into  lynch  mobs  and  terrorist  groups. 
\s  companies  have  learned,  the  online  hordes  can  quickly 
n  against  them.  Last  September  bike-lock  manufacturer 
ptonite  tried  to  downplay  a 
gger  video  that  showed  how  to 
n  its  bike  locks  with  a  BIC  pen. 
the  video  instantly  spread 
oss  the  Net,  forcing  the  compa- 
to  spend  more  than  $10  million 
lock  replacements. 
(To  contend  with  this  rising  peo- 


companies,  are  seizing  the  initiative  far  more  than  are  estab- 
lished businesses.  They're  transforming  industry  after  industry 
faster  than  individual  companies  can  cope  with. 

Nowhere  has  that  phenomenon  happened  faster  than  in  soft- 
ware. Collaborative  open-source  development  is  rapidly  moving 
beyond  basic  utility  software  like  Linux  to  mainstream  appli- 
cations as  well.  An  especially  eye-opening  example  is  Sugar- 


Networks  are  becoming  the 
locus  for  innovation.  Firms  are... 
more  porous  and  decentralized1 


iff 


power,  corporations  will  have 

raft  new  roles  for  themselves  and  learn  new  ways  to  operate 
jrder  to  stay  relevant.  They'll  be  unable  to  keep  secrets  for 
g  amid  the  chorus  of  online  voices,  as  Apple  Computer  Inc. 
rned  when  fan  sites  spilled  the  beans  on  unreleased  prod- 
s.  Managers  and  employees  will  have  to  learn  how  to  take  or- 
s  from  customers  more  than  from  bosses.  "Networks  are  be- 
lling the  locus  for  innovation,"  says  Stanford  University 
fessor  Walter  W.  Powell.  "Firms  are  becoming  much  more 
ous  and  decentralized." 

[Tie  challenges,  though,  go  to  show  that  we're  not  talking 
>ut  merely  a  new  capitalist  tool— at  least  not  one  that's  dona- 
ted by  big  capitalists.  Upstarts,  both  ad  hoc  groups  and  new 


five  power  is  shaking  up  the  status  quo  in  many  industries 
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;  legal  assaults 
ird  companies  and 
studios,  at  least 
llion  people  continue 
e  music  files  online, 
tly,  there  are  about 
1  songs  available 
sharing. 

MEDIA 

Reversing  the  traditional 
broadcast  model,  more  than 
53  million  Americans  have 
contributed  material  to  the 
Net,  such  as  product  reviews 
and  blog  postings.  At  least  10 
million  blogs,  some  drawing 
more  visitors  than 
mainstream  news  sites,  are 
now  read  by  32  million 
Americans. 

ADVERTISING 

Search  engine  Google 
instantly  polls  millions  of 
people  and  businesses  whose 
Web  sites  link  to  each  other, 
producing  an  entirely  new  ad 
venue  that  grossed  $3.2 
billion  last  year,  up  118%. 
That  compares  with  an  8% 
increase  in  TV  ad  spending 
and  5%  in  newspapers  and 
magazines. 

CRM  Inc.,  which  provides  an  open-source  version  of  customer- 
relationship  management  software  now  dominated  by  Siebel 
Systems  and  salesforce.com  Inc.  The  10-person  outfit' s  soft- 
ware, which  CEO  John  Roberts  calls  "the  collective  work  of 
bright  CRM  engineers  around  the  world,"  has  been  down- 
loaded more  than  235,000  times  for  free. 

The  company  makes  money  from  services  such  as  technical 
support  and  a  $40-a-month  Web-based  service,  as  well  as 
more  fully  featured  corporate  software  for  which  it  charges 
$239  per  user  per  year.  Scarcely  a  year  old,  SugarCRM  won't 
reveal  its  finances,  but  its  business  model  suggests  a  big 
change  in  how  the  software  industry  works.  "The  fact  that 

everyone  can  participate  [in 
open-source]  is  creating  a  new 
market  ecology,"  says  Kim 
Polese,  CEO  of  SpikeSource 
Inc.,  a  startup  providing  bun- 
dles of  open-source  products. 
Or,  as  Roberts  adds  brightly: 
"We're  turning  a  $10  billion 
market  space  into  a  $1  billion 
market  space." 

The  same  scary  prospect  lies 
ahead  for  other  information- 
based  industries,  such  as  enter- 
tainment, media,  and  publish- 
ing, that  are  rapidly  going 
digital.  People  are  not  only  shar- 
ing songs  and  movies— legally 
or  not— but  also  creating  con- 
tent themselves  and  building 
sizable  audiences.  The  threat 
comes  from  more  than  the  10 
million-plus  blogs.  Overall,  53 
million  Americans  have  con- 
tributed material  to  the  Net, 
from  product  reviews  to  eBay 
ratings,  according  to  the  Pew  In- 
ternet &  American  Life  Project. 
The  most  breathtaking  ex- 
ample: Wikipedia.  Some  5  mil- 
lion people  a  month  visit  the 
free  online  encyclopedia, 
whose  more  than  1.5  million 
entries  in  200  languages  by  vol- 
unteer experts  around  the 
globe  outnumber  Encyclopedia 
Britannica's  120,000,  with  sur- 
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A  DAY  AT  THE  DOG  RUN 

Meetup  helped  Englk 
bulldog  owners  find 
each  other  in  New  Yo 


prisingly  high  quality.  "Our  work  shows  how  quickly  a  tradi- 
tional proprietary  product  can  be  overtaken  by  an  open  alter- 
native," says  co-founder  Jimmy  Wales.  Unlike  Britannica, 
Wales  is  not  aiming  to  generate  much,  if  any,  revenue.  But 
"that  doesn't  mean  that  we  won't  destroy  their  business,"  he 
notes.  Britannica  spokesman  Tom  Panelas  says  sheer  volume 
of  articles  isn't  a  measure  of  quality  and  may  be  overload  for 
most  readers  and  researchers. 

Then  again,  the  cooperative  crowds  offer  a  lifeline  to  be- 
leaguered media  such  as  newspapers.  The  five-year-old  online 
paper  OhmyNews  in  South  Korea 
has  marshaled  36,000  "citizen 
journalists"  to  write  up  to  200  sto- 
ries a  day  on  everything  fnm  po- 
litical protests  to  movies.  Its  pop- 
ularity with  1  million  daily  visitors 
has  made  it  the  sixth-most  influ- 
ential media  outlet  in  Korea,  ac- 
cording to  a  national  magazine 

poll— topping  one  of  the  three  television  networks.  "It's  par- 
ticipatory journalism,"  explains  founder  Oh  Yeon  Ho,  who 
says  OhmyNews  turned  a  ]  i  ofit  last  year.  The  idea  is  starting 
to  catch  fire  in  the  U.S.,  too,  independent  citizen-media  ef- 
forts such  as  Backfence  Inc.  a;  ayosphere  and  budding  ini- 
tiatives by  E.W.  Scripps  Co.  am  hers.  The  New  York  Times 
Co.  is  also  testing  the  waters:  In .  ch,  it  bought  About.com, 
which  has  475  citizen  experts  on  i  nsumer  electronics,  per- 
sonal finance,  and  other  topics. 

Even  industries  that  traffic  in  physical  goods  are  being 
turned  upside  down  by  Net-driven  sha  ing.  In  retail,  for  in- 
stance, "consumers"  are  becoming  active  participants  in  the 
merchants  they  buy  from,  transforming  the  venerable  sugges- 
tion box  into  something  more  influential.  At  Amazon.com, 
thousands  of  volunteers  write  buyer's  guides  and  lists  of  fa- 
vorite products.  Amazon  also  lets  thousands  of  merchants,  from 
Target  Stores  to  individuals,  sell  on  Amazon  pages. 

What's  more,  Amazon  is  ope,  ng  up  the  technology  behind 
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product  databases,  payment  services,  and  more  to  65,000  soi, 
ware  developers.  They're  creating  new  services,  such  as  the  ab 
ity  to  compare  brick- and-mortar  store  prices  with  Amazon's  1 
scanning  a  bar  code  into  a  cell  phone.  Thanks  in  part  to  sue 
moves,  the  company  is  solidly  profitable  on  $6.9  billion  in  sal 
last  year.  "We're  all  building  this  thing  together— Amazon  itse 
outside  developers,  associates,  and  customers,"  says  Jeff  Ba 
Amazon's  Web  services  evangelist. 

That  raises  a  key  point:  All  of  us  will  have  to  take  on  mo 
responsibility.  And  to  get  the  most  out  of  the  new  cooperatr 


We're  all  building  this  thing 
together— Amazon  itself, 
outside  developers. ..and  customers 


tools  and  services,  we'll  have  to  contribute  our  time  and  talei 
in  new  ways— such  as  rating  a  seller  on  eBay  or  penning 
short  essay  in  Wikipedia.  But  the  rewards  will  be  more  pe 
sonalized  products  and  services  that  we  don't  merely  coi 
sume,  but  help  create. 

Ultimately,  all  this  could  point  the  way  to  a  fundament 
change  in  the  way  people  work  together.  In  1968,  ecologi 
Garrett  Hardin  popularized  the  notion  of  the  tragedy  of  tl 
commons.  He  noted  that  public  resources,  from  pastures  ar 
national  parks  to  air  and  water,  inevitably  get  overused  as  pe< 
pie  act  in  their  own  self-interest.  It's  a  different  story  in  the  Ii 
formation  Age,  contends  Dan  Bricklin,  co-creator  of  the  pic 
neering  PC  software  VisiCalc  and  president  of  consultai 
Software  Garden  Inc.  in  Newton  Highlands,  Mass.  Instead,  1 
says,  there's  a  cornucopia  of  the  commons.  That  rich  rewai 
may  be  worth  all  the  disruption  we've  seen  and  all  the  mo; 
still  to  come.  ■ 

The  Future  of  Tech  continues  on  page  8 
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PROMOTIONAL    MATERIALS:  FOR    EVERYONE    IN    AMERICA 


2005  buick  lacrosse  cx 

Beautifully  designed  and  exquisitely  crafted, 
the  world's  first  quiet-tuned  sedan  rivals 
the  finest  European  luxury  sedans. 

price  after  incentives  $1 9,944* 


: 


2005  GMC  ENVOY  SLE  2WD 

Get  the  power  and  capability  of  a  GMC  with  an  unexpected 
amount  of  comfort  and  roominess  for  a  mid-size  SUV. 

price  after  incentives  $23,219* 


GM  announces  empl 


2005  CHEW  COBALT 

Kick-start  your  fun  with  the  all-new  Cobalt. 

Tuned  for  acceleration,  built  with  the  right  fit, 

finish  and  features.  Your  new  ride  is  here. 

price  after  incentives  $1 2,471  * 


2005  CHEVY  SILVER/ 
1500  2WD  EXTENDED* 

With  a  multitude  of  power  ch 

and  seating  configurations 

can  count  on  the  depenc 

Silverado  to  get  the  job  < 

price  after  incentives  $1 9,1 


~ 


■ 


2Q05  PONTIAC  G6 

Bold.  Smart.  Powerful.  Stylish, 
first-ever  G6  reinvents  the  thrill  with  a 
ole  new  experience  behind  the  wheel. 

price  after  incentives  $1  8,497* 


#• 


pricing  for  everyone. 


2005  CADILLAC  CTS 

With  a  powerful  255-hp  3.6L  V6  engine, 
this  four-door,  five-passenger  luxury  sedan 
delivers  world-class  acceleration. 

price  after  incentives  $27,790* 


For  the  first  time  in  history,  everyone  in  America 
gets  the  GM  Employee  Discount.  You  pay  what 
we  pay.  Not  a  cent  more.  At  participating  dealers 
only.  Event  ends  July  5th. 


HEVROLET  PONTIAC  BUICK  CADILLAC  GMC  SATURN  HUMMER 

*Tax,  title,  license,  dealer  fees  and  optional  equipment  extra.  Take  delivery  by  7/5/05.  See  dealer  for  details. 

On  eligible  2005  vehicles  only. 


SAAB 


We're  proud  to  be  the  number-one  car  company  on  the  planet. 


We're  proud  to  offer  you  a  choice  of  20  different  cars 
that  get  30  miles  per  gallon  or  better  on  the  highway* 


We're  proud  to  make  cars  and  trucks  that  offer  features  like 
OnStar***and  StabiliTrak*  that  help  keep  your  family  safe. 


We're  proud  to  have  the  top  three  ranked  plants 
in  initial  quality  according  to  J.D.  Power  and  Associates! 


We're  proud  of  what  we're  doing  here. 
We're  making  the  best  cars  and  trucks  we've  ever  made. 


We're  so  proud,  we  want  to  share  something 
we've  never  shared  before. ..our  GM  Employee  Discount. 


'Based  on  2005  EPA  highway  estimates. 
**Cal'  "-888-40NSTAR  or  visit  onstar.com  for  system  limitations  and  details. 

tGold,  Silver,  Bronze  Plant  Qual'ty  Awards,  North/South  America. 

General  Motors  Corp.  —  Oshawa  #2,  Ontario  (Car)  was  the  highest  ranked  plant  in  North/South  America,  Oshawa  #1 ,  Ontario  was  the  second  ranked  plant  and 

Hamtramck,  Ml,  was  the  third  ranked  plant  in  North/South  America  among  plants  producing  vehicles  fc  ■  the  U.S.  market.  J.D.  Power  and  Associates  2005  Initial 

Quality  Study.     Study  based  on  a  total  62,251  U.S.  consumer  responses  indicating  owner  reported  problems  during  the  first  90  days  of  ownership. 

www.jdpower.com 
•  ghts  reserved.  The  marks  of  General  Motors  and  its  divisions  are  registered  trademarks  of  General  Motors. 
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10BILE  COMPUTING 


WHEREVER  YOU  GO, 
VOU'RE  ON  THE  JOB 

Tie  dramatic  shift  toward  mobility  is  changing  the  way  we 
pork—  and  shaking  up  the  status  quo  among  tech  titans 


Y  CLIFF  EDWARDS 


DN'T  CALL  TEXAN  SHERYL  PADA- 
onsky  a  road  warrior.  Sure,  she  spends 
average  of  three  days  a  week  away 
)m  her  company's  Austin  office.  But 
e's  not  on  die  road.  She  spends  the 
ne  working  at  home  and  at  the  house 
her  elderly  parents  in  Cleveland.  She 
lys  connected  with  a  Dell  laptop, 
uipped  with  built-in  wireless  technol- 
y  to  tap  in  to  the  Net  and  a  Webcam 
videoconferencing.  And  she  uses  a 


palmOne  Treo  650  smart  phone,  which 
makes  calls,  keeps  her  calendar,  and 
pulls  down  her  corporate  e-mail— all 
while  she's  on  the  treadmill  at  the  gym. 
The  40-year-old  administrative  assistant 
to  John  T.  "Jack"  McDonald,  chief  exec- 
utive of  tech  consulting  firm  Perficient, 
seems  shocked  anyone  would  compare 
her  to  her  always-traveling  boss.  "It's 
really  about  the  ability  to  balance  work 
life  and  private  life  in  a  way  that's  good 
for  me,  good  for  my  company,"  Pada- 
monsky  says. 

Once  confined  to  jet-setting  CEOs  and 
salespeople  who  demand  day  and  night 
access  to  the  office,  mobile  corporate  com- 


puting is  coming  to  the  masses.  Superfast 
wireless  networks,  innovative  communi- 
cations software,  and  a  slew  of  relatively 
cheap  devices  from  notebook  PCs  to  palm- 
size  handhelds  let  practically  any  worker 
bee  stay  connected  to  the  corporate  hive, 
from  wherever  they  may  be.  Call  it  what 
you  will,  a  productivity  breakthrough  or  a 
new  form  of  wage  slavery,  but  it's  clear  that 
work  is  becoming  an  around-the-clock 
phenomenon.  "Work  has  crept  into  our 
lives,  and  our  lives  have  crept  into  work  in 
the  mobile  world,"  says  Tim  Woods, 
director  of  the  research  group  Internet 
Home  Alliance. 

So  if  s  no  surprise  that  BusinessWeek's 
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THE FUTURE  OF  TECH 


CHANGING  THE  NATURE 
OF  WORK 

Top  Info  Tech  100  companies  are  developing  products  to  allow  people 
to  work  from  almost  anywhere.  Here's  a  look,  along  with  their  rankings. 


AMERICA  MOVIL 

DANIEL  HAJJ 

Mexicos  America  Movil 
has  become  Latin 
America's  leading  wireless 
telephone  provider  by 
pioneering  prepaid  phone 
cards.  Now  it's  beginning 
to  offer  services  for 
businesspeople.  One  of 
the  first:  Blackberry's 
wireless  e-mail. 


SAMSUNG 
YUNJONGYONG 

In  handhelds.  Samsung's 
name  has  become 
synonymous  with  cool.  It 
hopes  to  parlay  that  cachet 
into  more  sales,  using 
industry  standard  chips 
and  Microsoft's  mobile 
software  to  offer  corporate 
honchos  devices  in  a 
variety  of  styles  and  sizes. 


HIGH  TECH 
COMPUTER  CORP. 
PETER  CHOU 

The  Taiwanese  company  is 
a  risingforce  in  smart 
phones.  It  uses  Microsoft's 
operating  system  and 
Texas  Instruments  chips 
and  then  creates  a  device 
tailored  to  the  needs  of 
customers,  such  as  T- 
Mobile  and  Orange. 


NOKIA 
JORMAOLULA 

Nokia  is  the  biggest  backer 
of  the  Symbian  operating 
system  and  is  determined 
to  conquer  the  U.S.  market 
with  a  slew  of  new  hand- 
helds due  out  later  this 
year.  Thanks  to 
partnerships  with  Oracle 
and  SAP.  they'll  run  e-mail 
and  corporate  applications 


MICROSOFT 
STEVE  BALLMER 

For  the  software  giant,  the 
fifth  time  may  be  the  charm. 
Its  latest  mobile  software 
connects  for  free  to  Windows 
Enterprise  servers,  and 
inally  supports  QWERTY 
keyboards.  That  opens  the 
door  for  Dell  and  others  to 
create  better  devices  for 
businesses. 


RESEARCH  IN  MOTION 
JAMES  BALSILLIE 

So  addictive  is  its 
Blackberry  that  it's 
nicknamed  the  Crackberry. 
But  can  it  hold  uo  against 
increasing  competition? 
Not  without  hep.  That's 
why  Balsillie  and  co-CEO 
Michael  Lazaridis  are 
licensing  their  software  to 
mobile-phone  makers. 


Information  Technology  100  ranking 
the  industry's  top  performers  is  pack 
with  companies  that  are  making  anytin 
anywhere  computing  a  reality.  PC-indi 
try  heavyweights  Dell,  No.  7,  Microso 
No.  27.  and  Intel,  No.  52,  are  trying 
escape  slower  growth  in  the  desktop-cor 
puter  market  by  focusing  on  mobile  g 
mos  and  technologies.  Microsoft,  for  i 
stance,  announced  in  early  June  its  latt 
Windows  Mobile  operating  system  l 
smart  phones,  which  lets  users  secuiv 
connect  back  to  their  PCs  and  populi 
desktop  e-mail,  Word,  and  Excel  pr 
grams.  For  its  part,  Intel  is  creating  sets 
chips  and  software  that  let  PC  makers  ci 
ate  thinner,  lighter  notebooks— even  os 
capable  of  making  cell-phone  calls. 
Fast-growth    wireless    carriers 
hawking    packages    of    data,    e- 
services,  and  equipment  at  prices  j 
fraction  of  the  fees  corporations  were  p 
ing  a  year  ago.  One  example:  Cingul 
Wireless,  the  nation's  largest  cellul 
provider,  in  late  May  began  offering  u 
limited  data  communications  with  Go* 
Technology  Inc."s  e-mail  service  at  $540 
year,  with  a  one-time  $99  activation  ft 
Users  typically  pay  at  least  S  1,300  a  y< 
for  such  services.  "Deals  like  this  me 
mobile  access  leaves  the  board  room  ai 
goes  mainstream,"  says  Good  Technolo 
CEO  Danny  Shader. 

Kingmakers 

IN  THE  NEXT  FIVE  years,  the  dramau 
shift  toward  mobility  will  likely  shake  i| 
the  status  quo  among  tech  titans, 
will  be  a  melee  between  industj 
stalwarts  such  as  Nokia  Corp.,  No.  18,  ail 
fleet-footed  challengers  such  as  TaiwarJ 
HTC  Corp.,  No.  11.  which  makes  most 
the  Wmdows  smart  phones  in  the  worlj 
Wireless  carriers  from  No.  9  Nextel  Corl 
munications  in  the  U.S.  to  No.  1  Ameritl 
Movil  in  Mexico  look  as  if  they'll  wiej 
enormous  influence— the  kingmakers  w 
the  suppliers  whose  products  and  servij 
es  they  package  and  sell.  ChipmakeJ 
such  as  Intel,  Texas  Instruments,  No.  61 
and  Samsung  Group,  No.  5,  are  sittiil 
pretty,  too.  Their  low-power  processoil 
memory  chips,  and  communicatioil 
chips  will  be  needed  to  power  laptops  arj 
handhelds.  One  potential  loser:  Intel  ri\ 
Advanced  Micro  Devices  Inc..  which  hi 
fallen  behind  in  delivering  mobile  pn>| 
ucts  that  excite  consumers. 

Whoever  wins,  the  world  of  work  w  I 
never  be  the  same.  No  one  has  calculate  I 
the  potential  productivity  gains,  but  an 
lysts  and  businesses  have  no  doubt  it  wf 
be  sizable.  Early  corporate  adopters 
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We  live  in  an  age  where  fearless  thinkers  are  transforming  the  way  we  live,  work 
and  play.  Organizations  are  realizing  that  the  true  power  of  their  information  is 
unleashed  only  when  it  is  readily  available,  not  safely  locked  away.  Business 
leaders  are  learning  that  success  comes  from  letting  their  people  do  what  they  do 
best— wherever,  whenever  and  however.  That  having  to  choose  between  protecting 
information  and  making  it  available  is  a  choice  from  the  past.  That  real  security  is  an 
open  door,  not  a  closed  one.  That  when  information  has  no  limits,  followers  become 
leaders  and  leaders  become  pioneers.  This  is  the  new  world.  And  in  this  world,  the 
ones  who  are  fearless  are  the  ones  who  will  lead. 
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THE FUTURE OF TECH 


mobile  technology  say  they  win  twice  over: 
Employees  tend  to  work  more  for  the  same 
pay,  and  the  company  can  slash  overhead 
at  headquarters.  That's  because  many  em- 
ployees can  now  work  from  home,  and 
managers  can  do  more  scut  work  for 
themselves  via  their  gadgets,  meaning 
fewer  administrative  employees  are  need- 
ed to  assist  them.  "It's  really  a  blue  ocean 
as  far  as  savings,"  says  Michael  Howell,  a 
vice-president  at  San  Francisco  hospital 
supply  manager  Broadlane  Inc.,  which  is 
outfitting  its  salespeople  with  Treo  devices 
that  will  let  them  check  on  inventories  for 
its  1.5  million-product  catalog  and  submit 
orders  from  a  chenf  s  office. 

The  tech  industry's  leaders  have  been 
promising  ubiquitous  computing  for 
more  than  a  decade,  but  only  now  is  it 
feasible  for  tens  of  millions  of  people.  The 
rise  of  the  Internet  and  world 
standardization  on  wireless  broadband 
technologies  laid  the  foundation.  Then, 
next-generation  cellular  networks  and  the 
ability  to  switch  to  Wi-Fi  access  on  the  fly 
let  mobile  workers  connect  anywhere,  be 
it  a  subway  in  London,  a  cafe  in  Beijing, 


or  a  supermarket  in  Des  Moines.  To  be 
sure,  you  can't  get  wireless  signals  in  a  lot 
of  places— but  the  build-out  continues. 

Because  companies  have  established 
the  foundation,  all  sorts  of  corporate  ap- 
plications are  now  coming  to  market.  To 
make  the  mobile  experience  truly  power- 
ful for  corporations,  software  providers 
such  as  Oracle  Corp.,  No.  38,  and  Sales- 
force.com  are  tailoring  their  products  to 
allow  people  on  the  road  to  check  on  cus- 
tomer orders  and  corporate  inventories 
before  heading  into  a  meeting.  The 
Transportation  Security  Administration  is 
adopting  BlackBerry  handhelds  to  allow 
security  employees  at  airports  to  compare 
passenger  lists  against  terrorist  databas- 
es—and stop  high-risk  characters  from 
getting  into  the  country. 

Security  On-the-Go 

ONE  REASON  FOR  THE  newfound  ac- 
ceptance: Mobile  computing  is  becom- 
ing much  more  secure.  Many  companies 
held  back  from  equipping  their  employ- 
ees with  mobile  gadgets  because  of  con- 


THE  NEW  OFFICE: 
EVERYWHERE 

Here  are  technologies  that  keep  workers  connected,  whether 
they're  in  a  hotel,  airport,  or  shopping  mall. 

WIRELESS  GIZMOS 

Laptops  are  passe\  A  new  generation  of  lightweight,  handheld  devices  from  Research  in 
Motion,  HP,  and  others  can  get  you  corporate  e-mail,  calendars,  or  contacts  anywhere 
there's  a  wireless  network.  Now,  they're  offering  tools  to  tap  into  corporate  databases 
and  intranets  with  a  Blackberry  or  other  mobile  device.  That  way  you  can  check 
customers'  orders  or  send  out  receipts  from  their  office. 

^IDEO  CHAT 

Microsoft's  MSN  Messenger  7.0  lets  users  videoconference  over  instant  messaging 
seamlessly  behind  virtually  any  firewall.  Yahoo!,  Motorola,  and  others  also  are  taking 
advantage  of  broadband  networks  and  Webcams  to  connect  corporate  workers.  Next 
up:  The  same  thing  on  camera-equipped  cell  phones  and  PDAs. 


WEB-BASED  TOOLS 

Why  bother  carry!  g  a  device  at  all?  Companies  are  handing  out  key  fobs  that  help 
employees  get  behind  corporate  firewalls  from  anywhere.  With  constantly  changing 
encryption  codes,  trie  devices  establish  a  virtual  private  network  for  access  to  e-mail 
and  company  data.  It's  like  being  in  the  office— from  anywhere. 


ONE-STOP  DIALING 

Samsung,  Motorola,  LG,  and  others  will  offer  phones  that  switch  seamlessly  between 
cellular  networks  and  corporate  Wi-Fi  connections  later  this  year.  That  lets  employees 
take  their  phones  around  corporate  campuses,  into  their  homes,  or  on  the  road.  Next: 
Walkie-talkie-like  push-to-chat  features  and  push-to-video  functions. 


cerns  over  lost  equipment  and  unauthij 
rized  access  to  confidential  informatic 
on  their  internal  networks.  But  compsi 
nies,  including  Research  in  Motion  Ltdl 
No.  74,  Microsoft,  and  Good  Technologl 
have  come  up  with  solutions:  softwaJ 
for  remotely  loading  programs  and  diJ 
abling  devices  over  wireless  network| 
while  maintaining  firewall  security. 

Now  insurance  providers   such  il 
Health  Net  Inc.  are  more  comfortabj 
that  information  about  its  5.1  millic 
plan  members  won't  fall  into  the  wror 
hands.  It's  giving  BlackBerrys  to  many  I 
its   managers   so   they  can   tap   intl 
customer  records  from  anywhere.  Witl 
worries  lessened,  IDC  predicts  entea 
prises  worldwide  will  buy  16.2  millioi 
smart  phones  by  2008,  up  from  a  scaJ 
2.6  million  in  2004.  "Companies  no| 
can  start  thinking  about  the  innovath 
apps  they  can  create  and  deliver  to  thel 
workers  anywhere,"  says  RIM  co-CE.| 
James  L.  Balsillie. 

Equipment  makers  are  doing  the 
part  to  stoke  demand.  By  the  end  of  trJ 
year,  Samsung,  LG,  Nokia,  and  othij 
hardware  makers  plan  to  ship  camei 
phones  that  also  will  sniff  out  Wi- 
networks  and  be  able  to  shift  seamless*! 
between  them  and  traditional  celluli 
networks.  With  such  devices,  companiJ 
could  issue  workers  one  phone  that  wj 
log  onto  a  network  for  cheap  VoIP  calj 
through  companies  such  as  SkypJ 
Technologies,  while  using  the  camera  fq 
MSN  Messenger  videochats  when  insic| 
buildings. 

Some  workers  may  dump  their  P(| 
completely  when  hitting  the  road.  Usin| 
wireless  gizmos  the  size  of  a  key  fob,  er 
ployees  can  log  onto  their  corporate  nel 
work  and  securely  view  data  or  write  I 
mails  from  any  PC  with  a  broadban| 
connection.  These  devices  receive 
display  regularly  updated  securil 
codes.  The  employee  simply  types  til 
latest  code  into  the  company's  Web  sitl 
This  system  makes  it  hard  for  hackers  i| 
steal  a  company's  code  and  use  it  \ 
break  in  to  its  computers. 

As  the  line  between  work  and  prival 
life  blurs,  managers  and  employees  wl 
have  to  develop  new  discipline  arl 
communication  etiquette  so  work  arj 
play  don't  interfere  with  each  othtl 
"With  mobile  devices,  people  are  goirj 
to  interchangeably  switch  from  momeil 
to  moment,  doing  e-mail  and  office  tasll 
but  also  experiencing  pictures,  musil 
and  movies,"  says  Scott  Horn,  Microscl 
senior  director  for  mobile  and  embedd(l 
devices.  So  forget  the  road  warrior  labij 
Think  of  them  as  life  warriors  instead. 
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FIGURE  7b. 


Psychics  always  know  what 
your  customers  will  need  next 


Psychics  always  know  what 
your  customers  want 


Psychics  can  "suggest"  that  your 
customers  spend  more  money 


Your  employees  aren't  psychic. 

But  your  customers  will  think  they  are. 

Face  it;  there  is  no  perfect  playbook.  Customers  have  a  Siebel's  software  solutions  help  companies  create  outstanding 

myriad  of  needs  and  problems,  and  there  is  no  one  series  experiences  for  every  single  one  of  their  customers,  creating 

of  steps  that  your  employees  can  take  to  create  strong.  richer,  deeper  relationships  that  yield  tangible  results.  When 

profitable  relationships  with  them.  Truly  meaningful  customer  you're  ready  to  get  serious  about  customers,  call  the  people 

interactions  require  careful,  individualized  attention.  more  businesses  of  every  size  rely  on  at  1-800-366-5818. 


ITS  ALL  ABOUT  THE  CUSTOMER 


For  real  world  results  featuring  world-class  customer-driven  companies,  go  to  www.siebel.com/thecustomer 
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eBay  Seller 


USPS  Mail  Carrier 


Heather  Peck 

eBay  and  PayPal  Systems 
Engineering 


microsystem; 


;>iiare  the  goods.  Looking  for  a  vintage  chrome  bumper?  An  avocado  green  blender?  Yc 
come  to  the  right  place.  More  than  147  million  buyers  and  sellers  have  gathered  togetrv 
make  eBay  the  world's  online  marketplace  -  and  create  a  serious  IT  challenge.  That's  why  t 
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Buffy  Afendakis 

i,  Global  Account  Manager 


Almar  Reyes 

eBay  Community  Specialist 


eBay  Buyer 


:ollaborated  with  Sun  to  ensure  unrivaled  scalability  and  availability,  thanks  to  a  next-generation 
irchitecture  powered  by  )ava"  technology  and  running  on  Sun  Fire"  servers.  It  helps  eBay  bring  more 
joods  to  more  people,  faster.  The  engine  is  the  masses.  The  network  is  the  computer?  Share. 
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THE FUTURE OF TECH 


THE  NET 


SMALL  BIZ, 
BIG  BUCKS 

Google,  Yahoo ! ,  and  the  Yellow  Pages  are 
hotly  pursuing  lucrative  ads  from  locals 


Cohen  and  millions 
of  small   companies 
like  Divine  are  in  the 
middle  of  the  next  big 
fight  over  the  future  of 
advertising.      Yahoo 
and  Google  have  built  booming  businesi 
es  out  of  helping  companies  use  the  WeJ 
to  reach  national  and  international  au 
ences.  Now  they're  leading  a  gaggle  of 


companies  going  after  the  ad  dollars 
small    businesses— movers,    mechanic 
and  pizza  makers— that  get  their  cu  \ 
tomers  within  a  few  miles  of  home. 


r 

31  : 


BY  TIMOTHY  J. 
MULLANEY 


IN  NEW  YORK  CITY,  PEOPLE  MOVE 
from  the  Upper  West  Side  to  the  West  Vil- 
lage, from  Riverdale  to  Red  Hook,  from 
Bay  Ridge  to  Battery  Park  All  David  Co- 
hen wants  is  for  folks  in  transition  to  call 


his  company,  the  five-truck  Divine  Mov- 
ing &  Storage.  Cohen  tried  advertising  in 
the  Yellow  Pages,  but  increasingly  he  is 
shifting  his  ad  spending  to  Google  Inc. 
and  Yahoo!  Inc.  Cohen  has  to  cough  up 
about  $750  each  time  someone  clicks  on 
the  Divine  ad  that  appears  when  they 
search  for  "Movers  NYC."  But  he  figures 
30%  of  those  surfers  hire  Divine,  provid- 
ing 90%  of  his  business.  "That' s  why  we 
can  afford  to  pay  $7.50  a  click,"  he  says. 


v"V 


It's  a  $15  billion  market  that  has  bee  » 
dominated  by  local  phone  companies, 
the  Yellow  Pages.  The  Bells  see  the  d: 
ger  and  are  racing  to  build  up  their  OAatv 
Web  presence.  SBC  Communications  ar 
BellSouth  Corp.  have  even  merged  the 
online  publishing  units  and  snapped  i 
the  site  YellowPages.com  from  a  Hende  $ 
son  (Nev.)-based  startup.  Now  they5 
preparing  to  launch  a  megasite  to  fend  c 
the  Net  players  (page  96). 

Why  all  the  fuss  over  ads  for  plumbe* 
and  personal  injury  lawyers?  Money,  ai  ♦ 
lots  of  it.  Yellow  Pages  is  an  incredibly  1 1 
crative  business,  with  profit  margins  I 
50%  or  more.  SBC  pulled  in  $2  billion  1 
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ating  profits  from  its  publishing  unit 
year,  on  revenues  of  $3.8  billion.  Re- 
chers  at  Kelsey  Group  predict  $3.8 
on  of  Yellow  Pages  money  will  move 
ne  by  2008.  To  put  that  in  perspec- 
the  total  Internet  ad  market  was  $9.6 
on  last  year.  "The  local  search  market 
old  be  larger  than  [Google's]  other 
kets  because  most  people's  purchases 
local,"  said  Eric  Schmidt,  Google's 
f  executive,  at  an  investor  conference 
/lay  25. 

uch  emerging  competition  means  the 
ty  old  Yellow  Pages  are  heading  for  a 
it  of  innovation.  Forget  flipping 
ugh  a  fat  phone  book.  Instead,  you 
go  to  the  Web  and  search  for  Italian 
urants  in  your  ZIP  code.  The  listings 
be  paired  with  sample  menus,  cus- 
er  reviews,  and  a  map  of  the  neigh- 
lood  or  a  satellite  photo.  Yahoo  will 
let  you  send  directions  to  the  restau- 
from  your  PC  to  your  cell  phone  with 
lgle  click.  "This  is  the  stuff  that  makes 
1  come  alive,"  says  Paul  Levine,  gen- 
manager  of  Yahoo  Local, 
he  phone  companies  aren't  letting  the 
upstarts  come  up  with  all  the  new 
s.  While  SBC  and  BellSouth  may  be 
nost  aggressive,  all  four  of  the  major 
w  Pages  publishers  are  gearing  up 
he  competition.  Verizon  Communica- 
s  Inc.,  which  runs  the  most  popular  of 
3ell  sites,  SuperPages.com,  has  devel- 
d  technology  to  let  Web  surfers  search 
ocal  stores  and  Net  retailers  simulta- 
usly.  All  four  of  the  majors  are  en- 
gaging entrepreneurs  to  buy  all  their 
advertising,  including  on  Google  and 
oo,  through  them  to  save  time.  "Small 
nesses  want  to  go  online,  but  they 
t  it  simple,"  says  George  Burnett, 
i  of  Dex  Media  Inc.,  the  Yellow  Pages 
Usher  in  the  14  states  served  by 
:st   Communications    International 

his  won't  be  a  simple  fight,  with  one 
clearly  winning  and  the  other  losing. 
do  could  best  Google,  while  Yellow- 
:s.com  thrives.  All  three  could  strug- 
f  an  innovative  newcomer  emerges. 
he  phone  companies  start  off  with  a 
lful  following.  People  have  long 
ed  to  the  Yellow  Pages  to  find  insur- 
:  agents,  car  dealers,  and  doctors.  And 
miners— especially  older  ones— will 
that  strong  brand  recognition  with 
n  as  they  move  online, 
ut  portals  have  a  big  edge  among  the 
iger  generation,  and  they're  better 
tioned  to  pull  together  all  the  infor- 
ion  people  need  to  research  products 
find  the  companies  that  sell  them.  Al- 
y,  search  engines  attract  66%  of  on- 


line local-search  users,  while  the  Yellow 
Pages  listings  get  34%,  according  to  re- 
searcher comScore  Networks  Inc.  "People 
will  ultimately  start  that  process  with  a 
search  engine  and  end  it  with  a  search  en- 
gine," says  Jeff  Lanctot,  vice-president  for 
media  and  client  services  at  online  ad 
agency  Avenue  A/Razorfish. 

The  Web  outfits  are  using  several  ap- 
proaches to  move  into  local  advertising. 
Yahoo  has  176  million  registered  users,  so 
it  can  direct  local  ads  to  people  who  have 
provided  their  cities  or  ZIP  codes  when 
they  registered.  It  also  has  a  customized 
local  site  that  asks  searchers  for  the  city  or 
ZIP  code  they  want  to  search.  Google  has 
a  similar  service,  Google  Local.  Both  por- 
tals are  rolling  out  an  even  simpler 
method:  They're  figuring  out  where 
someone  is  by  tracing  them  back  to  the 
city  from  which  they  access  the  Net. 

Once  they  know  where  a  surfer  is,  the 
search  engines  aggregate  content  they 
think  the  user  wants.  Type  "Cheap  Indian 
Food  San  Francisco"  into  Google  Local, 
and  you'll  get  a  listing  of  restaurants 
meeting  that  description,  such  as  Naan  'n' 
Curry  on  O'Farrell  Street.  A  map  shows 


locations  for  all  the  choices.  The  Naan  'n' 
Curry  page  has  links  to  reviews  from  reg- 
ular folks  at  Dine.com  and  professional 
reviewers  at  CitySearch.  "Having  the 
most  complete  content  will  drive  the  user 
experience,"  says  Sukhinder  Singh- Cas- 
sidy,  general  manager  of  Google  Local. 

Mindset  Minder 

YAHOO'S  APPROACH  IS  to  combine  con- 
tent with  a  greater  ability  to  close  a  sale 
on  the  Web.  Its  local  search  engine  has 
links  to  let  you  book  tables  at  restaurants 
or  buy  movie  tickets  on  the  site.  Yahoo 
also  is  offering  to  build  basic  Web  sites  for 
small  businesses— at  no  charge— so 
they'll  be  more  likely  to  buy  online  adver- 
tising from  the  Net  giant. 

Yahoo  also  is  testing  a  technology 
called  Mindset  that  lets  you  use  a  sliding 
scale  to  tell  Yahoo  whether  you  are  begin- 
ning to  research  a  product  or  getting  close 
to  buying  it.  If  you're  buying  a  car,  for  ex- 
ample, you  might  get  links  to  auto-infor- 
mation sites  if  you're  just  starting  to  com- 
pare Fords  and  Toyotas,  or  connect  to 
dealers  if  you're  ready  to  talk  price. 


THE  WEB'S  WIZARDS 

Only  three  Web  companies  made  the  Info  Tech  100  this  year.  But 
two  of  those  are  emerging  giants  in  new  media,  and  the  third  is  a 
key  player  in  Internet  security. 

GOOGLE 
ERIC  SCHMIDT 

Remember  all  the  experts 
who  said  Google's  IPO  was  a 
dud-in-the-making?  Oops. 
The  stock  has  tripled  since, 
powered  by  soaring  profits. 
Still,  challenges  lie  ahead. 
Google  must  defend  its 
search  turf  as  it  pushes  into 
new  areas  like  products 
tailored  for  local  advertisers. 

YAHOO! 
TERRY  SEMEL 

Along  with  Google,  it  was  a 
big  beneficiary  of  2004's 
51%  increase  in  U.S.  spend- 
ing on  search  ads.  Sales 
more  than  doubled,  while 
profits  more  than  tripled.  As 
growth  in  established  mar- 
kets slows,  Yahoo  must  serve 
booming  online  populations 
in  China  and  India. 

VERISIGN 
STRATTON  SCLAVOS 

VeriSign  became  known  for 
operating  the  Internet's 
address  books,  managing 
the  directories  for  so-called 
domain  names  such  as 
.com.  But  it  has  been 
steadily  branching  out  into 
other  services  such  as 
ringtones,  games,  and  other 
content  for  mobile  phones. 
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While  the  phone  companies  have 
strong  relationships  with  local  business- 
es, their  argument  that  entrepreneurs 
need  a  simple  approach  to  Net  advertis- 
ing may  not  hold  up.  Consider  Michael 
Jimenez,  a  custom  upholsterer  in  San 
Rafael,  Calif.,  who  began  advertising  on- 
line in  January.  If  s  taking  him  some  time 
to  learn  search  advertising,  but  he  has  no 
doubt  that  if  s  worth  it.  Revenues  for  his 
10-worker  business  are  up  about  10% 


over  the  past  five  months,  thanks  to  the 
1,000  or  so  inquiries  he  has  gotten  from 
his  Google  ad.  "I  want  to  do  more  of  it,  I 
know  that,"  he  says.  Meantime,  Jimenez 
plans  to  reduce  his  quarter-page  phone- 
book ad  to  a  listing  of  his  phone  number 
and  Web  address,  saving  most  of  the 
$500  a  month  he  has  spent  on  Yellow 
Pages  advertising. 

In  the  end,  this  battle  will  boil  down  to 
which  medium  can  deliver  more  cus- 


tomers to  advertisers— and  then  pre  I 
their  performance.  "I  look  very  heavih  | 
[ads]  where  I  can  track  a  specific  ex 
tomer,"  says  Wayne  Ussery,  director  < 
ternet  marketing  for  Jim  Ellis  Autonl 
tive,  a  12-store  dealership  in  Atlanl 
Ussery  is  still  experimenting  with  a  val 
ety  of  online  advertising.  But  alreaf 
40%  of  the  people  surfing  jimellis.c<| 
come  from  Google.  Thafs  a  mighty  | 
head  start  for  the  Net  players.  ■ 


LET  YOUR  FINGERS 
THE  CLICKING 


III 


With  Web  giants  Google  Inc. 
and  Yahoo!  Inc.  storming 
into  the  local  advertising 
market,  the  telephone 
companies  can't  afford  to 
sit  still.  For  decades  their  Yellow  Pages  books 
have  dominated  the  ad  game  for  small 
businesses,  and  they  simply  have  too  much 
money  at  stake.  In  2004,  SBC 
Communications  Inc.  pulled  in  $2.1  billion  in 
operating  income  from  Yellow  Pages,  on 
revenues  of  $3.8  billion.  BellSouth  Corp. 
earned  $954  million  on  $2  billion  in  revenues. 

So  the  two  Bells  decided  that  if  anyone 
was  going  to  take  the  Yellow  Pages  online,  it 
had  better  be  them.  They  pooled  their  Yellow 
Pages  sites  in  a  joint  venture,  bought  rights  to 
the  YellowPages.com  name,  and  tapped  32- 
year-old  BellSouth  exec  Charles  Stubbs  as 
CEO  of  the  Pasadena  (Calif.)  venture.  Now 
they  plan  to  take  on  Google  and  Yahoo  for 
supremacy  in  the  brave  new  world.  "We're 
going  to  be  just  as  big  as  Google  Local  or 
Yahoo  Local,"  Stubbs  vows. 

Easy  to  say,  hard  to  do.  Stubbs's  challenge 
is  to  take  an  established  business  whose 
4,000  ad  sales  reps  are  mostly 
union  members  and  make  it 
nimble  enough  to  duel  with  two 
of  the  toughest  companies  on 
the  Net.  To  get  there, 
YeliowPages.com  will  have  to 
develop  top-notch  search 
capacities  and  additional 
content  for  researching 
products  and  services.  Then 
Stubbs  will  have  o  convince 
consumers  that  his  site  is  as 
good  as  the  search  engines— 
when  "to  google"  has  become 


part  of  the  popular  lexicon. 
The  Bells  share  "a  culture 
that's  certainly  not 
accustomed  to  the 
accelerated  product 
development  on  the 
Internet,  and  that's  a  very 
real  barrier,"  says  analyst 
Greg  Sterling  of  advertising 
consultant  Kelsey  Group. 

What  the  phone 
companies  do  have  in  their 
favor  is  feet  on  the  street. 
Their  thousands  of  sales  reps  pound  the 
pavement  in  towns  where  Google  and  Yahoo 
merely  float  in  the  ether.  The  reps  have  such 
deep  relationships  with  their  clients  that  the 
renewal  rate  for  Yellow  Pages'  advertisers  is 
more  than  90%. 

The  pitch  to  local  customers  these  days 
is  straightforward:  Keep  it  simple  and  buy  all 
your  advertising,  online  or  off,  from  us.  The 
salespeople  can  bundle  ads  in  the  printed 
book  with  ads  on  the  YellowPages.com  site. 
They  can  buy  ads  on  Google  and  Yahoo,  too, 
if  clients  want  to  use  the  search  engines. 
That's  a  comfort  for  those 
business  people  who  don't 
want  to  spend  time  learning 
the  complexities  of  search 
advertising,  in  which  prices 
change  constantly  and  bills 
can  spike  any  time  there's  a 
flurry  of  clicks. 

The  phone  companies  are 
burnishing  their  own  Web  site, 
too.  Coming  upgrades  to 
YellowPages.com  will  let 
consumers  sort  businesses  by 
factors  like  what  brands  of  air 


conditioners  they  sell,  store  hours,  and  the 
credit  cards  they  take.  SBC  also  has 
channels  about  "life  change"  topics  like 
moving  or  getting  married.  Why?  Seventy 
percent  of  Yellow  Pages  users  use  the  books 
to  buy  products  for  big  events,  from  wedding 
gowns  to  paint,  says  Neg  Norton,  president 
of  the  Yellow  Pages  Assn. 

The  venture  also  has 
the  muscle  of  its  parent 
companies  behind  it. 
YellowPages.com  will  be 
able  to  send  marketing 
materials,  including  its 
Web  address,  into  millions 
of  homes  via  SBC  and 
BellSouth's  phone  bills 
and  print  Yellow  Pages. 
And  since  SBC  and 
BellSouth  own  Cingular 
Wireless,  Stubbs  expects 
to  lead  the  way  in  sending 
ads  through  text  messages  or  video  clips  to 
consumers'  mobile  phones.  "Our  parents 
will  offer  the  best  one-stop  shop  for  a 
complete  ad  campaign,"  Stubbs  says. 

Small  advertisers  seem  willing  to  give  him 
a  try.  James  Cunningham,  president  of 
Superior  Plumbing  in  Kennesaw,  Ga., 
advertises  with  both  BellSouth  and  Yahoo.  He 
says  BellSouth's  site  gives  his  $6  million  a 
year  business  twice  as  many  leads  as  Yahoo, 
and  Verizon's  SuperPages.com  site  beats 
them  both.  Cunningham  also  likes  that  the 
online  Yellow  Pages  cost  him  less  than  half  as 
much  per  lead  as  the  printed  books.  He  just 
added  a  staffer  to  figure  out  how  to  best 
spend  his  online  budget.  "If  I  could  spend  a 
ton  more  on  the  Internet,  I  would,"  he  says. 
"It's  the  future." 

Such  is  the  brand-name  appeal 
YellowPages.com  is  counting  on.  Although 
the  phone  companies  face  a  tough  battle 
against  the  Net  giants,  Kelsey  Group's 
Sterling  says  there  may  be  room  for  three  or 
four  winners  in  the  local  advertising  market. 
Stubbs  is  determined  to  make 
YellowPages.com  one  of  them. 

-By  Timothy  J.  Mullaney  in  New  York 
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Outsourcing.  Software  Solutions.  Consulting. 
Our  thinking  bridges  cultures,  languages,  and    i 
yes,  even  departments.  We  have  thought  so  much  Jr 
about  the  things  we  do  for  global  companies  that,   w 
naturally,  we've  become  better  at  doing  them.  We  are  the  J( 
world's  leader  in  customer  care,  billing  and  HR  services,  jf 
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rhe  power  to  think. 
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Multiplied  by  the  power  to  do. 


So  is  it  any  wonder  that  more  companies  are  drawn  to  us 
for  what  we  know,  as  well  as  what  we  do?  We  offer  a 
unique  way  of  consulting  born  from  actual  experience. 
'  Contact  us.  You'll  see  that  great  thinking  is  even  more 
valuable  when  you  know  what  to  do  with  it. 
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1-800-344-3000  or  visit  convergys.com 
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THE FUTURE  OF  TECH 


TWO 


HARDWARE 


A  VIRTUAL 
REVOLUTION 

New  software  makes  computing  cheaper  and  more  efficient- 
and  accelerates  the  power  shift  from  sellers  to  buyers 


BY  STEVE  HAMM 


WHEN  IT  CAME  TO  TECHNOLOGY,  FIRST 
National  Bank  of  Nebraska  Inc.  had  too 
much  of  a  good  thing.  The  holding  com- 
pany, with  21  banks  and  110  branches  in 
the  Midwest,  had  loaded  up  on  gear  in 
the  1990s.  It  ran  online-banking  Web 


sites  on  30  Unix  servers  and  handled 
more  than  500  internal  applications  on 
560  small  servers  running  Microsoft 
Corp.'s  Windows.  But  since  many  of  the 
machines  handled  just  one  application, 
the  system  was  woefully  inefficient.  The 
bank's  techies  did  the  math  and  discov- 
ered that  they  were  using  only  about  12% 
of  their  potential  computing  power.  Se- 
nior Vice-President  Ken  Kucera  decided 
to  rip  up  and  start  over. 


The  result  is  a  dramatic  illustration 
the  benefits  of  a  major  trend  in  compu 
ing:  virtualization.  Using  IBM  technology 
Kucera  put  60  Web  sites  on  a  single  mai 
frame  computer  he  already  owned.  I 
ran  them  on  the  open-source  Linux  ope 
ating  system  rather  than  more  expensr 
mainframe  software.  With  software  fro 
upstate  VMware  Inc.,  he  shifted  the  oth- 
applications  to  a  single  cabinet  pack* 
with  70  superthin  servers  running  hu) 
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dreds  of  applications  on  Windows  and 
Linux.  The  shift  boosted  hardware-uti- 
lization rates  to  about  70%— and  Kucera 
expects  to  save  $10  million  over  five  years. 
"It's  revolutionary,"  he  says.  "It's  really 
good  stuff.  It  paid  for  itself  in  a  year." 

Virtualization  has  the  potential  to  dra- 
matically change  the  way  corporate  com- 
puting is  done.  Traditionally,  applications 
are  wedded  to  specific  servers  and  storage 
devices.  Virtualization  technology  allows 
applications  and  data  to  be  shifted 
among  a  group  of  computers  or  within  an 
individual  computer  in  ways  that  make 
the  whole  thing  perform  more  smoothly 
and  efficiently.  With  servers,  it  lets  one 
physical  machine  behave  like  a  half- 
dozen  virtual  machines,  and  it  also 
makes  it  possible  to  move  an 
application  from  one  machine 
to  another  on  the  fly.  Virtual- 
ization software  is  used  to 
make  many  storage  devices, 
scattered  in  different  locations, 
behave  as  one  device.  And  with 
communications  networks,  vir- 
tualization software  can  split 
one  network  into  several  tiers: 
one  with  the  highest  security 
for  financial  transactions,  an- 
other with  the  most  speed  for 
video  transmissions. 

Although  the  concept  isn't 
new.  it's  rapidly  morphing  into 
a  big  deal.  What's  goosing  it  is 
the  quest  for  the  tech  industry's 
Holy  Grail.  In  the  late  1990s, 
tech  leaders  envisioned  deliver- 
ing computin  g  to  businesses  as 
reliably  and  simply  as  electrici- 
ty. The  idea  was  mat  companies 
would  be  able  to  outsource 
their  computing  and  pay  for  it 
on  a  metered  basis— that's  why 
it's  known  as  utility  computing. 
To  fulfill  this  vision  tech  outfits 
started  creating  virtualization 
technologies  to  orchestrate 
complex  interactions.  But  it 
turns  out  that  virtualization  is 
useful  whether  it's  used  for  utility  com- 
puting or  not.  Many  of  those  technologies 
are  now  coming  to  market,  with  competi- 
tion fiercest  in  the  storage  business.  "Vir- 
tualization is  much  like  the  Internet  was  a 
decade  ago,"  says  anal\  st  Jonathan  Eu- 
nice of  market  researcher  Illuminata  Inc. 
"It's  a  tidal  wave.  There's  no  stopping  it." 

Virtualization  is  a  boon  to  folks  who 
buy  and  manage  computers.  Most  impor- 
tant, it  makes  computing  cheaper  ^ince 
fewer  servers  are  required  to  do  th<_  me 
work.  It  makes  things  simpler,  too 
fewer  machines  mean  less  mainten 


Virtualization  has  another  important 
benefit  for  customers:  freedom.  In  the 
past,  makers  of  computers  and  operating 
systems  exerted  a  lot  of  control  over  their 
customers.  Once  a  company  bought  gear, 
it  often  bought  more  of  the  same.  With 
virtualization,  it's  easier  to  shift  from  one 
company's  product  to  another.  Baylor 
College  of  Medicine  just  installed  a  new 
data  storage  system  that  mixes  products 
from  Hitachi  Ltd.  and  Network  Appliance 
Inc.  In  the  future,  thanks  to  virtualization, 
it  will  consider  buying  from  other  suppli- 
ers, too.  "You  want  to  have  alternatives.  It 
keeps  the  competitiveness  of  the  industry 
up  and  aboveboard,"  says  Mike  Layton, 
Baylor's  director  for  enterprise  services. 

There  are  still  glitches  to  be  worked 


HOW  COMPUTING 
WILL  CHANGE 

Virtualization  software  allows  one 
computer  server  to  act  like  several,  so 
one  server  can  run  more  than  one 
program.  What  that  means  for  corporate 
customers: 


&i 


IT'S  CHEAPER  Since  virtualization  lets 
a  single  server  run  several  programs,  fewer 
servers  are  required.  That  means 
corporations  will  save  money. 


IT'S  SIMPLER  Fewer  servers  mean  fewer  machines  to 
maintain.  Plus,  the  software  monitors  activities  on  the  network 
and  automatically  shifts  applications  from  one  machine  to 
another  where  and  when  it's  needed. 

CUSTOMERS  ARE  LIBERATED  In  the  past,  makers  of 
computers  and  operating  systems  exerted  a  lot  of  control  over 
customers.  Once  a  company  invested  in  their  products,  it  often 
needed  to  keep  buying  from  that  vendor.  With  virtualization, 
customers  are  freer  to  shift  from  one  type  or  brand  of 
hardware  or  software  to  another. 


out.  For  one  thing,  even  though  virtual- 
ization simplifies  computing  for  tech 
managers,  it  requires  ever-more-sophisti- 
cated systems  for  monitoring  and  man- 
aging their  virtual  servers  and  networks. 
Those  programs  are  still  immature.  "Vir- 
tualization can  make  life  hell  for  you  if 
you  don't  have  the  tools  to  fix  it  when 
things  go  wrong,"  warns  Hubert  Yoshida, 
Hitachi's  chief  technology  officer. 

Unlike  many  other  major  technology 
advances,  vir  utilization  won't  create  a 
vast  new  revenu  stream  for  tech  suppli- 
ers. In  fact,  since  customers  need  fewer 


machines  to  do  the  same  work,  makers 
servers  and  storage  devices  risk  seei 
their  sales  volumes  shrink— unless  th 
persuade  clients  to  adopt  new  uses  1 
computing.  Companies  at  risk  inclu 
Dell,  No.  7  in  the  Info  Tech  100  ranltir 
IBM,  No.  44;  EMC,  No.  57;  and  Hewle 
Packard. 

Startup  Surge 

BUT  SOME  TECH  OUTFITS  may  see  oi| 
upside.  VMware,  now  a  subsidiary 
EMC,  saw  its  revenues  spike  104%,  to  S  \ 
million,  last  quarter,  fueled  by  demand  1 
its  industry-leading  server-virtualizati  ] 
software.  And  dozens  of  upstarts  are 
fering  packages  that  help  virtualizatrj 
work— including  Splunk  Te 
nology,  whose  software  seartl 
es  a  computing  system  to  dul 
nose   problems,   and   Cass  J 
Corp.,  whose  programs  he 
corporate  techies  manage  th<j 
vast  collections  of  macl 
and  networks.  A  wildcard 
XenSource,    a    six-month-cl 
Silicon  Valley  startup  that's  c| 
veloping   products   based 
Xen  open-source  software.  Xl 
does  some  of  what  VMwarl 
core  product  does,  with  a  l| 
difference:  If s  free. 

For  most  tech  comparui 
virtualization  is  an  import*] 
new  ingredient  that  they  nt 
to  add  to  their  products  to 
in  the  game.  Processor  make 
Intel  Corp.,  No.  52,  and  j  | 
vanced  Micro  Devices  Inc. 
putting  virtualization  into  th| 
chips   starting   next  year 
servers  can  be  sliced  more  ea 
ly  into  several  virtual  machinl 
Microsoft,  No.  27,  which  sell| 
server-virrualization     prodi 
similar  to  VMware's,  plans 
embed  basic  functions  in  tl 
server  version  of  its  next  op<| 
ating  system  update,  schedi 
for  release  in  2007. 

Microsoft  denies  that  it  faces  a  sericl 
challenge  from  VMware.  "This  is  only  dl 
ruptive  if  you  don't  keep  up  with  techn  [ 
ogy  and  add  value.  If  we  stood  still,  wj 
be  disrupted.  But  we're  investing  heaj 
ly,"  says  Jeff  Price,  senior  director 
Windows  server  marketing.  Microso:! 
desktop  and  server  products  sell  for  1< 
than  half  the  price  of  VMware's  producl 
though  VM ware's  are  considered  by  ai| 
lysts  to  be  superior. 

VMware  has  another  important  advj  I 
tage:  Many  corporations  want  to  run  L 
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ux  as  an  alternative  to  Windows.  VMware 
accommodates  both  on  an  equal  footing. 
Microsoft  doesn't  support  Linux,  though 
it  plans  to  add  some  support  later  this 
year.  Current  Linux  capability  matters  to 
companies  such  as  Qualcomm  Inc., 
which  has  shifted  nearly  half  of  its  PC 
servers  to  virtualization  mode,  with  25% 


of  applications  running  on  Linux.  "This 
allows  us  to  bring  in  Linux  to  a  much 
greater  degree.  We  can  move  away  from 
Windows,"  says  Norm  Fjeldheim,  Qual- 
comm's  chief  information  officer. 

While  virtualization  isn't  going  to 
sweep  Corporate  America  overnight,  ana- 
lysts consider  the  shift  to  be  inevitable.  As 


CIOs  gradually  replace  their  exist 
servers,  many  will  add  virtualization  sc 
ware.  So,  over  the  next  several  years, 
tech  world  will  undergo  a  radical  ov^ 
haul.   Call   it  the  Virtual   Revolutic 
Rather  than  being  some  exotic  new  te 
nology  that's  hard  to  explain,  this  will 
the  normal  way  computing  gets  done. 


THE  TITAN 
FROM  TUCHENG 


ove  over,  Flextronics.  For 
years,  the  Singapore  giant 
claimed  the  top  spot 
among  the  contract 
manufacturers  that  churn 
out  laptops,  printers,  cameras,  and  all 
manner  of  electronic  gadgets  for  the  likes  of 
Hewlett-Packard,  Apple,  and  Dell.  But  a  new 
champion  is  sweeping  past  Flextronics 
International  Ltd.  to  claim  the  world  title  of 
No.  1:  Hon  Hai  Precision  Industry  Co.,  a  low- 
profile  Taiwanese  company  based  in  the 
gritty  Taipei  suburb  of  Tucheng. 

In  the  cutthroat  world  of  Taiwan's 
electronics  makers,  Hon  Hai  is  a  rarity:  It's 
a  profit  machine.  Most  Taiwanese 
companies  these  days  enjoy  healthy  sales 
growth  but  suffer  from  anemic  earnings, 
because  of  relentless  pressure  from 
customers  to  cut  prices.  But  even  as 
Taiwanese  blue  chips  such  as  Quanta 
Computer  Inc.  and  Compal  Electronics  Inc. 
have  struggled,  Hon  Hai  has  thrived.  The 
company  ranks  No.  2  on  this  year's 
BusinessWeek  IT  100.  That  makes  it  four 
straight  years  in  the  top  10,  a  performance 
matched  only  by  fearsome  Dell  Inc.  It 
booked  sales  of  $16.2  billion  last  year,  up 
34%,  and  profits  increased  18%.  Although 
its  margins  are  shrinking,  Hon  Hai  remains 
well  ahead  of  rivals,  and  its  stock  price  is 
up  38%  in  the  past  year,  compared  with  a 
scant  1%  nse  in  the  Taiex  Taiwanese 
electronics  index.  "In  Taiwan,  there  is  no 
•  comparison  with  Hon  Hai,"  says  Tony  Tsai 
of  Taiwan  Ratings  Corp.,  a  Taipei  agency. 
A  key  fa<  Hails  success  is  its 

ability  to  m^  ke  everything  from  components 
to  finished  pre    ids.  The  company  was 
founded  in  1974    ,  current  Chairman  Terry 
T.M.  Gou,  who  st  ith  10  employees  in 

the  back  of  a  gara^  s  making  plastic  parts  for 
black-and-white  TVs.  In  1981.  Gou  branched 
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out  into  the  unglamorous  business  of  making 
connectors  and  other  parts  that  fill  the  guts  of 
PCs.  Then  in  the  late  1990s,  Hon  Hai  added 
more  sophisticated  products.  Today  it  makes 
everything  from  desktop  PCs  for  HP  and  cell 
phones  for  Nokia  to  PlayStation  game 


consoles  for  Sony.  Since  Hon  Hai  continues 
to  manufacture  many  components  on  its 
own,  it  can  work  with  fewer  suppliers.  As  a 
result,  it  can  undercut  rivals'  prices  by  as 
much  as  20%-and  generate  better  margins, 
estimates  brokerage  UBS. 

Then  there's  Hon  Hai's  global  profile.  Lots 
of  companies,  including  Flextronics,  have 
shifted  production  to  low-cost  locations  in 


China.  But  Hon  Hai  is  unquestionably  the 
leader,  employing  more  than  100,000 
workers  in  China  alone,  brokerage  Merrill 
Lynch  &  Co.  estimates.  Hon  Hai  keeps  a  big 
presence  in  the  Czech  Republic,  has  plants 
in  Brazil  and  Hungary,  and  is  expanding  in 
Mexico.  In  2003,  it  bought  a  Motorola  Inc. 
mobile-phone  factory  in  Chihuahua  and  has 
purchased  a  big  tract  of  land  for  a  new 
regional  headquarters  in  Juarez,  across  the 
border  from  El  Paso. 

Now,  Gou  is  working  to  solidify  Hon  Hai's 
lead.  In  January,  Hon  Hai  raised  $433 
million  in  an  initial  public  offering  in  Hong 
Kong  for  its  handset  subsidiary,  Foxconn.  On 
May  13  the  company 
bought  the  cell-phone 
manufacturing  arm  of 
the  Chi  Mei  Group  for 
$80  million.  On  May 
18,  Hon  Hai  agreed  to 
take  over  an  HP  plant 
in  Australia.  The  HP 
alliance  could  boost 
Hon  Hai's  revenue  by 
as  much  as  10%  by 
2007,  brokerage  Daiwa 
Institute  of  Research 
estimates. 

Gou  is  hoping  to 
diversify  Hon  Hai's 
offerings  even  further. 
The  company  has 
invested  in  liquid- 
crystal  display 
manufacturing  and  is 
boosting  production  of 
Internet  telephones 
and  set-top  boxes.  It's 
adding  a  new,  $350 
million  research  and 
development  center  in 
Tucheng.  And  Gou 
wants  Hon  Hai  to  become  a  major  supplier 
of  electronics  for  automobiles,  too.  Many 
other  Taiwanese  companies  have  similar 
aspirations.  But  considering  Hon  Hai's 
track  record,  the  chances  are  good  that 
Terry  Gou  and  his  company  will  once  again 
be  leading  the  pack. 

-By  Bruce  Einhorn  in  Hong  Kong 
and  Matt  Kovac  in  Taipei 
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TELECOMMUNICATIONS 


VONAGE:  SPENDING 
AS  FAST  AS  IT  CAN 

CEO  Jeff  Citron  aims  to  keep  the  Internet  telephony  startup 
a  step  ahead  of  the  giants  now  in  hot  pursuit 


BY  ROGER  O.  CROCKETT 


ENTICING  CUSTOMERS  TO  SWITCH 
from  their  tried-and-true  phone  service  to 
a  newfangled  brand  costs  loads  of  money, 
and  Jeffrey  A.  Citron  is  on  one  heck  of  a 
spending  spree.  Citron,  the 
34-year-old  chief  executive  of 
telecom  startup  Vonage  Hold- 
ings Corp.,  has  been  burning 
millions  in  venture  funding  to 
market  Vonage's  Net-based 
phone  service.  His  message  is 
simple:  Users  with  broadband 
connections  can  save  on  their 
bills  by  hitching  their  phone  to 
the  Net— through  a  Vonage 
hookup.  It's  called  Voice  over 
Internet  Protocol,  or  VoIP,  and 
customers  like  the  economics. 
Vonage  subscriptions  have 
jumped  63%  this  year,  to 
700,000.  Some  15,000  more 
jump  on  board  every  week. 

The  trouble  for  Vonage?  Big 
cable  players  such  as  Time 
Warner,  Cablevision  Systems, 
and  Comcast  are  starting  to 
gain  traction  in  the  same  mar- 
ket. And  they're  chipping  away 
at  Vonage's  industry-leading 
share,  which  was  37.5%  in  the 
first  quarter,  according  to 
Halpem  Capital.  What's  more, 
telecom  giant  Verizon  Commu- 
nications just  launched  its  own 
VoIP  service,  and  SBC  Commu- 
nications is  expected  to  plunge 
into  the  market  in  coming 
months,  once  its  merger  with 
AT&T  is  final.  By  yearend,  the 
total  VoIP  market  is  expected  to 


top  3  million.  By  2008  it'll  be  19  million, 
according  to  researcher  IDC. 

With  such  powerhouse  competition 
emerging,  Vonage  has  its  work  cut  out  to 
remain  on  top  in  VoIP.  Most  industry  ex- 
ecutives and  analysts  see  the  company  be- 
coming a  niche  player  focusing  on  voice 
alternatives,  while  its  competitors  bundle 
everything  from  cell-phone  to  TV  service. 


But  Citron  isn't  ready  to  relinquish  I 
bold  vision— not  without  a  big  roll  of  t[ 
dice.  To  increase  market  share,  he  H 
been  dishing  out  some  $200  for  evt| 
new  subscriber.  And  that  number 
rise.  At  a  recent  board  meeting,  he  reca 
asking  what  was  limiting  Vonagj 
growth.  The  answer:  capital.  "So," 
says,  "we  set  out  to  raise  some  mone 


TELECOM'S  TITANS 

Internet  telephone  service  presents  a  threat  to  incumbent  phone 
companies  around  the  world.  The  most  likely  to  stay  strong  are  the  ones 
developing  strategies  to  deal  with  the  emerging  technology 
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BT GROUP 
BENVERWAAYEN 

British  Telecom  faces 
aggressive  competition  from 
Internet  telephone  upstarts 
such  as  Sweden's  Skype.  Its 
strategy  has  been  to  embrace 
the  new  technology  using 
low-cost  gear.  It  plans  to 
convert  its  entire  network  to 
Internet  protocol  technology 
as  early  as  2008. 


TELEFONICA 
CESAR  ALIERTA 

Spain's  leading  telecom  is 
racing  into  wireless,  buying 
operations  in  10  Latin 
American  nations  last  year.  It's 
also  pushing  Net  phoning  in 
markets,  such  as  Germany, 
where  it  faces  an  incumbent.  In 
Spain  and  Latin  America, 
where  Telefonica  holds  sway, 
it's  moving  more  slowly. 
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VERIZON  COMMUNICATIONS 

IVANSEIDENBERG 

Verizon  is  benefiting  from  stron  I 
growth  in  its  wireless  operation  * 
and  rich  profits  from  its  local 
phone  business.  But  the  local 
biz  is  under  attack  from  Vonage 
and  other  Net  phone  outfits. 
Verizon's  response  is  its  own 
$30-a-month  Net  phone 
service.  It's  also  buying  MCI,  in 
part  to  boost  its  Net  expertise. 
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)h,  how  he  succeeded.  On  May  9  the 
r-year-old  Vonage  nearly  doubled  its 
ture  funding  with  a  fresh  $200  mil- 
,  led  by  Bain  Capital.  That's  the 
est  single  funding  in  a  telecommuni- 
ons  venture  since  the  Internet  bubble 
st  in  2000.  And  Citron  is  racing  to  put 
work.  In  May,  Vonage  spent  an  esti- 

fed  $21.8  million  on  Internet  advertis- 
|  according  to  TNS  Media  Intelli- 
ce.  Chief  Financial  Officer  John  S. 
;o  admits  that  Vonage,  which  charges 
omers  an  average  of  $30  per  month, 
nues  to  burn  cash  as  it  races  to  grow, 
success,  he  says,  "is  all  about  scale." 
|Vin  or  lose,  Vonage's  dash  for  cus- 
jiers  is  shaking  an  entire  industry.  Like 
r  Net-based  upstarts— TiVo  Inc.  and 
Inc.,  to  name  two— Vonage  wields 
size  influence.  It's  pushing  larger 
ipetitors  to  embrace  the  Net  and  to 
h  their  rates.  And  once  those  rivals 

!'h  the  plunge,  they  hurry  to  generate 
a  with  other  services,  from  e-mail  ac- 
>  over  the  phone  to  new  TV  hookups, 
litron,  no  newcomer  to  long  shots,  has 
;  shown  a  readiness  to  take  big 
nces  and  stretch  limits— sometimes 
ng  it  too  far.  As  a  trader  at  Datek  Se- 
ities,  he  made  his  first  million  by  age 
In  1998,  he  took  over  Datek  Online— 
quickly  got  into  hot  water.  The  Secu- 


rities &  Exchange  Commission  investi- 
gated charges  that  Datek  had  made  illegal 
trades  and  generated  rich  profits  by  ma- 
nipulating systems  designed  for  small  in- 
vestors. Citron  resigned  in  1999  and  sold 
most  of  his  stake  for  $225  million.  In  a 
settlement  four  years  later,  the  SEC 
banned  him  permanently  from  "associat- 
ing with  any  broker  or  dealer,"  according 
to  documents.  Citron  agreed  to  pay  $22.5 
million  in  penalties,  but  did  not  admit  to 
any  wrongdoing. 

Smorgasbords 

CITRON  FOUNDED  Vonage  in  2001, 
when  his  reputation  was  under  siege  and 
Internet  telephony  was  still  associated 
with  the  dot-com  splatter.  Nonetheless,  he 
pulled  it  off.  "I  wouldn't  have  guessed  ear- 
ly on  that  we'd  be  in  this  position  today," 
says  J.  Sanford  Miller,  a  senior  partner  at 
investor  3i.  "But  Jeffrey  predicted  it." 

Now  he  faces  rivals  who  are  promising 
smorgasbords  of  digital  offerings.  The  ca- 
ble companies  can  bundle  their  voice 
service  with  video,  broadband,  and  soon, 
wireless  phone  service.  And  phone  com- 
panies are  racing  into  TV. 

Citron  knows  he  can't  match  these  of- 
ferings. So  his  goal  is  to  hammer  out 
partnerships  with  a  variety  of  wireless 


^^^*  providers  and  leave 

CITRON  the  TV  service  to 

He  wants  to  others.  The  trouble 

fashion  a  wireless  is  ^  ±e  mobile 

phone  network  [d  has   CQn. 

from  hot  spots  ..,    ',  , 

sohdated  so  much 

that  the  few  big  cellular  players  left  are  al- 
ready competing  with  Vonage. 

This  could  push  Citron  to  the  margins 
of  the  industry.  He's  starting  in  the  wilds 
of  Wi-Fi,  the  wireless  Net  connections 
available  in  so-called  hot  spots  found 
everywhere  from  Starbucks  to  hotels.  His 
plan  is  to  forge  enough  partnerships  with 
Wi-Fi  hot  spot  providers  to  allow  Vonage 
subscribers  to  make  calls  as  they  roam. 
But  most  analysts  doubt  that  Vonage  can 
survive  on  voice  service  alone— wireless 
or  not.  "In  the  long  run,  Vonage  can't  af- 
ford to  be  just  about  cheap  phone  calls," 
says  William  Markey,  president  and  gen- 
eral partner  of  telecom  consultants  Rele- 
vantC  Business  Group. 

Why?  Even  a  successful  network  of  hot 
spots  is  a  long  way  from  the  seamless 
connections  the  phone  giants  are  promis- 
ing. SBC,  for  example,  predicts  that  with- 
in two  years,  customers  will  be  able  to 
walk  into  the  house  while  on  a  cellular 
call  and  switch  the  call  instantly  to  the  in- 
house  Wi-Fi  network.  Then  users  could 
transfer  the  call  to  a  PC  or  instant  mes- 
sage chat  box  on  the  TV  so  they  could 
shoot  the  breeze  as  they,  say,  compete  in  a 
video  game  or  watch  the  World  Series. 

While  Vonage  doesn't  own  networks, 
it  has  one  towering  advantage  over  its 
larger  foes:  a  proven  record  as  an  inno- 
vator. Its  genius  was  in  developing  com- 
ponents to  carry  phone  calls  through  a 
broadband  connection  owned  by  the 
phone  or  cable  company,  and  to  transmit 
them  over  public  Internet  lines.  It 
worked.  And  the  voice  quality  surpassed 
expectations.  It  also  developed  technolo- 
gy that  lets  customers  pick  up  their  voice 
mail  online,  from  anywhere. 

As  richer  competitors  attack  the  VoIP 
market,  they're  quick  to  predict  Vonage's 
demise.  "Unfortunately,  sometimes  the 
pioneers  get  trampled  by  all  the  stage- 
coaches that  follow,"  says  Rian  J.  Wren, 
general  manager  of  Comcast  Corp.'s 
Voice  Services  business. 

Citron  still  has  big  plans.  Coming  soon 
will  be  the  F-1000  UT  Starcom  Wi-Fi 
phone,  giving  customers  more  freedom  to 
roam.  And  Vonage  expects  to  expand  to 
Asia  and  Continental  Europe  within  the 
next  12  months.  If  Vonage  is  destined  to 
become  a  niche  player,  Citron  hasn't  got- 
ten the  message  yet.  And  his  drive  to 
build  a  giant— whatever  the  result— is 
transforming  an  entire  industry.  ■ 
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Chipmakers  can't  keep  using  the  same 
tricks  to  boost  speed.  New  ones  are  coming 


BY  ADAM  ASTON 


IN  THE  RACE  TO  PRODUCE  EVER- 
faster  ehips,  it  sometimes  feels  like 
enough  is  enough.  Our  desktops  have  suf- 
ficient horsepower  to  simulate  the  birth  of 
galaxies  if  anyone  wants  to.  Phones  and 
PDAs  are  stuffed  with  fascinating  com- 
munications tricks  that  few  people  will 
ever  use.  So  do  we  still  need  Moore's 
Law— the  precept  that  chip  performance 


should  double  roughly  every  18  months? 

The  electronics  industry  says  yes,  for 
reasons  of  cost  and  capability.  There  are 
still  a  few  billion  people  on  the  planet  who 
have  yet  to  purchase  a  cell  phone,  let  alone 
a  PC.  So  if  chipmakers  can  keep  Moore's 
Law  on  track  for  a  few  more  years,  the  dig- 
ital amenities  that  rich  countries  take  for 
granted  will  be  cheap  enough  for  everyone 
to  buy,  brainy  enough  to  understand  re- 
quests in  natural  spoken  language,  and 
even  to  answer  back. 

Now  more  than  ever,  though,  uphold- 
ing Moore's  Law  will  require  imagination. 


MOORE 

His  law  has 
enjoyed  a 
40-year  run 


So  far  chip  companies  have  relied  mo 
on  one  clever  trick:  They  shrink  the  tr  : 
sistors  on  chips  so  that  electrons  have  i 
distance  to  travel,  thereby  speeding  up  * 
processing  of  data.  But  that  trick  is  gett  1 
harder  to  perform.  In  the  1990s,  shrink  F 
led  reliably  to  faster  speeds.  It  was  "  ; 
cream-puff  era,"  says  Gary  Smith,  c)  l 
analyst  at  Gartner  Dataquest  in  San  J(  * 
Calif.  Today,  though,  circuits  are  packet  e 
closely  that  chips  are  heating  up,  and  \  * 
formance  is  starting  to  suffer.  That's 
reason  giants  such  as  Intel  Corp.,  No.   L: : 
on  this  year's  Info  Tech  100,  and  IBM,   *: 
44,   have    fallen    behind    schedule   ' 
launching  new  generations  of  mic  B  J: 
processors  in  recent  years. 

Even  so,  chipmakers  think  they  can  ; 
^^^m  pull  off  a  few  more  a  P^ 

erations  of  shrinking 
fore  they  hit  the  w  L~ 
They're  trying  new  i  Wf 
terials  and  product  DR£R 
tools,  and  most  exp*  ^m 
see  an  orderly  progression  deep  into  n  5-'-: 
otechnology.  Today's  circuit  lines  meas  *  i01 
about  90  nanometers  in  width— or  90  iM 
lionths  of  a  meter.  This  year  and  r  c  a 
they'll  go  down  to  65  nm,  then  45  run  k^ 
2010, 32  nm  by  2013,  and  22  nm  by  2(  Bw, 
says  International  Technology  Roadir  IF  off 
for  Semiconductors,  an  industry  resea  .fcin 
group.  After  that,  says  Paolo  A-  Gargini.  tooes 
tel's  director  for  technology  strategy, '  ■&  i 
unclear  what  will  come  next." 

Fortunately,  shrinking  is  just  one  \  sea 
to  solve  the  problem.  Another  strat  *-!o; 
that  is  already  moving  into  the  marl 
place  involves  linking  several  mic 
processor  "cores"  together  on  the  sa 
semiconductor.  This  will  require  o> 
hauling  the  software  running  on  the  cl 
In  addition,  engineers  are  devising 
ways  to  stack  circuitry,  layer  upon  la 
into  multi-story,  3D  structures.  Togetl  ifcff 
these  developments  should  sustain  r  inU 
mentum  in  the  $227  billion  global  c 
sector  for  years,  if  not  decades.  T 
could  even  lead  to  a  quantum  leap  in  \ 
formance.  "We're  going  to  see  a  loi 
evolution  happening  very  fast,"  s 
IBM's  Philip  Emma,  manager  of  systc- 
technology  and  microarchitecture. 

Among  these  different  approaches, 
first  superfast  chips  coming  out  of 
gate  are  the  multicore  devices  that  be 
performance  by  replacing  a  single  hi 
speed  processor  with  two  or  more  cc 
that  don't  need  to  be  so  speedy.  "A  3 
pound  lineman  can  generate  a  lot  of  p» 
er,"  says  IBM's  Emma.  "But  two  1 
pound  guys  can  do  the  same  work  v 
less  overall  effort."  On  your  desktop, 
means  replacing  a  single  3  gigahertz  c 


IM 


no 


108    BusinessWeek 


)05 


i  two  2.1  GHz  cores.  Combined,  they 
move  data  faster  using  less  energy 
ile  running  cooler. 

Uready  being  sold  by  Advanced  Micro 
Aces,  IBM,  and  Intel  for  use  in  desktop 
,  multicore  processors  have  another 
antage:  Their  behavior  is  well  under- 
}d.  For  decades  companies  have  built 
ercomputers  that  function  on  this 
iciple,  with  packs  of  processors  work- 
together  to  raise  computing  speeds. 
,  there's  a  world  of  difference  between 
se  two  segments  of  the  market.  IBM's 
ld-beating  Blue  Gene/L  supercom- 
er  boasts  65,000  processors  working 
tnison.  In  contrast,  microprocessors  in 
jsonal  computers  are  likely  to  peak  at 
und  eight  cores,  predicts  Emma. 

hip  Skyscrapers 

[ORE  RADICAL  reinvention  of  chips  is 
drawing  boards.  Three-dimensional, 
tacked,  semiconductors  promise  dra- 
tic  performance  gains  simply  by  ar- 
ming chip  functions  vertically— like  the 
rs  of  a  building.  Consumer-electronics 
kers  have  already  taken  a  step  in  this 
action,  notes  Hans  Stork,  chief  tech- 
ogy  officer  at  Texas  Instruments  Inc., 
66,  in  Dallas.  In  portable  devices  such 
jhones  and  PDAs,  where  real  estate  is 
ited,  individual  chips  often  are 
ked  on  top  of  one  another,  separated 
ircuit  boards  and  connected  by  mil- 
eter-long  wires. 


Why  should  stacking  chips  in  this  fash- 
ion increase  speed  and  reduce  power  con- 
sumption? James  Jian  Qiang  Lu  of  Rens- 
selaer Polytechnic  Institute  in  Troy,  N.Y., 
explains  it  this  way:  If  you  slice  a  one-cm 
square  processor  into  four  pieces  and  di- 
rectly connect  critical  functions  in  a 
stack,  you  can  cut  the  maximum  distance 
that  electrons  have  to  travel  from  20,000 
microns  to  as  little  as  10.  The  shorter  path 
ramps  up  speed  and  also  means  that  less 
power  is  needed  to  keep  the  electrons 
flowing,  which  in  turn  lowers  heat  output. 
Lu  figures  that  by  stacking  the  elements 
of  one  of  today's  two-dimensional,  90- 
nm  chips  you  could  achieve  computing 
speeds  comparable  to  the  32-nm  chips 
that  are  set  to  arrive  in  about  six  years. 

Still,  it  may  take  that  long  for  all  the 
technical  hurdles  confronting  3D  chips  to 
be  resolved.  Just  as  constructing  a  sky- 
scraper is  harder  than  building  a  house, 
creating  3D  chips  will  require  the  devel- 
opment of  complex  3D  design  tools  and 
methods.  Lu's  research  group  is  focusing 
on  the  assembly  process,  which  will  also 
be  much  more  complicated.  To  glue  one 
chip  layer  to  another  means  removing  the 
tough  structural  base  material  to  expose 
the  chip's  underside,  then  lining  it  up  and 
attaching  the  layers  so  that  micron-sized 
contacts  touch. 

The  physical  reorganization  of  chip  ar- 
chitecture will  force  a  similar  upheaval  in 
the  software  world.  Multicore  designs 
work  most  efficiently  when  software  can 


chop  up  a  task  and  divide  it  into  batches 
of  work  that  can  be  processed  simultane- 
ously, in  parallel.  Unfortunately,  little  of 
today's  software  is  optimized  for  this, 
whether  if  s  the  programs  embedded  on 
the  chip  itself  or  the  word  processor  on 
your  desktop.  Once  optimized,  however, 
software  performance  can  improve  dra- 
matically, says  Shahrokh  Daijavad,  soft- 
ware lead  for  next-generation  computing 
systems  at  IBM.  Thar/ s  especially  true  of 
media  and  gaming  software,  he  notes. 

But  converting  all  that  software  is 
bound  to  take  years.  Developing  software 
for  multicore  processing  "is  one  of  the 
hardest  things  you  learn  in  computer  sci- 
ence," says  Daijavad.  Seeing  the  challenge, 
Intel  has  committed  3,000  of  its  10,000 
software  programmers  to  help  accelerate 
the  shift  to  multicore  designs. 

For  all  the  handwringing  over  the  de- 
mands of  Moore's  Law,  chipmakers  say 
they  have  faced  this  abyss  before  and  sur- 
vived. Last  year,  when  the  industry 
moved  from  130-nm  to  90-nm  lines,  there 
were  wrenching  interruptions  in  chip  de- 
liveries. But  in  this  case,  as  in  every  set- 
back since  1965,  when  Gordon  E.  Moore 
first  penned  his  famous  law,  the  industry 
has  found  a  way  around  the  roadblocks. 
Even  the  now-retired  Moore  concedes 
that  he's  consistently  impressed  by  the  in- 
dustry's ability  to  keep  moving  ahead. 
Some  of  the  new  tricks  emerging  today 
are  bound  to  deliver  gains  that  will  im- 
press Moore  yet  again.  ■ 


INY  ALTERNATIVES 

.50  years,  chipmakers  have  been  shrinking  circuit  lines  in  order  to  double  semiconductor 
"formance  roughly  every  18  months,  in  keeping  with  Moore's  Law.  But  these  minuscule  lines  can't  be 
unk  forever,  so  chipmakers  are  trying  the  following  novel  approaches: 
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IULTICORE  PROCESSORS 

lipmakers  have  started  replacing  the 
igle  powerful  microprocessor  at  the 
art  of  a  PC  with  two  or  more  simpler 
ips,  or  "cores."  These  work  together  to 
iost  performance  while  cutting  power 
•isumption. 
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TURBOCHARGED 
SOFTWARE 

The  programs  that  make  computers 
indispensable  are  being  customized 
to  do  their  work  in  smaller  batches 
quickly-in  parallel-using  the  new 
multicore  systems. 
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TALLER  CHIPS 

Engineers  are  creating  3D  chips  that  lift 
performance  by  bringing  the  brainy  "logic" 
portions  of  the  device  closer  to  elements 
that  handle  memory  and  other  functions. 
Result:  A  multi-story  silicon  stack  that  can 
run  faster  and  cooler  than  ordinary  chips. 
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WHERE  ARE  THEY  NOW? 


STARS  THAT  |f 

FELL  FROM  THE  LIST 

Some  recent  highfliers  are  absent  from  this  year's  InfoTech  100| 
Here's  what  went  wrong— and  how  they're  making  it  right 


AMD 

In  2004,  Advanced  Micro  Devices  Inc. 
had  its  best  year  in  a  decade,  stealing  the 
limelight  from  giant  Intel  Corp.  with  its 
new  high-performance  microprocessors. 
That  put  it  at  No.  40  on  last  year's  Info 
Tech  100.  This  year?  As  CEO  Hector  de  J. 
Ruiz  described  it,  "we  had  a  freaking  mis- 
erable" first  quarter.  The  chipmaker  saw 
profits  dragged  down  by  its  money-losing 
memory-chip  business.  The  results 
helped  sink  AMD's  stock  to  $17,  well  off  its 
52-week  high  of  $24.95.  Ruiz  has  since 
decided  to  spin  out  memory  chips,  a  move 
that  should  give  investors  a  better  sense 
of  whether  this  perennial  underdog  can 
thrive  or  just  survive  against  Intel. 

CHINA  UNICOM 

China  is  the  world's  biggest  cellular  mar- 
ket, with  more  than  350  million  sub- 
scribers. So  you  might  think  China  Uni- 
com would  be  sitting  pretty.  Yet  Unicom, 
one  of  the  country's  two  carriers  and  the 
only  one  to  operate  a  network  based  on 
Qualcomm's  CDMA  technology,  has  been 
struggling— while  market  leader  China 
Mobile  has  prospered.  Last  year,  Uni- 
corn's profits  fell  24%,  to  $193  million, 
while  sales  rose  just  7%,  to  $2.5  billion. 
Why?  Customers  have  been  slow  to  adopt 
CDMA  because  the  handsets  are  more  ex- 
pensive and  coverage  isn't  as  good. 

eBAY 

EBay  Inc.  is  solidly  profitable  on  expect- 
ed 2005-sales  of  $4.3  billion,  up  more 
than  30%.  So  why  on  earth  did  it  fall  off 
the  Info  Tech  100?  Because  the  10-year- 
old  online  marketplace's  growth,  espe- 
cially in  mature  U.S.  and  German  mar- 
kets, is  slowing.  That  has  knocked  its 
stock  price  down  33%  since  the  start  of 
the  year.  CEO  Meg  Whitman  is  facing 
rising  competition  from  many  quarters. 


Some  large  merchants  are  opting  to  sell 
merchandise  on  Amazon.com  Inc.  or  buy 
keywords  on  Google  Inc.  to  drive  cus- 
tomers directly  to  their  Web  sites.  But 
eBay  isn't  sitting  still.  With  recent  pur- 


BRIGHTER  TOMORROW 

Whitman  (clockwise) 
is  widening  eBay's 
menu.  Probst  of  EA  is 
counting  on  a  James 
Bond  game.  And 
AMD's  Ruiz  will  spin 
out  memory  chips 

chases  of  comparison-shopping  site 
Shopping.com,  apartment-rental  service 
Rent.com,  and  several  classified  ad  sites, 
it's  aiming  to  broaden  its  appeal  to  more 
kinds  of  merchants  and  buyers. 

ELECTRONIC  ARTS 

For  a  while,  the  king  of  independent 
game  publishers  looked  unstoppable. 
Key  franchises  such  as  Madden  nfl 
Football  and  Harry  Potter  helped  the 
Redwood  City  (Calif.)  giant  rake  in  $3.1 
billion  in  sales  for  fiscal  year  2005.  But 
investors  were  shocked  earlier  this  year 
when  CEO  Larry  Probst  reported  disap- 
pointing results  and  predicted  current- 
year  earnings  could  fall  short  of  expecta- 
tions. That  sent  ea's  stock  tumbing  11%. 
The  problem?  Consumer  spending  soft- 
ened as  gamers  waited  for  new  consoles, 


due  out  next  year.  And  EA's  offerings  1.1 
holiday  did  not  appeal  to  consumers  f 
much  as  rival  Take  Two  Interacts 
newest  version  of  Grand  Theft  Auto. 
get  its  mojo  back,  EA  is  counting  orl 
strong  2005  holiday  lineup,  | 
eluding  a  James  Bond  game 
turing  Sean  Connery. 

HEWLETT-PACKARD 

After  trumpeting  its  merger 
Compaq  Computer  as  a  succ 
during  much  of  2003,  Hewk 
Packard  stumbled  last  sum: 
While  its  printer  business 
mained  profitable,  its  offering 
storage,  servers,  PCs,  and  s 
ware— many  of  the  units  exp 
to  be  buttressed  by  the  Com 
deal— lost  either  market  share 
money.  The  troubles  cost  C 
Executive  Carleton  S.  Fiorina  \ 
job  in  February.  New  CEO  Mi 
Hurd  has  yet  to  spell  out  1 
game  plan,  but  investors  are 
tiously  optimistic:  HP's  stock  1 
climbed  14%,  to  $22.58,  since  word 
his  arrival. 

LEXMARK  INTERNATIONAL 

In  2003,  Lexmark  International  h 
started  making  printers  for  Dell  Ii 
boosting  the  company's  sales  volui 
and  propelling  it  to  No.  47  on  last  yea 
Info  Tech  100.  The  party  continu 
through  much  of  2004,  as  Lexmark  c 
ceeded  Wall  Street's  earnings  expec 
tions.  But  sales  growth  stalled  in  the  fi 
quarter  of  2005,  dropping  to  8%— lov 
than  in  each  of  the  three  previous  qu. 
ters.  Earnings  also  fell  below  expec 
tions.  That  sent  Lexmark's  shares  do^ 
14%.  Among  the  reasons  for  the  b 
news:  softening  consumer  demand  a 
increasing  price  competition. 


>  With  Sprint,  ING  DIRECT  is  beautiful. 


/< 


€. 


f      27  a 


Sprint 


With  99%  of  their  transactions  taking  place  over  the  Internet  or  on  the  phone,  ING  DIRECTS 
customers  don't  go  to  the  bank.  The  bank  goes  to  them.  That's  why  ING  DIRECT  turned 
to  Sprint  and  the  Sprint  Peerless  IP  Network  to  address  their  unique  security  and  reliability 
needs.  This  made  it  possible  for  ING  DIRECT  to  integrate  call  center  and  Web  traffic 
over  a  more  secure,  private  network.  And  since  then,  they've  experienced  zero  service 
interruptions.  When  every  customer  can  be  the  first  customer  in  line,  banking  is  beautiful. 
With  Sprint,  business  is  beautiful. 

>  Visit  Sprint.com/beautiful  for  case  studies  or  call  877-777-5568  >  Wireless.  Data.  Voice.  IP 


©2005  Sprint.  All  rights  reserved.  Sprint  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  LP. 


THE FUTURE OF TECH 


THE  INFORMATION  TECHNOLOGY  100 


i 


To  compile  the  Information  Technology 
100,  BusinessWeek  began  with  financial 
data  from  Standard  &  Poor's,  a  division 
of  The  McGraw-Hill  Companies  that  has 
computerized  information  on  10,000 
publicly  traded  corporations.  We 
trimmed  this  universe  to  information- 
technology  companies  and  then  added 
non-U.S.  tech  companies 
recommended  by  our  network  of  foreign 
bureaus.  To  qualify,  companies  had  to 
have  revenues  of  at  least  $300  million. 

We  divided  this  collection  of  about  500 
companies  into  eight  industry 
categories,  such  as  software  and 
semiconductors.  Companies  whose 


stock  pr.ce  has  dropped  more  than 
75%,  whose  sales  shrank,  or  where 
other  developments  raised  questions 
about  future  performance,  were 
eliminated  from  contention.  We  also 
dropped  phone  companies  whose 
monopoly  or  near-monopoly  power 
gives  them  an  unfair  advantage  over 
competitors.  The  remaining  group  of 
companies  was  ranked  on  four  criteria: 
return  on  equity,  shareholder  return, 
and  revenue  growth  (which  were 
given  equal  weight),  and  total 
revenues  (which  was  weighted).  Then, 
the  top  100  companies  were 
re-ranked  as  a  group. 


REVENUES  Latest  available  revenues  for 
the  12-month  period  ended  Dec.  31,  Jan.  31, 
Feb.  29,  Mar.  31,  or  Apr.  30.  For  companies 
that  do  not  report  quarterly,  the  most 
recent  annual  data  were  used.  Includes 
all  sales  and  other  operating  revenues. 

REVENUE  GROWTH  Percentage  change 
in  revenues  compared  with  the  previous 
12-month  period,  in  native  currency. 

RETURN  ON  EQUITY  Net  income 
available  for  shareholders  divided  by 
common  equity. 

TOTAL  RETURN  The  total  return  to 
shareholders,  in  U.S.  dollar  terms,  in- 


THE  BIGGEST 

CURRENT  SALES 
COMPANY                           (MILLIONS) 

IBM 

$97,026.0 

VERIZON 

72,406.0 

DEUTSCHE  TELEKOM  71,987.6 

SAMSUNG 

71,584.8 

FRANCE  TELECOM 

58,651.0 

DELL 

51,051.0 

TELEFONICA 

39,654.3 

MICROSOFT 

38,919.0 

NOKIA                      38,284.6 

LG  ELECTRONICS 

37,773.2 

THE  FASTEST  GROWING 

COMPANY 

REVENUE 
GROWTH 

POWERCHIPSEMI 

150.0% 

RESEARCH  IN  MOTION 

127.1 

GOOGLE 

103.0 

YAHOO! 

90.9 

LAM  RESEARCH 

86.5 

COMMSCOPE 

80.7 

NIDEC 

75.1 

TPV  TECHNOLOGY 

75.1 

ATOS  ORIGIN 

74.7 

HIGH  TECH  COMPUTER 

68.2 

All  figures  are  for  most  recent  available  12  months. 


ALPHABETICAL 
INDEX  OF 
COMPANIES 

The  number  that  follows 
each  company  name 
indicates  its  ranking 
in  the  table 


'BusinessWeek  on  line 


For  more  information  about  the 
Information  Technology  100  com- 
panies and  monthly  updates  of 
the  rankings,  go  to  www.busi- 
nessweek.com/go/futu  re_of_tech 


Accenture  31 
Acer  22 
Activision  81 
Adobe  Systems  46 
Advantest  78 
America  M6vil  1 
Amphenol  60 
Anixter  International  97 
Antecn  International  72 
Apple  Computer  6 
Applied  Materials  65 
ASML  Holding  59 
Asustek  Computer  29 
ATI  Technologies  90 
Atos  Origin  64 
Autodes   33 
Benv  88 

Bhart  Tele-Ventures  19 
BT  G   up  13 
CACI  International  51 
Canon  62 
Chi  Mei 
Optoelectronics  79 


eluding  reinvested  dividends  for  the 
months  ended  May  31, 2005. 

PBOflTS  Latest  available  profits  for 
12-month  period  ended  Dec.  31,  Jan 
Feb.  29.  Mar.  31,  or  Apr.  30.  Net  incoi 
from  continuing  operations  before 
extraordinary  items. 


NOTE:  Data  compiled  by  Standard  ^ 
Poor's  from  sources  such  as  statistir  3 
services,  registration  statements,  ar 
company  reports  that  S&P  believes 
be  reliable  but  are  not  guaranteed  b;  } 
S&P  or  BusinessWeek  as  to  correctr 
or  completeness.  This  material  is  nc 
offer  to  buy  or  sell  any  security. 


THE  MOST  PROFITABLE 

RETURN 
COMPANY                          ON  EQUITY 

NEXTEL  PARTNERS 

81.3% 

WESTERN  WIRELESS 

75.8 

TATA  CONSULTANCY 

70.5 

MEMC  ELECTRONIC 

51.5 

DELL 

50.1 

BT  GROUP 

47.3 

ACCENTURE 

42.4 

NOVATEK 

40.5 

MOBILE  TELESYSTEMS     40.0 

TELEFONICA  MOVILES 

39.2 

«x 


SM 


Iff 


SHAREHOLDER  RETUi 
THROUGH  5/31/ 


COMPANY 

GOOGLE 

APPLE  COMPUTER 

HIGH  TECH  COMPUTER 

MITAC  INTERNATIONAL 

AUTODESK 

COGNIZANT  ^^^ 

TELUS 

TURKCELL    ' 

VERISIGN 


226.2' 

183 

"■ 

14' 

121 

107 

107 

85 

77 

75 


()ie 


SEAGATE  TECHNOLOGY 


Data:  Standard  &  Poor's,  BusinessWt 


r 
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China  Mobile 

(Hong  Kong)  17 
China  Telecom  56 
Cisco  Systems  53 
Cognizant  Technology 

Solutions  32 
CommScope  91 
Compal  Electronics  93 
Dell  7 

Deutsche  Telekom  54 
EMC  57 
First  Data  69 
Flserv  84 

France  Telecom  45 
Google  4 
Harris  95 

High  Tech  Computer  11 
Hon  Hai  Precision  lnd.2 
Hoya96 

Intosys  Technologies  10 
Ingram  Micro  83 
Intel  52 
International  Business 

Machines  44 


KLA-Tencor  98 

KT47 

KT  Freetel  86 

L-3  Communications 

Holdings  71 
Lam  Research  37 
LG  Electronics  3 
LG  TeleCom  73 
Lite-On  Technology  43 
LM  Ericsson  35 
Logitech  International  76 
Marvell  Technology 

Group  89 
MEMC  Electronic 

Materials  39 
Microsoft  27 
MiTAC  International  67 
Mobile  Telesystems  8 
Motorola  40 
NCR  61 

Network  Appliance  77 
Nextel  Communications  9 
Nextel  Partners  24 
NIDEC  42 


Nil  Holdings  28 
Nikon  92 
Nokia  18 
Novatek 

Microelectronics  26 
Oracle  38 
Powerchip 

Semiconductor  48 
Qualcomm  63 
Research  In  Motion  74 
Samsung  Electronics  5 
SanDisk  100 
SAP  58 
Satyam  Computer 

Services  85 
Seagate  Technology  50 
SRA  International  75 
SunGard  Data  Systems  94 
Symantec  99 
Taiwan  Semiconductor 

Mfg.  68 
Tata  Consultancy 

Services  12 


Telecom  Cp 

New  Zealand  49 
Telefonica  16 
Telefonica  Moviles  15 
Telefonos  de  Mexico  2 
Telekomunikasi 

Indonesia  20 
Telus  70 

Texas  Instruments  66 
Tokyo  Electron  87 
TPV  Technology  36 
Turkcell  lletisim 
Hizmetleri  14 
VeriSign  82 
Verizon 

Communications  41 
VimpelCom  55 
Western  Digital  30 
Western  Wireless  21 
Wipro23 
Yahoo!  34 
ZTE80 


STEU 


IN 
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Country  /  Stock  Symbol'  /  Irwj 

REVENUES 

$  Millions 
Sector 

GROWTH 

Percent 
Rank 

ON  EOUITY 

Percent 
Rank 

RETURN 

Percent 
Rank 

PROFITS 

$  Millions 

COMMENTS 

|  AMERICA  MOVIL 


Mexico /AMX/TI 

HON  HAI  PRECI 

Taiwan /COMP 

LG  ELECTRONI 

Korea  /  COMP 


2  HON  HAI  PRECISION  IND. 

->  LG  ELECTRONICS 


±  GOOGLE  t 


3r 

5 


USA/GOOG/NET 


SAMSUNG  ELECTRONICS 

Korea /COMP 

APPLE  COMPUTER 

USA /AAPL/ COMP 


u2 


3 


DELL 

USA /DELL /COMP 


MOBILE  TELESYSTEMS 

Russia /MBT/ TELE 


NEXTEL  COMMUNICATIONS 

USA  /NXTL/  TELE 


INFOSYS  TECHNOLOGIES 

India /INFY/SVCS 


1 


HIGH  TECH  COMPUTER 

Taiwan /COMP 


11,940.3 
27 


16,237.0 
21 

37,773.2 
10 

3,794.1 
53 


71,584.8 

4 


11,097.0 
28 

51,051.0 
6 


3,887.0 
51 


13,873.0 
24 


1,592.0 
81 


1,068.8 
95 


TATA  CONSULTANCY  SERVICES  t     2,167.9 
India /SVCS  70 


BT  GROUP 

UK /BT/ TELE 


34,356.1 
12 


TURKCELL ILETISIM  HIZMETLERI    3,353.2 
Turkey /TKC/ TELE  62 


6 


TELEFONICA  MOVILES 

Spain  /TEM/  TELE 

TELEFONICA 

Spain  /TEF/  TELE 


16,191.6 
22 


39,654.3 
7 


7  CHINA  MOBILE  (HONG  KONG)      23,229.2 
/  Hnnp  Knnp  /  CHI  /TELF  17 


Hong  Kong  /CHL/  TELE 

NOKIA 

Finland /NOK/COMM 

)  BHARTiTELE-VENTURES 


India /TELE 

TELEKOMUN 

Indonesia /TLK/ TELE 


)  TELEKOMUNIKASI  INDONESIA 


17 

38,284.6 
9 

1,790.7 
76 

3,802.2 
52 


49.1 
21 

34.4 
40 

21.5 
61 

103 
3 

26.5 
49 

54.7 
16 

17.5 
71 

52.7 
18 

20.1 
67 


49.8 
20 

68.2 
10 

36.6 
36 

0.6 
100 

35.6 
39 

21.6 
60 

8.5 
87 

21.3 
62 

4.8 
96 

60.6 
13 

25.2 
53 


21.8 
43 

24.7 
35 

31.9 
17 

20.6 
51 

31.1 
18 

11.8 
88 

50.1 
5 

40 

9 

29.4 
21 


33.4 
14 

33.9 
13 

70.5 
3 

47.3 
6 

24.3 
37 

39.2 
10 

27.5 
30 

18 

58 

25.7 
33 

21.3 
46 

30.3 
19 


62.5 
18 

1,463.3 

53.5 
19 

892.1 

31.1 
35 

1,404.9 

!26.2 

1 

704.3 

13.6 
63 

9,423.4 

.83.4 
2 

752.0 

13.3 
64 

3,246.0 

20.4 
55 

1,022.7 

30.4 
37 

75.2 
11 

144.3 
3 

3,000.0 
419.0 
115.6 

44.3 
28 

502.7 

20.6 
53 

85.1 
8 

3,359.4 
514.1 

6.4 
76 

2,028.4 

21.1 
52 

3,916.7 

31.6 
34 

5,071.8 

26.2 
45 

68.8 

15 

27.5 
43 


4,186.0 
320.8 
686.5 


The  telco  pioneered  prepaid  services  to  emerge  as 
Latin  America's  top  wireless  operator,  but  faces 
competition  from  Spain's  Telefonica  Moviles. 

Hon  Hai  has  become  the  world's  biggest  contract 
manufacturer  by  making  PCs  for  HR  phones  for 
Nokia,  PlayStations  for  Sony,  and  more. 

This  company,  once  known  for  its  home 
appliances,  is  now  the  world's  fourth-largest  cell- 
phone maker  and  a  trendsetter  in  digital  gizmos. 

Google  has  more  than  tripled  its  market  cap  since 
its  IPO  last  year  and  is  exploring  markets  from 
satellite  mapping  tools  to  search  inside  books. 

This  Korean  giant  rules  memory  chips  and  is  a 
powerhouse  in  LCD  displays,  cell  phones,  and 
digital  TVs. 

IPod  sales  are  still  booming,  and  the  Mac  is  gain- 
ing some  share.  The  question:  How  will  investors 
respond  when  growth  comes  back  to  earth? 

The  king  of  PC  sales  is  aiming  for  $80  billion  in 
revenues  by  2009,  in  part  through  new  areas 
such  as  maintenance  services,  printers,  and  TVs. 

Russia's  largest  cellular  operator  doubled  its 
number  of  subscribers  to  40  million  in  the  last 
year,  thanks  to  growth  in  Russia  and  Ukraine. 

Hip  consumers  are  snapping  up  Nextel's  walkie- 
talkie-like  phones.  And  a  pending  merger  with 
Sprint  will  make  it  even  more  of  a  wireless  power. 

Indian  info-tech  bellwether  Infosys  is  aiming 
to  boost  revenues  nearly  30%  in  2005,  to 
$2.04  billion. 

Sales  of  smart  phones  equipped  with  software 
from  partner  Microsoft  helped  sales  rocket 
last  year. 

The  biggest  Indian  software  firm  scored 
India's  largest  IPO  with  a  $1.17  billion  share 
sale  in  August. 

By  staking  its  future  on  broadband  and  the 
Internet,  the  British  telco  transformed  itself  from 
debt-ridden  disaster  to  profitable  powerhouse. 

Growing  mobile  phone  usage  in  Turkey  lifted 
market  leader  Turkcell,  prompting  Nordic  giant 
TeliaSonera  to  make  an  unsuccessful  buyout  bid. 

The  world's  No.  2  mobile  telephone  operator  is 
battling  with  Mexico's  America  Movil  for 
dominance  in  Latin  America. 

After  years  of  slimming  down,  Spain's  big 
telecom  group  is  again  on  the  prowl  for 
acquisitions. 

The  world's  biggest  cellular  operator  remains  on 
a  roll,  racking  up  217  million  subscribers,  a  42% 
gain  from  a  year  ago. 

The  world's  leading  mobile  phone  and  networks 
supplier  is  recovering  from  an  awful  first  half, 
regaining  lost  market  share  with  new  gadgets. 

One  of  India's  top  telecom  outfits,  Bharti  is 
riding  the  mobile  boom,  attracting  11.4  million 
subscribers  to  its  cellular  franchise. 

Jakarta's  telecom  giant  is  smack  in  the  middle 
of  one  of  the  world's  fastest-growing  cellular 
markets  and  is  making  acquisitions  overseas. 


■  TO  INDUSTRIES:  COMM  Communications  equipment,  COMP  =Computers  and  peripherals.  WST  =Distributors,  NET  internet  companies,  SEMI  Semiconductors.  SVCS  =Services. 

SOFT  =Software,  TELE  telecommunications. 
DTNOTES:  *Only  for  companies  traded  on  U.S.  exchanges.   t  Total  return  is  based  on  less  than  one  year  of  data  because  IPO  has  occurred  since  May  30,  2004. 
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REVENUES 

$  Millions 
Sector 


REVENUE 
GROWTH 

Percent 
Rank 


RETURN 
ON  EQUITY 

Percent 
Rank 


percent 
Rank 


r>l  WESTERN  WIRELESS 

Z1  USA /WWCA/ TELE 

00  ACER 

^^  Taiwan  /COM 

on  wipro 

A)  India/ WIT /SVCS 


OA  NEXTEL  PARTNERS 

^r  USA  /NXTP/  TELE 


o-  TELEFONOSDE  MEXICO 
^O  Mexico  /TMX/  TELE 

9  A  NOVATEK  MICROELECTRONICS 

^O  Taiwan  /  SEMI 


OH  MICROSOFT 

^/  USA  /  MSFT  /  SOFT 


2g  Nil  HOLDINGS 


USA  /NIHD/  TELE 


OQ  ASUSTEK  COMPUTER 
£y  Taiwan  /  COMP 

OH  WESTERN  DIGITAL 

«W  USA  /WDC/  COMP 


1,991.5 
73 


6,745.9 
38 


1,865.0 
74 


1,466.4 
86 


12,299.7 
26 


524.7 
100 

38,919.0 
8 

1,362.4 


7,496.2 
35 


3,447.2 
59 


O j  ACCENTURE 


Bermuda  /  ACN  /  SVCS 


OO  COGNIZANT  TECH.  SOLUTIONS 

*J^  USA  /CTSH/  SVCS 


OO  AUTODESK 


USA /ADSK/ SOFT 


OA  YAHOO! 


USA/YH00/NET 


O  Z  LM  ERICSSON 


36 


Sweden /ERICY/COMM 


TPV  TECHNOLOGY 

Bermuda  /  COMP 


OH  LAM  RESEARCH 

O/  USA /LRCX/ SEMI 


38 


ORACLE 

USA /ORCL/ SOFT 


OQ  MEMC  ELECTRONIC  MATERIALS 


USA /WFR/ SEMI 


4Q  MOTOROLA 


16,144.5 
23 

648.6 
99 


1,291.5 
93 


3,990.5 
50 

18,724.7 
19 

*««/•,< 
3,738.2 
56 


1,478.3 
85 


10,997.0 
29 

1,057.1 
96 

32,043.0 
14 


22.7 
58 

42.7 
28 

39.2 
31 

31 
44 

12.9 
81 

60.5 
14 

9.3 
85 

33.2 
42 

25.6 
52 

15.7 
76 

14.2 
78 

56.9 
15 

24.3 
56 

90.9 
4 

12.8 
82 

75.1 
8 

86.5 
5 

10.9 
84 

28.7 
47 

25.8 
51 


75.8 
2 

11.6 
89 

27.9 
27 

81.3 
1 

29.3 
22 

40.5 


23.7 
38 

33.4 
15 

18.2 
57 

28.2 
26 

42.4 
7 

22.2 

41 

35.9 
11 

13.1 
82 

22.8 
40 

26.6 
31 

25.9 
32 

28.9 
23 

51.5 
4 

17.5 
63 


45.5 
26 

47.1 
24 

41.4 
30 

45.6 
25 

14.9 
58 

40.8 
31 

10.4 
70 

64.5 
16 

27.2 
44 

64.2 
17 

-5.4 
89 

107.6 
6 

121.2 
5 

21.3 
51 

13.7 
62 

-5.9 
91 

22 

50 

12.3 
66 

49.2 
22 

-1.1 
85 


-210.2 


363.0 


106.8 


2,436.6 


107.0 


11,244.0 


154.1 


452.7 


186.8 


799.5 


112.4 


255.1 


942.9 


2,739.6 


108.3 


285.5 


2,852.0 


267.5 


2,417.0 


A  focus  on  offering  mobile  phone  service  in  rur 
America  paid  off.  Alltel  agreed  in  January  to 
acquire  Western  Wireless  for  $6  billion. 

Seen  the  Ferrari-branded  laptop?  Thanks  to 
such  hot  computers,  Acer  now  ranks  among  tr> 
world's  top  five  PC  companies. 

Coming  off  its  strongest  year  since  2000,  the 
tech-services  outfit  has  expanded  from  a  tech 
and  telecom  portfolio  to  infrastructure  services 

The  wireless  operator,  which  sells  Nextel's 
walkie-talkie-like  phones  in  midsize  towns  in  tr> 
U.S.,  benefits  from  these  untapped  markets. 

Facing  a  maturing  fixed-line  phone  market  in 
Mexico,  Telmex  is  expanding  into  South  Amerirjlj 
with  broadband  Internet  and  data  services 


1 


Taiwan's  dominant  provider  of  chips  for  LCD 
panels,  Novatek  has  enjoyed  booming  sales, 
and  its  stock  price  has  doubled  in  the  past  year 

Struggles  with  slow  growth  have  pushed  the 
tech  giant  into  new  markets.  But  few  of  those 
bets  have  yet  to  pay  off. 

Riding  the  wave  of  wireless  adoption  in  Latin 
America,  this  Nextel  Communications  spinoff  fc 
fast  gaining  business  customers  in  the  region. 

The  manufacturer  of  iPods  for  Apple  expects 
sales  to  hit  $12  billion  this  year,  though  profits 
aren't  keeping  pace  with  top-line  growth. 

A  lean-and-mean  maker  of  desktop  PC  disk 
drives,  it's  now  moving  into  faster-growing 
storage  markets,  such  as  portable  drives. 

The  consulting  giant  posted  double-digit  sales 
growth  thanks  to  its  business  and  tech  savvy, 
though  it  has  run  into  a  delay  on  a  big  U.K.  projec 

The  outsourcer's  focus  on  generating  more 
sales  from  existing  customers  rather  than 
chasing  new  clients  is  fueling  sales  and  profits. 

Washed  up?  No  way.  Autodesk  has  reemerged 
as  companies  adopt  its  computer-aided  desigr  < 
software  for  buildings  and  other  structures. 

Now  with  nearly  10  million  paying  subscribers 
and  a  booming  ad  business,  Yahoo  appears  wer 
positioned  to  take  on  Google  and  Microsoft. 

Ericsson  is  on  the  mend  under  CEO  Carl-Henric 
Svanberg,  thanks  to  cost-cutting  and  new 
markets,  including  Sri  Lanka  and  El  Salvador. 

Having  become  one  of  the  world's  top  produca 
of  old-fashioned  CRT  monitors,  the  Hong  Kong 
company  is  aiming  to  be  a  player  in  LCD  TVs. 

Surging  worldwide  demand  for  chips  helped 
Lam  Research,  which  makes  machinery  used  ti 
produce  silicon  wafers,  boost  sales. 

With  the  $10.3  billion  PeopleSoft  acquisition 
finally  closed,  the  top  database  maker  now 
hopes  to  gain  ground  in  corporate  applications 

Demand  for  silicon  wafers  was  hot  last  year. 
Even  so,  MEMC  outpaced  the  market,  largely 
thanks  to  its  surge  in  the  Asia-Pacific  region. 

Has  Moto  finally  gotten  its  Mojo  back?  After  year 
of  lagging  rivals  in  design,  the  cell-phone  maker 
jumped  back  into  the  No.  2  spot  worldwide. 
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USA/MOT/COMM 

KEY  TO  INDUSTRIES:  COMM=Communi(.3'ions  equipment,  COMP  =Computers  and  peripherals,  WST  =Distnbutors.  NET  =lnternet  companie 

SOFT  =Software.  TELE  =  I  elecommunications. 
FOOTNOTES:  *Only  for  companies  traded  en  U.S.  exchanges.    tTotal  return  is  based  on  less  than  one  year  of  data  because  IPO  has  occu'  May  30. 2004. 
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I  COMPANY 

I  Country  /  Stock  Symbol*  /  Industry 


2  NIDEC 


1 


VERIZON  COMMUNICATIONS 

USA /VZ/ TELE 


} 


5 


Japan  /NJ/COMP 

LITE-ON  TECHNOLOGY 

Taiwan /COMP 

IBM 

USA/IBM/SVCS 


FRANCE  TELECOM 

France  /  FTE  /  TELE 


\  ADOBE  SYSTEMS 
->  USA  /ADBE/  SOFT 


7KT 


Korea /KTC/ TELE 

POWERCHIP  SEMICONDUCTOR 

Taiwan /SEMI 

TELECOM  CP  NEW  ZEALAND 

New  Zealand /NZT/ TELE 

SEAGATE  TECHNOLOGY 

Cayman  Islands /STX/ COMP 

CACI  INTERNATIONAL 

USA  /  CAI  /  SVCS 


}  INTEL 

p  USA  /  INTC  /  SEMI 


} 


CISCO  SYSTEMS 

USA/CSCO/COMM 

DEUTSCHE  TELEKOM 

Germany /DT/ TELE 


-  VIMPELCOM 

3  Russia /VIP /TELE 


3 


CHINA  TELECOM 

China  /CHA/  TELE 


7  EMC 


3 

3 


USA /EMC /COMP 

SAP 

Germany /SAP /SOFT 

ASML  HOLDING 

Netherlands /ASML/ SEMI 

AMPHENOL 

USA /APH/ SEMI 


REVENUES 

$  Millions 
Sector 

GROWTH 

Percent 
Rank 

ON  equity 

Percent 
Rank 

RETURN 

Percent 
Rank 

PROFITS 

$  Millions 

72,406.0 
2 

6.3 
92 

20.6 
50 

6.6 
75 

7,835.0 

4,524.0 
49 

75.1 
7 

16.2 

68 

7.1 

73 

311.5 

6,432.2 
41 

48.2 
23 

15.8 
72 

12.8 
65 

226.6 

97,026.0 
1 

6.3 

93 

27.6 
29 

-14 
99 

8,252.0 

58,651.0 
5 

2.2 

99 

17.8 
61 

16.7 
56 

3,462.6 

1,716.2 
79 

20.8 
63 

29.5 
20 

48.6 
23 

479.3 

16,489.6 
20 

6.2 
94 

17.8 
60 

28.5 
41 

12.4 

1,721.9 
78 

150 
1 

28.3 
25 

-0.4 
84 

639.6 

3,784.6 
55 

5.2 

95 

34.4 
12 

29.5 
39 

544.6 

6,710.0 
39 

4.2 
97 

17.3 
64 

75.7 
10 

394.0 

1,551.6 
83 

52.7 
17 

14 
76 

73.6 
13 

82.6 

35,552.0 
11 

12.9 
80 

21.1 
48 

-4.6 
88 

7,964.0 

24,146.0 
16 

16 

75 

24.5 
36 

-13.3 
98 

5,811.0 

71,987.6 
3 

3.7 
98 

13.7 
78 

15.4 
57 

5,763.5 

2,146.6 
71 

60.7 
11 

16.2 
66 

20.5 
54 

350.4 

19,465.8 
18 

6.4 
91 

17.6 
62 

13.9 
61 

3,383.7 

8,601.0 
32 

27.9 
48 

8.5 
97 

25.1 
48 

1,001.2 

9,674.7 
31 

8.9 
86 

27.8 
28 

3 
82 

1,681.5 

3,393.8 
60 

60.7 
12 

21.3 
47 

-8.5 
94 

396.6 

1,584.6 
82 

20.3 
66 

33 

16 

30.1 
38 

174.0 

The  telecom  colossus  outlasted  Qwest  in  the 
battle  to  take  over  MCI.  When  closed,  the  deal 
will  boost  Verizon's  corporate  offerings. 

The  components  maker  has  been  raking  in 
profits  from  its  expertise  in  small  precision 
motors,  particularly  those  used  in  disk  drives. 

Booming  demand  for  LCDs  has  been  good 
news  for  Taiwan's  biggest  maker  of  computer 
monitors. 

A  big  first-quarter  miss  led  to  layoffs.  That  has 
IBM  racing  to  gain  ground  in  high-end  services, 
including  business-process  outsourcing. 

France  Telecom  reabsorbed  its  mobile,  Internet, 
and  data-services  units— Orange  and  Wanadoo- 
to  give  growth  a  jolt  and  fend  off  rivals. 

The  publishing-software  maker's  corporate 
product  strategy  paid  off.  Now,  by  purchasing 
Macromedia,  it's  targeting  consumers,  too. 

The  largest  Korean  broadband  company  is 
wooing  customers  by  melding  together  Wi-Fi, 
Internet,  and  cellular  services. 

Taiwan's  biggest  memory-chip  maker  has  a 
fruitful  alliance  with  Japan's  Elpida  and  is 
spending  $1.25  billion  to  expand  capacity. 

The  big  Kiwi  telco  is  gaining  share  by  making  an 
aggressive  push  as  a  broadband  and  mobile- 
data  player. 

The  world's  disk-drive  leader  is  in  the  catbird 
seat,  as  demand  for  storage  in  iPods,  cell 
phones,  and  TiVo  boxes  soars. 

High  demand  from  the  U.S.  military  for  the 
services  CACI  provides  in  communications 
networks  has  boosted  sales. 

Who  wants  servers  and  mobile  PCs?  These 
days,  just  about  everyone-helping  Intel,  which 
dishes  up  the  chips  for  these  lucrative  markets. 

Some  investors  remain  dubious,  but  the 
networking  giant  insists  it  can  post  double-digit 
growth  and  hardware's  highest  margins. 

The  dominant  German  telco  has  made  up  for 
slack  growth  at  home  by  turning  its  wireless 
operator,  T-Mobile,  into  a  powerful  global  brand. 

Co-owned  by  Norway's  Telenor  and  Russia's  Alfa 
Group,  Russia's  No.  2  cellular  operator  is  seeing 
phenomenal  growth  in  regions  outside  Moscow. 

China's  biggest  fixed-line  phone  operator  is 
benefiting  from  booming  growth  in  Internet 
usage  and  has  launched  Net-based  TV. 

Storage  is  hot.  And  so  is  EMC.  The  market 
leader  is  gaining  share  by  selling  more 
sophisticated  storage-management  software. 

This  gold  standard  for  corporate  software  made 
hay  while  Oracle  fought  to  take  over  SAP  rival 
PeopleSoft.  Now  a  true  battle  is  on. 

Business  is  booming  for  the  Dutch  maker  of 
semiconductor-manufacturing  equipment, 
spurred  by  European  partnerships. 

With  soaring  demand  for  specialized  cable  that 
goes  into  wireless  and  broadband  gear, 
Amphenol  is  plugged  into  rising  sales  and  profits. 


TO  INDUSTRIES:  COMM  Communications  equipment.  COMP  =Computers  and  peripherals.  WST  =Distributors,  NET  internet  companies.  SEMI  Semiconductors.  SVCS  =Services. 

SOFT  =Software,  TEH  telecommunications. 
)TNOTE&  "Only  for  companies  traded  on  U.S.  exchanges.   t  Total  return  is  based  on  less  than  one  year  of  data  because  IPO  has  occurred  since  May  30,  2004. 
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COMPANY 

Country  /  Stock  Symbol*  /  industry 


6lNCR 


USA/NCR/COMP 

CANON 

Japan  /  CAJ  /  COMP 

UALCOMM 

SA/QCOM/COMM 

TOS  ORIGIN 

France /SVCS 

APPLIED  MATI 

USA /AMAT/ SEMI 

TEXAS  INSTRUME 

USA /TXN/ SEMI 

MITAC  INTERN/ 
Taiwan  /  COMP 

TAIWAN  SEMIC 

Taiwan /TSM/ SEMI 


/V> CAN0N 
£o  oualc:   v 

foA  ATOS  ORIGIN 

gfi  APPLIED  MATERIALS 

£jr  TEXAS  INSTRUMENTS 

Crj  MITAC  INTERNATIONAL 

gO  TAIWAN  SEMICONDUCTOR  MFG. 


gQ  FIRST  DATA 


USA /FDC/ SVCS 

n(\  TELUS 

>  Canada  /TU/  TELE 

L-3 

USA/LLL/COMM 


71L-3 


•70  ANTEON  INTERNATIONAL 

/•^  USA /ANT /SVCS 


LG  TELECOM 


73  k 


RESEARCH  IN  MOTION 


74  Canada  /  RIMM  /  COI 

SRA  INTERNATIOr 

USA /SRX/ SVCS 


yC  SRA  INTERNATIONAL 


nf.  LOGITECH  INTERNATIONAL 

/O  Switzerland  /  LOGI  /  COMP 


NETWORK  APPLIANCE 


77uSA/NTAP/C0MP 

•7Q  ADVANTEST 

/°  J^pan/ ATE /SEMI 


7Q  CHI  MEI  OPTOELECTRONICS 
'*  Taiwan /COMP 


80ZTE 


China /COMM 


REVENUES 

$  Millions 
Sector 

REVENUE 
GROWTH 

Percent 
Rank 

RETURN 

ON  EQUITY 

Percent 
Rank 

SHRHLDR. 
RETURN 

Percent 
vRank 

PROFITS 

$  Millions 

6,037.0 
43 

6.8 
90 

15.9 
71 

51.9 
20 

325.0 

33,697.9 
13 

7.6 
88 

15.9 
70 

10.7 

69 

a.376.0 

5,213.0 
47 

24.6 
54 

18.2 
56 

12 
67 

1,918.0 

6,594.3 
40 

74.7 
9 

0.7 
100 

5.6 
79 

13.1 

8,081.3 
33 

37.2 
34 

16.2 
67 

-17.6 
100 

1,489.2 

12,616.0 
25 

19.3 
69 

16 
69 

6.3 
77 

1,905.0 

1,782.1 
77 

29.2 
46 

12 
87 

141 
4 

64.2 

7,730.4 
34 

15.5 
77 

21.8 
44 

4.7 
81 

2,748.2 

10,234.7 
30 

17.9 
70 

21.8 
42 

-12.4 
97 

1,762.4 

6,074.7 
42 

7.5 
89 

9.9 
95 

107.1 
7 

553.8 

7,337.9 
36 

33.6 
41 

10.3 
92 

11.8 
68 

412.3 

1,330.0 
91 

20.7 
64 

24.9 
34 

50 
21 

66.5 

2,803.1 
65 

44.1 
25 

2.3 
99 

30.7 
36 

19.8 

1,350.4 
89 

127.1 
2 

10.8 
91 

38.1 
32 

213.4 

821.6 
97 

46.2 
24 

13.2 
81 

75.1 
12 

53.7 

1,482.6 
84 

16.9 
73 

28.4 
24 

29.1 
40 

149.3 

1,598.1 
80 

36.6 
37 

13.6 
79 

45.3 
27 

225.8 

2,229.5 
69 

37.4 
33 

18.4 
55 

6.6 

74 

354.6 

3,534.8 
58 

42.8 
27 

17.8 
59 

-11.3 
95 

515.4 

2,562.2 
67 

24.6 
55 

18.4 
54 

14.1 
59 

153.6 

COMMENTS 


Though  former  CEO  Mark  Hurd  bolted  for  HP,  th 
computer-services  company  has  been  cruising 
with  data-warehousing  and  ATM  businesses. 

It's  catching  a  strong  profit  wave  on  demand  fo 
its  digital  cameras,  printers,  scanners,  and 
computer  peripherals. 

Use  your  mobile  phone  to  talk?  How  quaint.  Thi 
pioneer  in  advanced  wireless  chips  is  developii 
technologies  for  mobile  TV,  video,  and  more. 

This  French  tech-services  giant  ran  the  computj 
systems  for  the  Athens  Olympics  and  doubled 
size  by  buying  rival  SchlumbergerSema. 

Amid  rising  demand  in  business  and  consume 
devices,  chipmakers  are  snapping  up  Applied'") 
pricey  machinery  for  manufacturing  chips. 

The  world's  top  maker  of  chips  for  cell  phones  h. 
seen  sales  and  profits  surge  with  the  wireless 
boom.  Now,  Tl  is  moving  into  consumer  electronk 

The  Taiwanese  manufacturer  profited  by  moviij 
away  from  its  low-margin  PC  roots,  becoming  J 
major  supplier  of  servers  to  Sun  Microsystem?! 

The  world's  top  chip  foundry  is  making  strides 
its  push  into  China,  building  a  new  fab  to 
capitalize  on  China's  booming  chip  demand. 

The  credit-card  processing  company  tapped 
consumers  gorging  on  payment  cards,  while  i'l 
Western  Union  business  sent  money  worldwio| 

Canada's  No.  2  phone  company  has  a  one-tw 
punch,  combining  an  aggressive  broadband 
push  with  an  innovative  wireless  service. 

High-tech  defense  contractor  L-3  is  beefing  uj 
its  presence  in  the  super-sleuth  market  by 
announcing  it  will  buy  Titan  Corp. 

Heavy  reliance  on  national-security  work-espec 
simulation  and  training  for  troops  headed  for  urb 
combat  abroad— drove  Anteon's  growth. 

The  smallest  of  Korea's  three  mobile  carriers  is 
forging  alliances  with  banks  and  brokerage  housll 
to  offer  mobile  banking  and  other  services. 

Is  the  Blackberry's  reign  at  an  end?  For  the  fir  I 
time,  RIM  is  staring  down  real  competition  in  I  r 
wireless  e-mail  market  it  pioneered. 

SRA's  growth  stems  from  its  success  in  winnir 
about  a  dozen  $100  million-plus  government 
contracts  since  it  went  public  in  2002. 

Racking  up  big  profits  this  year  in  video-gam* 
accessories  helped  the  Swiss  mouse  maker  t 
a  squeak  into  a  roar. 

This  maker  of  storage  gear  is  stuck  in  a  sweetl 
spot,  posting  30%-plus  growth  while  grabbin| 
share  from  computer  makers. 

The  global  leader  in  equipment  that  tests 
semiconductors  rebounded  thanks  to  rising 
demand  for  chips  in  digital  devices. 

Taiwan's  No.  2  producer  of  LCD  panels  is  thriv  | 
on  LCD-TV  manufacturing  contracts  with 
Westinghouse  Digital  and  other  brands. 

One  of  China's  top  tech  companies,  the  cellu 
equipment  maker  had  a  Hong  Kong  IPO  last 
year  and  is  pushing  into  new  markets  overse. 


■OOfl. 


KEY  TO  INDUSTRIES:  COMM  Communications  equipment,  COMP  Computers  and  peripherals.  WST  =Distributors,  NET  internet  companies.  SEMI  Semiconductors,  SVCS  =Servio  { 

SOFT  =Software,  TEU  telecommunications. 
FOOTNOTES:  *Only  for  companies  traded  on  U.S.  exchanges.   -(Total  return  is  based  on  less  than  one  year  of  data  because  IPO  has  occurred  since  May  30.  2004. 
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Insight's  Custom  Configuration  services  made  it 
easier  for  a  growing  retailer  to  deploy  systems  in 
its  new  stores.  Insight's  ISO  9001:2000-certified 
Custom  Configuration  Lab  provided  an  all-in-one 
IT  solution.  Packaging  custom-configured  PCs, 
peripherals,  color-coded  cables  and  set-up 
instructions  in  one  box,  Insight  made  it  easy 
for  non-technical  users  to  get 
new  systems  up  and  running 
without  having  IT  experts  onsite. 


FOR  PC  REFRESH 

Delaying  a  PC  upgrade  may  actually 
cost  you  more  in  the  long  run. 
Often  older  PCs  have  lower  security 
capabilities  and  higher  maintenance 
costs.  If  a  PC  refresh  is  on  your  radar, 
talk  to  Insight.  We  offer  great  values 
on  the  leading  desktop  and  notebook 
PCs.  Plus,  we  offer  a  broad  range  of 
services  and  resources  -  such  as 
Custom  Configuration,  Advanced 
Integration  and  Asset  Disposal  -  to 
simplify  deployment,  lower  costs  and 
manage  IT  assets  more  efficiently. 


HP  Compaq  Business  Desktop  dc5000 
Starting  at  $699.00  pjssswaba 


www.insight.com/BW    ▼    800.998.8042 


IT  For  The  Way  You  Work 


Source  Code:  ADOl  7 

^  nsighl  and  the  Insight  logo  are  registered  trademarks  ol  Insight  Direct  USA,  Inc.  IT  For  The  Woy  You  Work  is  a  trademark  of  Insight  Direct  USA, 
Inc.  All  other  trademarks,  registered  trodemorks,  photos,  logos  and  illustrations  are  property  of  their  respective  owners 
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COMPANY 

Country  /  Stock  Symbol*  / 


REVENUES 

$  Millions 
Sector 


REVENUE 
GROWTH 

Percent 
Rank 


RETURN 
ON  EQUITY 

Percent 
Rank 


SHRHLDR. 
RETURN 

Percent 
*  Rank 


$  Millions 


81 
82 
83 
84 
85 
86 
87 


ACTIVISION 

USA  /  ATVI  /  SOFT 

VERISIGN 

USA/VRSN/NET 

INGRAM  MICRO 

USA/IM/DIST 

FISERV 

USA/FISV/SVCS 

SATYAM  COMPUTER  SERVICES 

India/ SAY /SVCS 

KT  FREETEL 

Korea /TELE 

TOKYO  ELECTRON 

Japan /SEMI 


OO  BENQ 
yJU  Taiwar 


89 
90 

91 
92 

93 
94 
95 
96 


Taiwan /COMP 


MARVELL  TECHNOLOGY  GROUP 

Bermuda /MRVL/ SEMI 

ATI  TECHNOLOGIES 

Canada /ATYT/ COMP 

COMMSCOPE 

USA/CTV/COMM 

NIKON 

Japan  /SEMI 

COMPAL  ELECTRONICS 

Taiwan /COMP 

SUNGARD  DATA  SYSTEMS 

USA /SDS/ SVCS 

HARRIS 

USA/HRS/COMM 

HOYA 

Japan /SEMI 


Q7  ANIXTER  INTERNATIONAL 
y/  USA/AXE/DIST 


98 


KLA-TENCOR 

USA /KLAC/ SEMI 


qq  SYMANTEC 

yy  USA /SYMC/ SOFT 

i  nn  SANDISK 

-I-UUUSA/SNDK/COMP 


1,405.9 
87 


1,338.3 
90 


26,238.4 
15 

3,794.0 
54 

793.6 
98 


5,190.4 
48 


5,919.3 
45 

5,238.7 
46 

1,319.8 
92 


2,285.7 
68 


1,226.7 
94 


5,944.9 
44 

6,889.2 
37 


3,661.7 
57 


2,901.5 
63 


2,869.5 
64 


3,387.5 
61 


2,043.7 
72 


2,582.8 
66 


1,841.1 
75 


48.4 
22 

32 
43 

12.1 
83 

20.5 
65 

40.1 
30 

16 
74 

20 
68 

36.3 
38 

43.3 
26 

36.9 
35 

80.7 
6 

26.1 
50 

29.8 
45 

17.3 
72 

22.6 
59 

13.5 
79 

24.2 
57 

50.9 
19 

38.1 
32 

42.5 
29 


12.6 
84 

12.9 
83 

9.9 
94 

17 
65 

20 
52 

9 
96 

18.5 
53 

15.5 
73 

7.4 
98 

20.7 
49 

21.5 
45 

12.3 
86 

11.5 
90 

13.6 
80 

12.4 
85 

23.1 
39 

10.2 
93 


15.4 
74 


14.5 
75 

13.7 
77 


33.2 
33 

77.6 
9 

9.4 
71 

13.9 
60 

27.7 
42 

43.5 
29 

1.9 
83 

-11.8 
96 

72.4 
14 

-8.4 
93 

-1.9 
87 

5.8 
78 

-6.6 
92 

25.3 
46 

25.2 
47 

7.9 
72 

24 

49 

-5.5 
90 

-1.5 
86 

5.4 
80 


138.3 


226.3 


224.8 


438.8 


153.8 


251.4 


573.6 


228.4 


190.7 


230.7 
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With  Sony  and  Microsoft  releasing  new  gaming 
consoles,  there's  no  end  in  sight  for  Activision'; 
profitable  ride  with  the  Tony  Hawk  games. 

Best  known  for  running  the  Internet's  address 
books,  VeriSign  has  moved  into  selling 
ringtones,  games,  and  other  mobile  content. 

Ingram  Micro  snapped  up  Tech  Pacific  Holding 
last  year,  giving  the  tech  distributor  a  solid 
foothold  in  the  Asia-Pacific  market. 

With  financial  services  pumping  out  billions  of 
transactions,  this  information  management  fir 
is  becoming  their  back  office. 

The  outsourcing  services  company  is  on  track 
hit  $1  billion  in  sales  this  year  by  expanding  int> 
defense  engineering. 

Korea's  No.  2  mobile  phone  operator  is  closing 
the  gap  with  market  leader  SK  Telecom  in 
offering  live  TV,  video  on  demand,  and  music. 

This  big  global  supplier  of  semiconductor  and 
flat-panel  display  production  equipment  is 
coming  on  strong  in  computer  network  produc 

Taiwan's  top  consumer-electronics  brand  is  ain 
high.  It's  acquiring  Siemens'  cell-phone  unit  to 
become  the  world's  No.  4  mobile-phone  maker. 

With  sales  of  its  signal  processing  chips  for 
networking  and  storage  gear  on  the  rise,  Marve 
is  moving  into  consumer  electronics. 

The  chipmaker  took  advantage  of  new  standard 
for  splashing  sharper  content  onto  PCs,  shippir  J 
more  graphics  processors  than  anyone. 

It's  a  wired  world,  and  the  high-performance 
cable  manufacturer  scored  by  wiring  up  giantsij 
including  Comcast  and  Sun  Microsystems. 

The  Japanese  company  is  benefiting  from  risir  | 
sales  of  digital  cameras  and  other  optical 
equipment. 

Although  it  continues  to  be  a  top  supplier  of 
notebook  computers,  the  PC  maker  has  been  hit] 
by  an  industrywide  squeeze  on  profit  margins. 

Providing  outsourced  IT  services  to  Wall  Street 
generates  steady  cash  flows.  Seven  buyout  firrr| 
plan  to  take  SunGard  private  later  this  year. 

Need  help  setting  up  digital-TV  networks?  Or 
surveillance  from  military  planes?  This  commu| 
ications-equipment  specialist  runs  the  gamut. 

The  producer  of  glass  plates  used  to  make 
digital  phones,  LCDs,  and  chips  continues  to 
cash  in  on  strong  demand  for  these  products. 

Smart  acquisitions  helped  this  wholesaler  of 
communications  cables  and  electrical  gear  sig | 
up  blue-chip  manufacturers. 

KLA's  popular  equipment  for  making 
semiconductors  helps  produce  more  chips  per 
wafer  by  reducing  density  defects. 

The  security-software  leader  should  become  thf 
third-largest  software  company  in  the  world,  whe 
shareholders  vote  on  its  merger  with  Veritas. 

With  its  thumb-size  memory  cards  gracing 
PlayStation  Portables,  cell  phones,  and  digital 
cameras,  SanDisk  is  enjoying  heady  days. 


I  =Semiconductors.  SVCS  =Servi 


KEY  TO  INDUSTRIES:  COMM  =Communications  equipment,  COMP  =Computers  and  peripherals.  MST  =Distributors.  NET  =lnternet  companies. ! 

SOFT  =Software.  TELE  telecommunications. 
FOOTNOTES:  *Only  for  companies  traded  on  U.S.  exchanges.   jTotal  return  is  based  on  less  than  one  year  of  data  because  IPO  has  occurred  .since  May  30,  2004. 
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Your  favorite  entertainment 
is  now  on  stand-by 


Life's  Good  when  a  complete  entertainment  center  fits  right 
in  the  palm  of  your  hand .  Whether  it's  a  movie,  pictures  or 
simply  listening  to  your  favorite  artist  with  your  wireless 
headphones,  the  LG  HDD  jukebox  ensures  that  your  personal 
choice  of  entertainment  is  always  on  stand-by. 
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NEW  DIRECTIONS,  OPPORTUNITIES,  AND  CHALLENGES: 
A  ROUNDTABLE  DISCUSSION 
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Roi  i  Moderator 


BARRY  WIEGLER,  founder  and  CEO,  Sourcing  Interests  Group: 
SIG  recently  held  its  27th  semiannual  conference.  As  I  thought  about  that 
conference  in  preparation  for  this  roundtable,  I  reflected  back  to  our  first 
conferences  in  the  early  '90s  and  the  glaring  differences.  In  those  early  years, 
outsourcing  of  IT  —  especially  in  the  services  industries  —  occurred  very  infre- 
quently, and  business-process  outsourcing  (BPO),  as  we  have  come  to  know  it, 
was  not  visible.  Member  companies  in  our  organization  would  not  allow  their 
names  to  be  known,  lest  they  be  thought  of  as  being  weak,  and  they  didn't  want 
to  scare  their  staffs.  The  art  of  customer-provider  relationship  management 
was  embryonic  at  best.  Today  we  are  in  the  midst  of  an  accelerated  deploy- 
ment of  outsourcing  globally,  with  organizations  seeking  to  capitalize  on  its 
benefits.  Outsourcing  today  is  certainly  not  viewed  as  an  anomaly,  but  rather 
as  an  expected  part  of  each  manager's  resource  strategies  and  tool  kit.  Clearly, 
the  manager  of  today  who  does  not  seriously  consider  and  at  least  selectively 
implement  outsourcing  could  arguably  be  viewed  as  not  capitalizing  on 
advanced  opportunities  for  the  success  of  his  or  her  company. 
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Outsourcing  2005 

New  Directions,  Opportunities,  and  Challenges 


AMR  Research's  Travis  savs 
all  segments  of  outsourcing 
are  growing. 


"Clients  are  looking 
for  the  combined 
value  of  multiple 
outsourcing  ele- 
ments, rather  than 
just  labor  arbitrage 
or  technology." 

—Joe  Eazor,  EDS  Corp. 


LANCE  TRAVIS,  wee 
president,  research, 
AMR  Research  Inc.: 
It's  true  that  more  and 
more  companies  are 
outsourcing.  We're 
seeing  good  growth 
across  all  segments  of 
outsourcing,  both  IT  and  business-process 
outsourcing,  in  the  30%  range.  We're  also 
seeing  more  companies  doing  what  we  call 
fragmented  outsourcing,  where  —  instead  of 
handing  the  keys  to  an  entire  operation  over 
to  somebody  —  they'll  cherry-pick  specific 
business  tasks  or  specific  functions  and  out- 
source those.  As  a  result,  they'll  have  partner- 
ships with  multiple  service  providers. 

JOE  EAZOR,  vice  president  and  general 
manager  of  business  process  outsourc- 
ing services,  EDS  Corp.:  We  see  a  similar 
trend  with  respect  to  deal  flow,  an  increased 
activity  in  the  level  of  interest  from  both  our 
current  clients  and  new  clients.  With  respect 
to  the  type  of  demand,  we  are  seeing  clients 
increasingly  looking  for  the  combined  value 
of  multiple  elements  rather  than  just  labor 
arbitrage  or  just  technology.  While  there's  still 
an  emphasis  on  cost  and  price,  it's  certainly 
shifting  more  and  more  to  value  all  the  time. 

BARRY  WIEGLER:  What  about  the 
balance  between  offshore  and  onshore 
outsourcing? 

DAVID  TIBBLE,  chairman,  WNS  Global 
Services:  I  think  that  balance  to  some 
extent  depends  on  whether  the  business 
itself  is  country-specific  or  whether  it's  truly 
a  global  business.  If  you  are  a  global  busi- 
ness, you  are  already  offshore.  For  domes- 
tic suppliers,  domestic  customers,  it  very 
much  depends  on  the  mix  between  what  they 
really  want  to  keep  their  hands  or  eyes  on 
close  to  home  and  what  can  go  offshore, 
so  what  we've  seen  is  a  mix  of  businesses, 
some  that  have  wanted  to  move  a  large 
portion  of  their  operations  offshore.  Others 
want  to  keep  them  onshore  but  take  specific 
jobs  offshore  that  are  lower  down  the  value 


chain.  It  is  quite  dependent  on  the  interne 
tionalism  of  the  business,  the  maturity  of  t  J 
industry,  and  the  cost  pressure  involved. 

BARRY  WIEGLER:  AMR  Research  find! 
that  companies  are  now  willing  to  out- 
source more  activities  than  ever  before. 

LAXCE  TRAVIS:  Yes,  if  you  look  at  the 
evolution  of  the  BPO  market,  there  has 
been  a  lot  of  activity  traditionally  around 
call  centers,  as  well  as  activity  around 
traditional  back-office  or  internal  functions! 
We're  seeing  companies  looking  beyond 
that  and  beginning  to  look  for  outsourcing 
opportunities  where  they're  not  just  gettin  I 
the  cost  benefits  or  the  process  benefits 
through  economies  of  scale,  but  they're 
getting  knowledge  benefits.  For  example, 
in  the  pharmaceutical  industry,  we  see  a  I 
of  activity  in  outsourcing  clinical  trials.  Am 
within  manufacturing  companies,  compa- 
nies are  outsourcing  different  parts  of  the 
product-development  life  cycle.  The  old 
mindset  that  says  you  should  keep  things 
that  are  strategic  and  outsource  the  rest  1 1 
going  by  the  boards.  People  are  looking 
which  things  add  competitive  advantage 
and  which  should  be  outsourced. 

BARRY  WIEGLER:  What  types  of  out- 
sourcing are  taking  place  in  the  human 
resources  spectrum? 

BRYAN  DOYLE,  president,  HR  out- 
sourcing, Hewitt  Associates:  HR  BPO  isj 
a  hot  industry;  it's  taken  off  over  the  last  1 
months.  We've  moved  from  the  early  adoc| 
stage  to  HR  BPO  being  a  really  generally 
accepted  business  practice.  HR  is  under  I 
tremendous  pressure  to  reduce  costs  wh 
simultaneously  providing  more  capabilities 
and  services  to  the  business  overall.  Also 
the  outsourcing  provider  community  in  HF| 
has  matured,  so  there  are  viable  offers  ou| 
there.  We've  seen  a  number  of  large  HR 
BPO  deals  over  the  last  1 2  months  or  so. 
addition,  companies  are  getting  tired  of  tt"| 
continuous  investment  in  enterprise  techr| 
ogy;  they  would  rather  transfer  that  cost  i 
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Success  in  CRM 


Contact  centers  remain  the  linchpin 
of  customer  relationship  management 
(CRM).  To  win  additional  customers  and 
market  share  —  and  thereby  boost  profit- 
ability —  contact  centers  must  solve  a 
critical  equation:  giving  customers  supe- 
rior service  while  delivering  measurable 
business  value  at  low  cost. 

To  meet  these  objectives,  most  contact- 
center  organizations  focus  on  enhancing 
customer  delivery  processes,  such  as 
handling  customer  requests  and  initiating 
contact  with  customers.  Another  strategy: 
optimize  such  operational  processes  as 
planning,  retention  and  growth,  opera- 
tional management,  and  customer-contact 
management.  Such  processes  occur 
twice  as  often  as  delivery  processes, 
making  them  a  prime  target  for  streamlining. 
EDS  Corp.,  in  Piano,  Texas,  a  provider 
of  business  and  technology  solutions, 
helps  companies  significantly  improve 
business  performance  by  linking  these 
operational  processes  with  contact- 
center  "best  practices'" 

To  do  this,  EDS  implements  an  operational 
process  model.  This  model  helps  indi- 
vidual contact  centers  and  each  of  their 
employees  to  develop  consistent  per- 
formance, which,  in  turn,  enables  them 
to  function  as  one  team  focused  on  a 
common  goal.  Another  benefit:  improved 
employee  satisfaction  and  retention. 

"The  EDS  operational  process  model 
enables  cost  centers  to  achieve  a 
culture  of  high  performance  while  con- 
trolling costs,"  says  Fariba  Rawhani, 
EDS  vice  president  for  CRM.  "With  this 
approach,  organizations  can  achieve 
top  box'  performance  in  customer  delight 
while  significantly  improving  enterprise 
competitiveness." 

For  the  EDS  white  paper  "Improving 
Contact  Centers  through  Operatior  al 
Processes,"  go  to  http://www.eds.com/ 
services/innovation/downloads/contact 
center_processes.  pdf 
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that  risk  of  investing  in  ERP  or  enter- 
prise technology  to  others.  That's  being 
transferred  to  the  outsource  providers. 

BARRY  W1EGLER:  In  what  ways  are 
sen  ices  expanding? 

BRYAN  DOYLE:  We're  moving  beyond 
the  basic  transactional  activities  for 
payroll  and  benefits  to  broader  HR, 
such  as  looking  at  the  overall  talent  of 
an  organization,  performance  manage- 
ment, learning,  and  development.  Com- 
panies are  also  looking  at  it  holistically: 
does  outsourcing  allow  us  to  reduce 
our  accelerating  HR  costs?  We're  see- 
ing both  of  those  as  HR  tries  to  become 
more  strategic  within  the  organization. 

JOHN  GIBSON,  senior  vice  president 
of  operations,  Employee  Care  Group, 
Convergys  Corp. :  Customers  are  also 
looking  at  outsourcing  as  a  means  to 
really  transform  their  HR  organizations. 
Not  only  do  HR  organizations  have 
cost  pressures,  but  there  are  some 
significant  talent  management  issues 
facing  many  organizations.  There's  a 
large  retirement  class  both  in  the  U.S. 
and  in  Europe.  HR  leaders  are  looking 
for  ways  to  deal  with  that  effectively.  In 
addition,  the  workforce  is  beginning  to 
migrate  to  the  East.  Many  companies 
lack  the  HR  infrastructure,  from  a 
technology  perspective,  in  Asia  to 
support  the  kind  of  employee  growth 
that  they're  seeing.  So  they're  looking 
at  outsourcing  as  a  vehicle  to  really 
transform  their  HR  organizations. 

DAVID  TIBBLE:  We're  also  seeing  an 
increasing  use  of  freed-up  dollars  from 
lower-cost  delivery  through  outsourcing 
to  actually  put  more  quality  and  revenue 
enhancement  back  into  programs. 
Originally  people  were  just  looking  for  a 
50%  cost  savings  from  outsourcing.  But 
now  they're  looking  overall  for  slightly 
less  cost  savings,  as  they  invest  more 
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resources  back  into  revenue  enhancii 
programs. 

BARRY  WIEGLER:  Are  there  also 
changes  in  the  IT  outsourcing  markt 

YIJAY  KUMAR  MAGAPU.  member 
of  the  board  and  senior  vice  presiden, 
IT  &  technology  services,  Larsen  & 
Toubro  Ltd.,  and  chief  executive,  Larse 
&  Toubro  Infotech  Ltd:  We  are  seeing- 
several  important  trends.  First,  out- 
sourcing is  moving  from  non-core  are  i 
to  core  areas  as  the  confidence  grow 
Second,  there  is  a  preference  to  mair 
tain  larger  offshore  numbers.  The  thin  EpC 
trend  is  that  there  is  a  move  to  trust  th 
vendor  with  end-to-end  outsourcing 
obligations  and  responsibilities  —  muc 
larger  than  with  earlier  implementatior 
of  packages  and  systems.  And  a  very 
interesting  trend  is  that  companies  th; 
begin  with  production  support  for  mai 
tenance  of  a  large  system  often  later 
ask  for  additional  services  after  a  yeaii 
or  so,  things  like  "thought  partnership] 
and  other  value-added  IT-based  servicl 
es.  So  we  do  see  significant  changes] 
and  I  think  we  anticipate  more  change| 
to  come  as  time  passes. 

BARRY  WIEGLER:  There  are  mam| 
ways  to  approach  outsourcing.  EDS 
recommends  something  called 
full-value  BPO.  What  is  this  and 
why  is  it  important? 

JOE  EAZOR:  We  still  find  a  gap  in 
the  market  between  what  the  client 
demands  in  terms  of  delivering  the 
full  value  of  BPO  and  what  service 
providers  deliver  today.  So  in  terms  oil 
just  offering  labor  arbitrage  by  moving) 
things  offshore  or  just  offering  a  tech- 
nological solution,  they  add  value,  buj 
they  don't  provide  what  we  consider  1 1 
full  value.  We  think  the  client  must  be 
provided  with  several  things  in  conceil 
And  that  includes  the  domain  and  proce- 
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"Companies  need 
ei  a  provider  that  has 
*the  resources,  the 
I  expertise,  and  the 
infrastructure  to  sup- 
port outsourcing." 

0f  p-Bryan  Doyle,  Hewitt  Associates 
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expertise  that  everyone's  talked  about. 
Another  component  is  to  be  able  to  provide 
effective  labor  solutions.  But  how  do  you 
architect  a  solution  that  requires  less  labor 
before  you  just  shift  to  a  lower-cost  labor 
environment?  And  that  leads  to  the  third 
area,  which  would  be  an  effective  use  of 
technology.  One  additional  area  is  operating 
scale  and  leverage.  Together,  those  things 
provide  the  full  value  of  BPO. 

BARRY  WIEGLER:  Which  new  and 
expanded  IT  outsourcing  services  are 
companies  requesting? 

VIJAY  MAGAPU:  As  companies  are  becom- 
ing more  comfortable  and  experienced  with 
the  24/7  mission-critical  IT  system  outsourc- 
ing, the  question  that  hangs  in  the  air  is  "what 
else?".  We  are  currently  having  discussions 
with  our  customers  about  areas  such  as 
product  life-cycle  solutions  —  that  is,  services 
before  and  after  new-product  initiation  and 
launch.  And  then  you  have  end-of-life  product 
support.  In  summary,  U.S.  corporations  are 


outsourcing  for  effectiveness,  by  increas- 
ing their  bandwidth  and  capabilities  at  lower 
costs.  They're  looking  for  enhancements, 
such  as  improving  their  systems  and  plans, 
and  they  are  striving  for  new  excellence.  We 
believe  that  there  is  a  whole  new  world  of 
outsourcing  opening  up  as  companies  get 
comfortable  with  offshore. 

BARRY  WIEGLER:  What  makes  outsourc- 
ing work  and  what  makes  it  fail? 

LANCE  TRAVIS:  Many  companies  aren't 
prepared  well  enough  when  they  go  into  an 
outsourcing  relationship.  What  happens  in 
an  outsourcing  relationship  is  you're  taking 
work  that  was  being  done  in  house  and  you 
have  to  now  somehow  transfer  that  work 
to  a  third  party,  which  means  you  have  to 
transfer  the  knowledge  associated  with  the 
way  you  were  doing  that  work.  If  knowledge 
transfer  is  incomplete,  there  are  often  mis- 
placed expectations  and  people  become 
dissatisfied  with  the  results.  They  expect  to 
see  vast  improvement  on  day  one.  It  takes  6, 
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INFOTECH 

Building  relationships  globally 


Our  5  pillars  of  knowledge-based  services  go  beyond  IT, 
enabling  you  to  leverage  the  power  of  consolidation.  Product 
Engineering,  Plant  Engineering,  Embedding  intelligence,  installing  PLM 
packages,  adding  bandwidth  in  ECM,  warranty  analysis  and  EOL  product  support., 
on  an  onsite-offshore  services  basis  provide  the  capabilities  and  cost- 
effectiveness  to  turn  your  targets  into  triumphs. 

Our  global  SCM  solutions,  end-to-end  ERP  services  and  tailor-made  CRM 
solutions,  monitored  through  executive-friendly  information  portals,  keep  your 
efficiency  high. 


Agility 


A 


Stability 


Part  of  Larsen  &  Toubro  Limited  -  a  three  and  a  half  billion  dollar  engineering  and  technology  major, 
and  a  Forbes  Global  2000  company. 

LARSEN  &  TOUBRO  INFOTECH  LIMITED 

www.  LnTi  nf  otech  com 
Mumbai,  India 
91-22-5504  8815 


Fort  Lee.  NJ  (201-242-8080)  •  San  Jose.  CA  (408-437-7711)  •  Atlanta.  GA  (770-956-4019) 
Houston.  TX  (281-272-2707)  •  Southfield.  Ml  (248-948-7920)   •  Schaumburg.  IL  (847  303  3900) 
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WNS  Global  Services 

I  sing  a  Tlar'  World  to  Your  Advantage 


^rB     lobai  corporations 
y    A  aren't  just  operating 

factories  overseas 
anymore,  they're 
relocating  a  greater 
variety  of  business 
functions,  taking 
advantage  of  low-cost  locations  and  global 
time  zones  to  significantly  increase  effi- 
ciency At  WNS,  we  refer  to  the  strategy 
of  developing  and  providing  services  from 
locations  that  are  geographically  distant 
from  parent  organizations  as  global  oper- 
ating model  (GOM)  version  2.0. 

"GOM  version  1.0  occurred  when 
corporations  distributed  manufacturing 
operations  globally,"  says  Neeraj 
Bhargava,  CEO  of  WNS  Global  Services, 
a  leading  global  business  process  out- 
sourcing company,  based  in  India,  with 
client  service  and  transition  offices  in 
New  York  City  and  Fort  Lauderdale,  Fla. 
"Version  2.0  involves  the  same  process 
in  services  —turning  the  world  'flat,'  to 
quote  author  Thomas  Friedman— and 
sourcing  the  best  resources  for  any 
activity  from  the  best  location,  irrespec- 
tive of  country  borders." 

Effectively  using  GOM  2.0  requires 
that  companies  coordinate  global  opera- 
tions through  a  central  command  center, 
using  a  savvy  location  strategy.  Well- 
executed,  GOM  2.0  provides  several 
advantages  beyond  outsourcing's 
fundamental  cost  savings,  including: 

Access  to  complementary  skills 
and  resources 

The  ability  to  convert  fixed  costs  to 
variable  costs 

Superior  business  continuity 
24/7  operation  that  increases  respon- 
siveness and  reduces  turnaround  time 

Although  early  outsourcers  often  moved 
service  operations  to  countries  such  as 
Ireland,  under  GOM  2.0,  India  is  a  prime 
location  for  a  wide  range  of  remotely 
provided  services.  Today,  nearly  800,000 
professionals  in  India  are  working  for 
corporations  globally  —  in  such  areas  as 


IT,  finance  and  accounting,  transaction 
processing,  customer  relationship  man- 
agement, financial  research,  and  analytics. 
Moreover  the  number  of  companies 
employing  this  type  of  outsourcing  is 
growing  by  more  than  40%  annually.  At 
WNS,  this  demand  has  led  to  an  internal 
compounded  growth  rate  of  70%  over 
the  last  three  years. 

"For  many  of  our  clients,  exploiting  the 
potential  of  GOM  version  2.0  is  critical 
to  their  success,"  says  President  Jay 
Ackerman  of  WNS  North  America. 
They  are  building  their  advantage 
using  three  types  of  next-generation 
strategic  initiatives." 


3.  Transforming  the  Information  Vali 
Chain.  Finally,  these  companies  are 
transforming  the  information  value  chair 
using  people,  time,  technology,  and 
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best  practices  to  increase  the  pace  anc 
reduce  the  cost  at  which  data  is  acquirec  I 
processed,  and  distributed  —  an  examp 

being  the  market  research  industry. 

HI 

Decision  makers  determined  to  capture  l  > 
the  full  benefit  of  GOM  2.0  must  con-  .. 
sider  several  key  issues.  How  can  their  [ 
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companies  combine  global  locations  to 
maximize  benefits,  especially  with  rege 
to  India?  Which  competencies  can  be 
built  through  those  chosen  locations? 
Are  businesses  secure  from  competitc 


Transform  the  Information  Value  Chain 

Benefits  from  global  resourcing  on  information-supply-chain  value  drivers 


Data  Acquisition        Processing  &  Analysis        Data  Distribution 
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1.  Creating  Centers  of  Excellence. 

They  are  developing  and  identifying 
centers  of  excellence  in  specific  offshore 
areas  or  regions  where  processes  are 
run.  As  an  example,  WNS  expects  a 
wide  variety  of  accounts-payable-related 
activities  to  be  concentrated  in  India, 
from  general  processes  like  employee 
expense  processing  to  industry-specific 
payables  such  as  claims  for  insurers, 
refunds  for  airlines,  supplier  payments 
for  retailers,  etc. 

2.  Creating  New  Business.  Global 
companies  are  creating  new  businesses 
by  combining  technology  with  the  advan- 
tage of  location  —at  the  expense  of 
incumbent  players  who  choose  to  ignore 
the  new  playing  field  of  GOM  2.0,  which 
offers  dramatically  superior  business 
models  and  cost  structures. 


who  may  optimize  the  technology/off- 
shore combination?  How  can  informatic 
flows  and  content  be  redesigned  and 
transformed  to  fundamentally  change  \       " 
business?  How  can  companies  take  a 
lead  in  the  adoption  of  GOM  2.0,  rathe 
than  react  to  competitors? 

"In  a  'flat'  world,  these  are  increasingly  | 
the  key  competitive  issues,"  says 
Bhargava.  "If  they  are  not  addressed, 
they  may  become  survival  issues." 

WNS  Global  Services  is  India's  leading  global  business 
process  outsourcing  (BPO)  organization.  Set  up  in  1 99 
by  British  Airways  and  acquired  in  May  2002  by  investmert| 
firm  Warburg  Pincus.  WNS  is  growing  at  more  than  5 
compounded  annually.  Among  WNS's  comprehensive 
range  of  BPO  services  are  data  management,  customer 
care,  transaction  processing,  and  analytics.  Contact  WNS  | 
at  (212)  599.6960  or  via  the  Web  at  www.wnsgs  com. 
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Tie  client  needs 
do  proper  and 
tensive  reference 
ecking  to  avoid  sur- 
ises  and  validate 
e  long-term  viability 
the  organization." 

jay  Kumar  Magapu,  Larsen  & 
bro  Infotech  Ltd. 
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9,  even  1 2  months  before  you  really  begin  to 
see  some  of  the  improvements  that  the  out- 
sourcer  is  offering.  Then  there  is  the  potential 
backlash.  The  people  most  affected  by  the 
outsourcing  become  concerned  about  job 
losses,  and  as  a  result  they  begin  to  either 
deliberately  or  even  subconsciously  sub- 
vert the  process.  They  may  create  negative 
expectations,  or  they  don't  fully  support  the 
outsourcer.  Often  the  management  teams 
lack  the  strength  or  maturity  to  deal  with 
some  of  those  problems. 

BARRY  WIEGLER:  Why  is  it  important 
to  use  an  experienced  HR  outsourcing 
provider? 

BRYAN  DOYLE:  HR  is  no  longer  a  simple 
process.  Once  you  create  an  outsourcing 
arrangement  that  addresses  these  complex 
HR  processes,  it  can  be  difficult  to  unravel 
that  relationship.  So  you  want  to  choose 
a  provider  that  you  can  live  with  for  a  long 
time  to  come.  It's  not  like  just  changing  a 
payroll  service.  Companies  need  a  provider 
that  has  the  resources,  the  expertise,  and 


the  infrastructure  to  support  outsourcing. 
Beyond  this,  global  capabilities  are  far  more 
important  than  ever  before  to  many  com- 
panies. And  the  provider  should  be  able  to 
deliver  change-management  processes  to 
support  the  change  to  outsourcing. 

BARRY  WDM  HLER:  How  should  readers 
evaluate  a  potential  outsource  partner? 

VIJAY  MAGAPU:  Evaluate  the  provider's 
expertise.  Does  the  vendor  have  the  expertise 
to  deliver  the  services  closely  tailored  to  the 
client's  requirements?  Second,  you  need  to 
examine  whether  the  party  can  manage  knowl- 
edge transfer  efficiently.  When  considering 
alliances,  you  need  to  look  for  a  spirit  of 
partnership,  which  leads  to  flexibility  in  the 
engagement.  Examine  innovation  from  the 
point  of  view  of  commitment  and  capability 
of  the  organization  to  make  improvements 
and  suggestions  and  create  an  environment 
of  top  partnership  services.  In  new  areas  that 
go  beyond  IT,  consider  the  inherent  strength 
of  the  provider.  In  addition,  we  would  suggest 
that  the  contract  terms  need  to  be  credible 
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Our  deep  and  wide  experience  in  the  telecom  industry,  sharp 
focus  on  the  wireless  communication  space  and  proficiency  in 
cutting  edge  technologies  assure  right  first  time  services. 
We  deliver  on  a  24x7  basis  and  can  function  as  a  real-time  extension  to  your 
teams.  If  you  have  fast  moving  offerings  for  an  ever-changing  market  space,  turn 
to  us  for  speed. 


Agility 


Call  Toll-free:  1-866-357-4690 


E-mail:  corpmktg@LnTinfotech.com 
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Part  of  Larsen  &  Toubro  Limited  ■  a  three  and  a  half  billion  dollar  engineering  and  technology  major, 
and  a  Forbes  Global  2000  company. 
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Mumbai,  India 

91-22-5504  8815 


180)  •  San  Jo^o  CA  (408  •  Atlanta.  GA  (770-956-4019) 

urg,  IL  (847  303  3900) 


Special  Advertising  Section 


EMCOR:  Gaining 
Control  Through 
Outsourcing 


Many  corporate  decision  makers  equate 
outsourcing  with  a  loss  of  control.  Yet  for 
certain  enterprises,  property  designed 
outsourcing  strategies  can  actually  improve 
control  and  quality,  especially  in  the  area  of 
facilities  management.  "Non-core  business 
activities  can  be  a  distraction  to  the  main 
business,  which  increases  risk,"  says  Frank 
T.  Maclnnis,  chairman  and  CEO,  EMCOR 
Group,  Inc.  'A  thoughtful  outsourcing 
strategy  can  enhance  control  by  freeing 
executives  from  the  day-to-day  details  of 
managing  non-core  tasks  and  increasing 
the  time  available  to  focus  on  primary  busi- 
ness activities." 

With  annual  revenues  approaching  $5  bil- 
lion and  26,000  employees  who  manage 
more  than  a  billion  square  feet  of  property, 
EMCOR  executives  understand  the  intrica- 
cies of  outsourced  facilities  management. 
For  instance,  Norwalk(Conn.)-based 
EMCOR  has  managed  72  buildings  at 
Heathrow  Airport  for  British  Airways  for 
more  than  1 2  years.  "As  a  result,"  says 
Maclnnis,  "British  Airways  is  better  able  to 
focus  on  running  a  transportation  services 
business."  The  company  saves  about  15% 
in  annual  costs  through  more  efficient  man- 
agement of  its  facilities,  he  adds. 

Maclnnis  advises  that  companies  seek  an 
outsourcing  partner  with  proven  experi- 
ence managing  facilities  that  are  similar  in 
scope,  size,  and  complexity  to  their  own.  "A 
partner  with  the  same  long-term  orientation 
will  be  best  positioned  to  contribute  to  your 
success,"  he  says. 
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and  the  client  needs  to  do  proper  and 
extensive  reference  checking  to  avoid 
surprises  and  validate  the  long-term 
viability  of  the  organization.  Finally,  there 
should  be  sufficient  management  com- 
mitment and  investment  in  team  building. 

BARRY  WIEGLER:  Why  is  good 
governance  so  important  to  a  successful 
outsourcing  experience? 

JOHN  GIBSON:  Good  governance 
ensures  that  three  things  happen.  One, 
that  there's  a  smooth  transition  and 
handoff  between  the  provider  and  the 
existing  organization's  processes,  tech- 
nologies, and  people.  Without  that,  the 
expected  service  delivery  can  be  jeop- 
ardized. Second,  good  governance 
ensures  that  the  transformation  of  the 
retained  organization  occurs.  In  HR, 
we're  seeing  the  retained  organization 
wanting  to  become  more  strategic,  and, 
therefore,  there's  a  need  to  manage 
the  new  skills  and  job  roles  that  people 
will  be  taking  on.  Finally  and  most 
importantly  for  both  parties,  strong 
governance  ensures  that  both  parties 
achieve  the  business-plan  results  that 
they  set  out  to  achieve. 

BARRY  WIEGLER:  With  so  much 
expertise  assembled  here,  let's  try  to 
help  our  readers  with  some  advice. 
What  is  the  best  way  to  choose  an 
appropriate  outsourcing  partner? 

DAVID  TIBBLE:  Domain  expertise  has 
to  be  a  priority.  Whether  you're  onshore 
or  offshore,  someone  who  understands 
your  market,  your  customers,  and  your 
types  of  processes  is  critical. 

BARRY  WIEGLER:  What  about  using 
sourcing  consultants? 

LINDA  TUCK  CHAPMAN,  senior  vice 
president  and  chief  sourcing  officer, 
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strategic  sourcing  and  procurement, 
Fifth  Third  Bank:  Using  a  profession,^ 
adviser,  someone  who  is  very  familia 
with  the  process,  will  help  you  get  th» 
a  lot  more  effectively  —  with  fewer  un 
pected  challenges.  Outsourcing  is  a 
disciplined  process.  If  you  don't  havejrjli^i 
the  benefit  of  having  a  sourcing  depa|v 
ment  inside  the  organization,  I  would 
highly  recommend  that  that  you  use  i 
adviser.  The  adviser  takes  the  respor 
sibility  for  getting  from  A  to  B  off  the  I 
shoulders  of  the  business  leaders.  H 
or  she  takes  the  responsibility  to  mal< 
sure  that  requirements  are  well  defin. 
everything  gets  covered,  and  that  we 
don't  cut  the  wrong  kind  of  corners. 


DAVID  TIBBLE:  Sitting  on  the  side 
the  provider,  I  would  echo  Linda's  vie 
point.  A  good  sourcing  adviser  actua: 
helps  both  sides.  Unfortunately,  par- 
ticularly when  you  come  offshore,  th» 
are  some  advisers  who  add  little  and 
generally  slow  their  clients  down.  So 
a  question  of  getting  the  right  advise 
and  people.  When  done  right,  it  help] 
both  parties. 


BARRY  WIEGLER:  This  emphasiz<| 
the  criticality  of  reference  checking ; 
-  of  both  the  advisory  firm  that  you 
considering  and  the  individuals  th;| 
will  be  assigned  to  your  team.  Lindf 
what  can  you  share  about  lessons 
learned  from  your  experiences? 

LINDA  TUCK  CHAPMAN:  In  my 

view,  the  number  one  lesson  is  to  ge| 
senior  executive  buy-in.  Conveying 
your  strategy  and  the  expectations  ttl 
the  organization  can  have  of  the  newl 
arrangement  is  absolutely  critical.  If  J 
don't  keep  them  well  informed  by  disl 
cussing  what  you're  doing,  why  you'll 
doing  it,  what  they  can  expect,  how  lc| 
the  transition  will  take,  and  when  ben 
efits  will  appear,  they  will  certainly  fo 
their  own  expectations.  That's  usual!' 

Outsourcing  2'| 


\  client  can't  ab- 
icate  risk  because 

i  ley've  outsourced. 

a  du  still  own  the 
^rvice  and  you  still 
ave  to  make  sure 

*  )u  get  the  delivery." 
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when  most  outsourcing  failures  begin.  You 
need  to  manage  expectations. 

The  second  lesson  is  not  to  under-invest 
in  change  management.  For  example,  to 
go  from  a  manual  process  to  an  automated 
process  at  the  point  of  outsourcing,  and  to 
expect  everyone  to  be  able  to  adapt,  is  actu- 
ally quite  short-sighted.  That  type  of  mistake 
causes  unnecessary  pain. 

You  need  to  truly  define  processes  and 
requirements.  The  better  job  you  can 
do  of  defining  your  requirements,  the 
existing  processes,  being  honest  about 
what's  broken,  and  what  the  outsource 
service  provider  needs  to  address,  the  more 
likely  it  is  that  you'll  both  go  into  this  with 
eyes  open.  Therefore,  you'll  both  be  much 
more  willing  to  work  together  through 
unexpected  issues. 

Last  but  not  least,  keep  in  mind  that  the  deal 
will  eventually  end.  Businesses  change.  The 
deal  structure  will  actually  affect  your  abil- 


ity to  exit  the  agreement.  If  you  neglect  this 
key  consideration,  you  could  find  yourself  in 
an  arrangement  that's  very,  very  difficult  to 
change  later.  And  then  you  can  feel  trapped 
in  an  outdated  relationship. 

BARRY  WIEGLER:  Any  other  advice? 

LANCE  TRAVIS:  Outsourcing  relation- 
ships succeed  the  best  when  there's  an 
equal  focus  across  achieving  all  the  benefits 
that  outsourcing  can  deliver.  So  the  cost 
benefits  are  always  important.  But  when 
companies  ignore  the  other  benefits  that 
they  can  get  from  outsourcing  and  structure 
a  relationship  with  the  outsourcer  so  that  it's 
predominantly  geared  toward  cost  benefits 
and  nothing  else,  they  tend  to  be  dissatis- 
fied with  the  results.  Companies  that  take 
a  more  holistic  view  of  outsourcing,  giving 
equal  weight  to  these  other  benefits  and 
structuring  a  relationship  as  a  tight,  partner- 
ship/collaborative model,  are  more  satisfied 
with  the  result  —  and  much  more  successful 
in  the  long  run. 


<& 


INFOTECH 
Building  relationships  globally 


Performa 


jcy 


Our  expertise  in  application  re-engineering  for  enhancing 
performance,  testing  of  integrated  applications  and  SOA.Grid 
computing  solutions  will  help  you  drive  your  efforts  to  capture  market- 
share  while  offering  new  products  and  services. 

We  offer  development  &  maintenance  services  in  domains  like  Custody  & 
Settlement,  Equities,  Fixed-Income  and  Derivatives  trade  automation,  Property  & 
Casualty  Insurance  and  Regulatory  Compliance  of  Sarbanes-Oxley  and  Anti-Money 
Laundering  Acts. 
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E-mail:  corpmktg@LnTinfotech. 
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'Strong  gover- 
nance ensures  that 
both  parties  achieve 
the  business-plan 
results  they  set  out 
to  achieve." 

—John  Gibson,  Convergys  Corp. 


WEB  DIRECTORY 

AMR  Research  Inc. 

http://www.amrresearch.com 

Convergys  Corp. 

http : //www. convergys  .com 

EDS  Corp.  http://www.eds.com 

EMCOR  Group,  Inc. 

http://www.emcorgroup.com 


BARRY  WIEGLER:  Lance,  are  companies 
that  are  looking  beyond  savings  for  broader 
benefits  the  more  experienced  buyers  of 
outsourcing  services? 

LANCE  TRAVIS:  I  think  certainly  experi- 
ence helps.  We've  definitely  seen  that  as 
people  do  more  outsourcing,  especially 
offshore,  each  one  gets  more  successful. 
They  begin  to  understand  how  to  set  up 
governance,  how  to  manage  the  project, 
and  what  type  of  relationship  they  want. 
I  also  think  there's  a  trust  element  here. 

JOHN  GIBSON:  I  don't  think  that  out- 
sourcing is  only  for  those  with  experience, 
though.  For  companies  that  have  not  had 
outsourcing  experience,  there  are  fully 
developed  providers  that  you  can  partner 
with  to  achieve  transformational  results.  If 
you  have  not  tried  outsourcing  yet,  there  is  a 
tremendous  opportunity  waiting  for  you  with 
well-established  companies  that  have  done 
this  before.  The  outsourcing  market  has 
matured  enough  that  companies  can  jump 
into  this  and  find  a  good  partner  to  really 
lead  a  massive  transformation. 

LANCE  TRAVIS:  I  absolutely  agree.  In 
fact,  if  you're  not  looking  at  outsourcing 
today,  you're  doing  a  disservice  to  your 
shareholders. 
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JOE  EAZOR:  Each  industry  requires  differ- 
ent BPO  considerations,  and  each  compar 
within  an  industry  has  even  more  finely  tun* 
.needs.  No  one-size-fits-all  approach  will  effe 
thvely  serve  every  client.  You  need  a  partner 
who  brings  extensive  expertise  in  your  indue 
to  the  table  and  then  enhances  the  offering  I 
reflect  your  specific  requirements. 

LINDA  TUCK  CHAPMAN:  Remember 
that  you're  transforming  your  risk  but  you' 
not  relinquishing  risk.  You  need  to  contin 
to  accept  responsibility  for  the  operation. 

DAVID  TIBBLE:  We  find  that  our  best 
customers,  those  that  get  the  best  from 
WNS  as  an  organization,  are  those  who  an  imce.s* 
demanding  but  reasonable.  With  these  cli-  ' 
ents,  we  perform  especially  well,  because 
they  keep  us  on  our  toes  and  we  keep  out\ 
people  on  their  toes.  You  can  go  through 
of  the  checklists,  but  in  the  end  the  owner-j 
ship  remains  with  the  client.  A  client  can't 
abdicate  risk  because  they've  outsourced 
You  still  own  the  service  and  you  still  have 
make  sure  you  get  the  delivery. 

ABOUT  SOURCING 
INTERESTS  GROUP 

Founded  in  1991,  the  Sourcing  Interests 
Group  (SIG)  is  recognized  as  the  world's 
leading  forum  for  professionals  responsible 
for  outsourcing  and  strategic  sourcing.  It 
known  for  providing  the  highest-quality  sej 
vices  and  for  its  objectivity.  SIG's  service 
enable  member  companies  to  evaluate, 
implement,  and  operate  sourcing  initia- 
tives with  greater  effectiveness  and  speelJ 
while  assisting  in  containing  expenses  ar  :(-  '■■■:■ 
managing  risk.  SIG's  member  companies 
leverage  their  combined  sourcing  exper 
ences  and  knowledge  for  the  benefit  of 
individual  members.  Services  include  a 
peer-to-peer  network,  hotline,  educational 
conferences  and  regional  meetings,  and  a 
sourcing  library,  among  others. 
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SciTech  Developments  to  Watch 


fED  BY  ADAM  ASTON 


[NOVATIONS 


ffire  and  asthma 

Despite  mankind's 
:ient  fascination  with  fire, 
t  how  flames  burn  is  still 
fully  understood.  Now,  a 
Iti-university  team  has 
ntified  a  new  class  of 
lecules  in  gas  flames. 
Dbed  "ends,"  the  organic 
Impounds  are  close 
jsins  of  more  stable 
lecules  already  known  to 
st  in  flames,  and  are 
eased  when  gasoline  prod- 
s  burn.  The  finding, 
blished  last  month  in 
fence,  suggests  that 
ay's  computer  models  of 
combustion  are 
incomplete.  Better 
understanding  of 
the  complex 
process  of  burning 
could  lead  to  new 
ways  to  reduce  air 
pollution. 
»  During  an 
asthma  attack, 
lung  passages 
become  inflamed 
and  breathing  is 
obstructed.  The 
illness  afflicts  some 
17  million  Ameri- 
cans, and  in  recent 
years  there  has 
been  little  progress 
finding  new  targets 
for  treatment.  Now 
ike  University  researchers 
ink  they've  found  one-an 
zyme  that  breaks  down 
^NO,  a  molecule  that  carries 
ric  oxide  in  healthy  lung 
,sue  and  that  seems  to  be 
arce  in  asthmatic  lungs.  The 
ientists  say  they  have 
imonstrated  the  protective 
iwerofGSNOinmice.And 
ey  believe  the  hyperactivity 
an  enzyme  that  breaks  it 
>wn  may  set  the  stage  for 
thma  attacks.  The  next  step 
II  be  to  determine  if  a  drug 
in  safely  target  the 
peractive  enzyme. 
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MEDICINE 


SEA  SQUIRTS:  A  CANCER 
WARRIOR  GETS  SOME  R&R 


SEA  SQUIRTS,  which  contain 
known  anticancer  substances, 
may  soon  face  a  lower  risk  of 
being  hunted  by  medical 
researchers.  Scientists  have 
confirmed  that  the  active 
anticancer  compounds,  called 
patellamides,  are  in  fact 
produced  by  bacteria  known 
as  Prochloron  didemnii,  which 
infect  the  sea  squirts.  Nab  the 
microbes,  and  there's  no 
need  to  harvest  the  whole  sea 
critter.  Reporting  in  the 
online  edition  of  Proceedings 
of  the  National  Academy  of 


Sciences,  researchers  at  the 
Institute  for  Genomic 
Research,  the  University  of 
Utah,  and  the  University  of 
California  at  San  Diego  say 
they  transferred  the  bacterial 
genes  that  produce 
patellamides  to  E.  coli  and 
can  now  produce  the  desired 
compounds.  Unfortunately 
for  sea  squirts,  scientists 
suspect  that  their  unusual 
biochemistry  may  harbor 
other  molecules  and 
compounds  of  potential  value 
to  humans.  -Otis  Port 


CHEMISTRY 

HOW  TO  MAKE 
BAD  WINE 
GO  GOOD 

SUMMER'S  HERE,  and  what 
better  way  to  celebrate  than 
with  a  glass  of  crisp 
chardonnay?  That  is,  until 
you  open  the  bottle,  catch  a 
whiff  of  dank  earth,  and  have 
to  pour  the  contents  down 
the  drain.  Some  5%  of  all 
bottled  wine  is  "corked"  by 
such  a  taint,  caused  by  a 
mold  found  in  either  the  cork 
or  the  wood  barrels  in  which 
wine  is  aged. 

After  almost  25  years  of 
research,  biochemist  Gerard 
Michel  and  oenologist 
Laurent  Vuillaume  claim  to 


have  a  fix.  The  Burgundy- 
based  team  produced  Dream 
Taste,  a  kit  containing  a 
carafe  filled  with  a  special 
copolymer  material,  formed 
in  the  shape  of  a  bunch  of 
grapes.  When  wine  is  poured 
in,  the  one-time-use  material 
absorbs  the  mold-born 
molecules  and  restores  the 
wine's  original  taste  and 
bouquet  in  about  an  hour. 
Made  by  wine-products 
company  Embag, 
Dream  Taste  kits 
include  two  niters 
and  are  sold  in 
selected  French 
stores  and  by  mail 
order  for  $51,  with 
refills  available  for 
$6  apiece.  Sante! 

-Constance 
Faivre  d'Arcier 


AEROSPACE 

THE  LITTLE 
COPTER THAT 
COULD... 
DO  ANYTHING 

ANYONE  WITH  $125,000  to 
spare  can  own  a  miniature, 
5-foot-long  helicopter  from 
Steadicopter  in  Israel,  near 
Haifa.  The  chopper  doesn't 
need  a  pilot,  nor  even  a 
trained  ground  controller. 
Just  give  the  craft  a  mission 
within  its  6-mile,  90-minute 
range,  and  it  flies  itself. 
Using  the  company's  propri- 
etary software,  taking  off, 
hovering,  and  landing  are  all 
autonomous,  says  Amir 
Rochman,  the  startup's 
business  development 
manager. 

The  copter  depends  on 
constant  position  checks  with 
the  global  positioning  system. 
The  concept  was  hatched  at 
Technion-Israel  Institute  of 
Technology,  and  Steadicopter 
planned  to  show  it  off  last 
year— but  somebody  stole  the 
first  prototype. 

The  latest  model, 
weighing  just  30  pounds, 
has  proven  its  versatility.  It 
cruises  at  altitudes  of  a  few 
hundred  feet  and  carries  a 
camera  that  can  scan  the 
ground  in  an  eight-mile 
radius.  The  software  can  also 
fly  larger  copters  on  longer 
trips  with  bigger  payloads. 
Steadicopter  is  marketing  its 
craft  for  border  surveillance, 
inspecting  places  hit  by 
natural  disasters,  tracking 
forest  fires,  and  traffic 
control.  -Otis  Port 
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Economics  Incomes 


COMMENTARY 


BY  MICHAEL  J.  MANDEL 


The  End  of  Upward  Mobility? 
Not  on  Your  Life 

Bleak  stories  aside,  both  rich  and  poor  advanced  over  the  past  decade 


IT'S  REALLY  QUITE  ODD.  By  most 
accounts,  the  economy  is  in  pretty 
good  shape,  with  an  unemployment 
rate  of  5.1%,  growth  at  3.5%,  and 
productivity  running  at  a  2.9%  an- 
nual pace.  What's  more,  the  economic  per- 
formance of  the  past  10  years— call  it  the 
New  Economy  decade,  boom  and  bust 
combined— is  arguably  the  best  since  the 
1960s,  with  the  stock  market  doubling 

and  real  incomes  rising  for  rich  and  poor  alike. 

Yet  against  this  backdrop,  two  of  the  nation's  leading  news- 
papers— The  New  York  Times  and  The  Wall  Street  Journal— are 
running  extensive  multipart  series  that  paint  a  much  darker 
picture.  The  U.S.,  rather  than  being  a  land  of  opportunity, 
these  stories  argue,  is  increasingly  a  class-bound  place  of  im- 
mobility and  stratification,  where  it's  becoming  ever  harder  for 
the  people  at  the  bottom  to  move  up.  "The  odds  that  a  child 
born  in  poverty  will  climb  to  wealth— or  a  rich  child  will  fall 
into  the  middle  class— remain  stuck,"  proclaimed  one  Wall 
Street  Journal  article.  The  Times  went  further:  "Mobility, 
which  once  buoyed  the  working  lives  of  Americans  as  it  rose 
in  the  decades  after  World  War  II,  has  lately  flattened  out  or 
possibly  even  declined." 

The  stories— so  far  10  in  the  Times  and  4  in  the  Journal— are 
rich  with  anecdotes  and  references  to  topflight  economic  re- 
search. Yet  the  economics  involved  in  sorting  out  questions  of 
mobility  are  far  more  complex  than  such  evidence  would  sug- 
gest. First,  both  newspapers  focus  on  what  economists  call  "rel- 
ative" mobility— whether  you  are  moving  up  or  down  relative  to 
everyone  else  in  the  U.S.  But  such  a  definition  of 
mobility  seems  parochial  and  almost  quaint  in  an 
increasingly  globalized  economy  where  we  are 
acutely  aware  of  the  Chinese  and  the  Indians 
catching  up  with  us.  Our  frame  of  reference  is  ex- 
panding beyond  our  immediate  neighbors  to  en- 
compass the  entire  world. 

In  such  a  global  economy,  rather  than  agonizing 
over  relative  comparisons,  it  may  be  better  to  con- 
centrate on  the  simpler  and  intuitively  satisfying 
concept  of  "absolute"  mobility— whether  you  are 
doing  better  than  your  parents  did,  or  whether  the 


living  standards  of  a  whole  group  of  people  are  rising 
over  time.  From  this  perspective,  there  are  signs  that 
this  past  decade  has  had  more  upward  mobility  com- 
pared with  the  previous  two  decades.  One  example: 
The  inflation-adjusted  income  of  the  lowest  20%  of 
households  basically  did  not  rise  flora  1973  to  1993, 
according  to  the  U.S.  Census  Bureau.  But  from  1993 
to  2003,  the  last  year  available,  the  same  segment's 
income  was  up  by  7.6%. 

Entry  Level  Gains 

THERE'S  YET  another  big  problem:  We  actually  know 
very  little  about  whether  relative  mobility  increased  or 
decreased  during  the  New  Economy  decade  because 
complete  data  don't  exist  yet.  With  a  few  exceptions, 
most  studies  stop  with  the  mid-  or  late  1990s.  For  ex- 
ample, one  influential  study  that  was  cited  in  the 
Times,  by  economists  David  I.  Levine  of  the  Universi- 
ty of  California  at  Berkeley  and  Bhashkar  Mazumder 
of  the  Federal  Reserve  Bank  of  Chicago,  only  uses 
data  up  to  1995. 

That  means  their  study  and  others  miss  or  underes- 
timate the  structural  shifts  that  occurred  in  the  econo- 
my over  the  past  decade  as  productivity  growth  accel- 
erated and  technological  change  and  globalization 
became  bigger  disruptive  influences  on  American  lives. 
Downplayed  are  critical  events  such  as  the  tight  labor 
markets  of  the  late  '90s,  which  forced  employers  to  hire 
and  train  less-skilled  workers,  and  the  tech  boom, 
which  created  a  whole  new  generation  of  millionaires 
from  ordinary  people  who  happened  to  be  working  in  the 
place  at  the  right  time.  The  studies  also  miss  the  layoffs  of 
cated  workers  during  the  tech  bust,  the  massive  surge  of 


1»  «■  i  •  sourcing  to  India  and  elsewhere,  and  the  ongon 

lVlOSl  SLU-QieS     residential  construction  and  renovation  bool  -. 

of  mobility 
miss  the  big 
economic 
events  of 
recent  years 


which  is  boosting  demand  for  less-educated  wor 
ers.  The  final  impact  is  hard  to  judge,  but  all  of  th^ 
change  could  easily  have  generated  more  movl: 
ment— up  and  down— the  income  ladder. 

Here's  what  we  do  know:  Over  the  past  decflj 
virtually  every  traditionally  disadvantaged  groil , 
made  gains  in  absolute  terms.  Take,  for  examplL 
families  headed  by  immigrants  who  entered  t)|- 
country  in  the  1980s.  The  poverty  rate  for  sub- 
families dropped  sharply,  from  26.6%  in  1995 
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\%  in  2003,  the  latest  numbers  available.  Similarly,  a  com- 
ition  of  welfare  reform  and  tight  labor  markets  helped  drive 
m  the  poverty  rate  for  female-headed  households  with  chil- 
li from  46.1%  in  1993  to  35.5%  in  2003.  That  may  not  seem 
much,  but  it  beats  the  total  lack  of  progress  in  the  previous 
ade.  And  a  new  book,  Moving  Up  or  Moving  On:  Who  Ad- 
ces  in  the  Low-Wage  Labor  Market?,  uses  a  new  set  of  data  to 
at  the  wage  history  of  a  group  of  low-earning  workers  from 
3  to  2001.  Adjusted  for  inflation,  those  people  saw  their  av- 
;e  earnings  more  than  double  over  those  nine  years. 
liese  gains  came  in  part  from  the  low  unemployment  rates 
999  and  2000,  which  fell  below  4%  for  the  first  time  in  30 
rs.  As  a  result,  "some  workers  got  access  to  better  job  op- 
tunities,"  says  Harry  J.  Holzer,  a  co-author  of  the  book  and 
>rmer  chief  economist  at  the  Labor  Dept. 


UPWARD  BOUND 


Over  the  past  decade,  living 
standards  have  risen  for 
many  of  the  least  privileged 
groups  in  the  U.S.  economy 

Low-income  households 
have  gained  ground... 

PERCENT  CHANGE  OVER  PREVIOUS  10  YEARS 
AVERAGE  REAL  INCOME 


12 


OF  THE  LOWEST  20% 
OF  HOUSEHOLDS 
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.earnings  of  high  school 
grads  have  risen... 


PERCENT  CHANGE  OVER  PREVIOUS  10  YEARS 


There  were  also  big  wage 
gains  in  retailing  and  con- 
struction, two  industries 
that  hire  a  lot  of  entry-level 
workers.  Adjusted  for  infla- 
tion, construction  wages 
have  gone  up  by  75%  since 
1995,  compared  with  a 
16.7%  decline  over  the  pre- 
vious two  decades.  Retail 
wages  have  followed  a  simi- 
lar pattern.  That  means 
more  new  low-end  workers 
are  entering  industries 
where  wages  have  been  ris- 
ing rather  than  falling. 

Yet  continuing  those 
gains  and  doing  even  better 
is  no  sure  thing.  For  one, 
absolute  mobility  depends 
on  sustained  productivity 
gains  throughout  the  econ- 
omy, which  lift  incomes  for 
everyone. 

Longer-term,  there  are 
two  disturbing  weak  spots 
in  the  picture  of  mobility. 
One  is  higher  education, 
where  fast-rising  costs  in  tu- 
ition have  outstripped  gains 
in  income  and  financial  aid 
programs.  What's  needed, 
among  other  things,  is  a  big 
infusion  by  the  federal  gov- 
ernment of  financial  aid 
funding  as  an  investment  in 
human  capital. 

The  other  issue  is  the 
health- care  sector,  which 
has  generated  almost  2  mil- 
lion jobs  since  2000  and  will 
be  one  of  the  biggest  job  cre- 
ators in  the  future.  While 
health  care  has  always  em- 
ployed a  mix  of  skilled, 
semi-skilled,  and  unskilled 
labor,  workers  in  dead-end 
nonclinical  positions,  such 
as  food  services,  haven't 
been  able  to  easily  make  the  jump  into  better-paying  jobs.  "There 
wasn't  much  opportunity  at  the  entry  level,  especially  for  people 
who  wanted  to  get  ahead,"  says  Phyllis  Snyder,  vice-president  of 
the  Council  for  Adult  &  Experiential  learning  (GAEL),  a  non- 
profit specializing  in  lifelong  learning  for  workers.  Under  a  Labor 
Dept.  grant,  GAEL  has  organized  pilot  programs  at  five  sites  that 
help  less-skilled  workers  get  the  training  to  move  into  patient- 
care  jobs  while  earning  money  at  the  same  time.  Says  Diana 
Bamford-Rees,  GAEL'S  associate  vice-president:  "If  s  about  how 
to  make  them  upwardly  mobile." 

If  the  past  decade  has  shown  us  anything,  it's  that  Americans 
are  not  fixed  in  place— not  in  absolute  terms,  and  probably  not 
in  relative  terms,  either.  Despite  what  the  Times  and  Journal  sto- 
ries say,  today's  economy  is  a  place  of  growth  and  tumult,  rather 
than  stagnation  and  immobility— and  that' s  a  good  thing.  ■ 
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.and  many  immigrants  are 
climbing  out  of  poverty 

, PERCENT 


POVERTY  RATE  OF  FAMILIES 

HEADED  BY  IMMIGRANTS  WHO 

ENTERED  THE  U.S.  IN  THE: 

1 1970s  ■  1980s 

'95  '96  '97  '98  '99  '00  '01  '02  '03 
Data:  Census  Bureau 


June  20.  2005  I  BusinessWeek  1 133 


Finance  Consumer  Finance 


One  Tough 
Card  Game 

MBNA's  stock  is  down  25%  this  year, 
and  if  s  suddenly  a  takeover  candidate 


RUCE  L.  HAMMONDS 
knows  how  to  take  a  hit. 
The  president  and  chief 
executive  of  credit- card 
giant  MBNA  was  the  quar- 
terback for  a  semi-pro 
football  team  in  Maryland 
after  college.  It  was  a  low-budget  affair; 
former  teammate  Mike  Foley  recalls  that 
he  and  Hammonds  shared  equipment. 
On  one  play,  Hammonds  snuck  into  the 
end  zone  for  a  touchdown— and  took 
such  a  wallop  from  an  opponent  that  he 
broke  the  helmet  he  and  Foley  shared. 
"You  don't  see  helmets  broken  very  of- 
ten," Foley  recalls. 

No  doubt  Hammonds,  57,  is  feeling  the 
pain  from  a  different  sort  of  impact  these 
days.  MBNA  became  a  Wall  Street  darling 
in  the  1990s  by  branding  its  cards  with 
the  names  of  thousands  of  partners,  from 
the  National  Education  Association  to 
L.L.  Bean.  But  the  onetime  hard  charger 
has  hit  a  wall:  Because  of  ferocious  com- 
petition from  banks  and  MBNA's  own 
missteps,  growth  has  stalled. 

As  a  result,  analysts  expect  MBNA's 
earnings  to  fall  this  year  for  the  first  time 
since  it  went  public  in  1991.  After  suffer- 
ing a  25%  drop  in  its  share  price  this  year, 
to  around  $21,  MBNA  is  suddenly  seen  as 
a  takeover  target.  Speculation  about  a 
buyout  grew  after  Washington  Mutual's 
June  6  deal  to  buy  card  issuer  Providian 
Financial  for  $6.5  billion. 

For  his,  part,  Hammonds,  a  23-year 
company  veteran  who  took  over  as  CEO 
18  months  ago,  downplays  the  prospect 
of  a  deal.  While  he  says  the  company  al- 
ways puts  shareholders  first  and  he 
would  never  rule  anything  out,  he  adds: 
"There's  no  'For  Sale'  sign"  on  MBNA's 
Wilmington  (Del.)  headquarters. 
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Of  course,  the  best  defense  against  a 
takeover  is  a  high  stock  price.  So  Ham- 
monds has  an  ambitious  plan  to  get 
MBNA's  earnings  and  stock  price  moving 
again.  He's  cutting  costs  at  a  company 
well  known  for  excessive  compensation 
and  lavish  perks.  And  he's  pushing  to  di- 
versify into  markets  such  as  home-equity 
lending  and  loans  to  medical  and  dental 
practices.  While  he  says  he's  excited 
about  the  future,  Hammonds  concedes: 
"We  don't  like  where  we  are  today  in 
terms  of  earnings  or  the  stock  price." 

At  the  core  of  MBNA's  woes  is  a  credit- 
card  market  that's  plagued  by  slow 
growth  and  lowball  pricing.  For  years, 
MBNA  bolstered  its  growth  by  acquiring 


Work  in  Progress 

MBNA  CEO  Bruce  Hammonds  is  in 
the  middle  of  a  fix-it  plan  for  the  troubled 
credit-card  giant.  His  strategy: 

CUT  COSTS  The  company  has  shed  more  than  1,000 
managers  and  unloaded  assets  such  as  two  boats, 
two  planes,  and  a  large  training  facility  in  Maine. 

DEFEND  THE  CORE  BUSINESS  Rates  are  rising,  but 
he's  no  longer  hiking  rates  for  many  customers.  He's 
again  revving  up  0%  introductory  card  offers. 

DIVERSIFY  He  is  pushing  into  home-equity  lending, 
financing  of  dental  and  medical  practices,  and 
other  businesses  to  reduce  reliance  on  slow- 
growing  U.S.  credit  cards. 

MATCH  THE  GIANTS  MBNA  is  expanding  its  loyalty 
programs  with  eye-catching  rewards  to  compete 
with  the  likes  of  Chase  and  Citibank.  One  new  offer: 
Cardholders  get  a  trip  to  watch  their  favorite  NFL 
team  practice. 


card  portfolios,  but  those  opportunit 
are  now  few  and  far  between.  So  last  yt> 
Hammonds  tried  to  boost  earnings 
moving  away  from  the  0%  teaser  off 
that  have  become  common  on  cards 
the  same  time,  MBNA  raised  the  rate 
charged  some  customers  to  preserve 
margins,  as  the  Fed  raised  its  rates. 

Those  moves  backfired.  Instead 
pulling  back  from  their  own  0%  offers, 
vals  actually  got  more  aggressive,  pu 
ing  the  cheap  deals  to  grab  market  sha 
Also,  many  MBNA  customers  who  w« 
charged  the  highest  rates  paid  off  th 
balances  more  quickly  when  their  ra: 
went  up.  In  addition,  many  consumi 
are  shifting  to  home- equity  loans  inste 
of  credit-card  borrowing  because  of  t 
tax  benefits  and  lower  rates.  The  resi  | 
MBNA's  total  loans  to  customers  fell 
$116.6  billion  in  the  first  quarter,  down  1 
billion  from  the  year  before.  And  the  coi! 
pany  had  to  take  a  write-off  of  $20( 
million,  partly  because  of  the  rapid  pi 
down  of  balances.  "How  did  they  misre 
their  customers  so  seriously?"  wonde 
Sanford   C.   Bernstein   &   Co.   anahl 
Howard  K.  Mason. 

TAKING  A  HATCHET  TO  COSTS 

THIS  IS  FORCING  MBNA  to  defend 
portfolio  by  revving  up  its  0%  teaser  < 
fers  again  and  backing  off  from  raisi 
many  customers'  rates.  And  while  MB? 
forecast  as  recently  as  January  that  e; 
ings  per  share  would  be  10%  higher  ti\ 
year,  excluding  a  restructuring  charge  f 
cost-cutting,  in  April  the  company  s; 
earnings  growth  will  be  "si  I 
nificantly"  less  than  that.  M 
son  figures  MBNA's  earning 
even  excluding  that  charg 
will  be  flat  or  even  do' 
slightly.  "Clearly,  a  lot  of 
investment    community 
frustrated  and  skeptical,"  sa;j 
Jason  J.  Tyler,  a  portfolio  ma; 
ager  at  Ariel  Capital  Manag  I 
ment  LLC,  which  holds  10  is 
million  MBNA  shares. 

No  surprise  Hammonds 
taking  a  hatchet  to  costs.  I- 
has  cut  managerial  ranks  I 
more  than  1,000  through  bu; 
outs  and  early  retirement 
And  he  has  done  away  witfji 
some    of   the    trophies    ■ 
MBNA's  go-go  days,  includir 
two  company  jets  and  tv, 
boats.   It  was   actually  tr 
board  that  started  the  cos 
cutting  back  in  Novembe  ) 
2003,  when  it  moved  to  rei 
in  the  compensation  of  top  e: 


I 
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I'-e's  no  'For 
sign"  on 
!A,  he  says 


utives— and  Hammonds'  predecessor, 
larles  M.  Cawley,  suddenly  decided  to 
tire.  Hammonds'  pay  has  gone  from 
4.4  million  when  he  was  Cawley's  No.  2 
$9  million  last  year. 
But  while  Hammonds'  moves  should 
ve  up  to  $300  million  annually,  MBNA 
hardly  lean  and  mean.  Its  huge  Wilm- 
gton  offices  are  a  maze  of  seemingly 
dless  corridors.  One  executive  jokes 
at  he  spent  one  of  his  early  days  on  the 
b  getting  intentionally  lost  so  he  could 
arn  how  to  navigate  the  place. 
At  the  same  time,  Hammonds  is  trying 
fend  off  his  increasingly  fierce  rivals.  As 
ell  as  matching  the  0%  offers,  MBNA  is 
mping  up  its  loyalty  programs.  Since 


last  fall,  for  example,  people  who  hold 
cards  branded  by  their  favorite  National 
Football  League  team  can  trade  their 
points  for  visits  to  training  camps  or  even 
dinner  with  the  head  coach. 

But  the  holy  grail  is  to  reduce  MBNA's 
reliance  on  U.S.  credit  cards.  Hammonds 
is  continuing  to  push  into  international 
markets  such  as  Britain  and  Canada,  and 
speculation  persists  that  he  will  buy  the 
Internet  bank  Egg  from  Prudential  PLC. 
Prudential  says  it  does  not  comment  on 
market  speculation. 

Hammonds  is  also  aiming  to  crack  oth- 
er lending  markets.  He  recently  acquired 
Nexstar  Financial  Corp.,  a  home-equity 
lender,  and  wants  to  market  these  loans  to 


members  and  customers  of  MBNA's  more 
than  5,000  affinity-card  partners.  MBNA 
also  bought  a  company  that  helps  physi- 
cians and  dentists  finance  their  practices. 
And  he  says  MBNA  is  looking  at  a  move 
into  student  lending,  a  natural  fit  given 
the  hundreds  of  universities  and  colleges 
with  which  it  has  card-branding  deals. 
Critics  say  MBNA  waited  too  long  to  di- 
versify. "Could  we  have  done  it  faster? 
Yes,"  acknowledges  Hammonds. 

Coming  from  behind  will  be  tough. 
Richard  D.  Fairbank,  CEO  at  rival  Capital 
One  Financial  Corp.,  which  began  diver- 
sifying into  auto  lending  and  other  busi- 
nesses back  in  1998,  warns  that  new  busi- 
nesses take  years  to  develop.  "If  you  want 
to  diversify,  you  have  to  do  it  long  before 
you  need  to,"  he  says. 

HARDSCRABBLE START 

THAT'S  WHY  MORE  analysts  and  in- 
vestors figure  MBNA  will  ultimately  be 
sold.  Among  the  leading  candidates  as 
buyers:  Wachovia  Corp.  Back  in  2000, 
Wachovia  sold  its  credit-card  business  to 
MBNA  But  on  a  recent  conference  call 
with  Merrill  Lynch  &  Co.,  Wachovia  CEO 
G.  Kennedy  Thompson  said:  "I  think  I 
would  like  to  be  in  the  card  business." 
Others  on  Wall  Street  say  a  foreign  bank 
such  as  HSBC  Holdings  PLC  might  also 
be  interested  as  a  way  to  bulk  up  its  con- 
sumer lending.  HSBC  and  Wachovia  de- 
clined to  comment  on  talk  of  a  deal. 

If  MBNA  does  get  swallowed  up,  it 
might  be  a  painful  ending  for  Ham- 
monds. Raised  in  a  working-class  family 
outside  Baltimore— his  father  labored  as  a 
longshoreman— Hammonds  put  himself 
through  the  Uni- 
versity of  Baltimore 
while  working  full- 
time  for  Sears,  Roe- 
buck &  Co.  as  a 
credit  analyst.  He 
even  went  door-to- 
door  to  collect 
rVTlPP  money   from   cus- 

JJIRJC  tomers:  "No  knee- 

^■■■■■B  breaking,"  he  says 

now  with  a  laugh. 
Later,  he  was  lured  to  the  consumer  fi- 
nance business  his  predecessor  Cawley 
was  running  for  the  old  Maryland  Na- 
tional Bank.  He  was  part  of  the  team  that 
started  MBNA  in  1982  and  helped  develop 
its  risk  management  strategy,  which  has 
resulted  in  some  of  the  lowest  loss  rates  in 
the  industry.  Now  his  biggest  risk  may  be 
not  fixing  MBNA  fast  enough  to  avoid  get- 
ting gobbled  up.  ■ 

-By  Amy  Barrett  in  Wilmington,  Dei, 
with  Mike  McNamee  in  Washington 
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Finance  Banks 


'Everything  Is 
Starting  to  Sour' 

With  even  the  bond  business  faltering, 
bank  earnings  are  looking  dismal 


OND  TRADERS  HAVE 
been  the  new  rainmakers 
on  Wall  Street,  thanks  to 
low  interest  rates,  few  de- 
faults, and  a  rise  in  the 
number  of  aggressive 
fixed-income  hedge 
funds.  In  fact,  bonds  have  been  one  of  the 
only  bright  spots  in  banking.  Commercial 
lending  is  so  fiercely  competitive  that 
banks  are  forced  to  slash  rates.  The  chase 
for  customer  deposits  is  cutthroat.  And 
the  weak  stock  market  is  taking  a  toll  on 
everything  from  money  management 
and  retail  brokerage  to  fee  generators 
such  as  mergers-and-acquisition  advice. 
Now,  even  the  fixed-income  business  is 
reeling.  That's  threatening  earnings  for 
the  second  quarter  and  beyond,  after  the 
banks'  record  profits  in  the  first  quarter. 
John  E.  McDonald  of  Banc  of  America  Se- 
curities cut  his  2005  estimate  for  Citi- 
group by  8$  a  share,  to  $4.07,  citing 
tougher  capital  markets,  higher  credit- 
card  losses  as  personal  bankruptcies  rise, 
and  a  more  cautious  outlook  for  its  retail 
brokerage.  Merrill  Lynch  &  Co.'s  Guy 
Moszkowski  forecasts  a  20%  decline  in 
trading  across  the  board  and  shaved  sec- 
ond-quarter earnings  estimates  for  Gold- 
man Sachs  and  Morgan  Stanley,  by  10% 
and  5%,  respectively. 

The  bond  woes  began  when  Standard  & 
Poors  cut  its  credit  ratings  on  General  Mo- 
tors and  Ford  Motor  to  junk  status  on  May 
5. -Those  downgrades  led  to  losses  at  hedge 
funds  that  had  feasted  on  trading  complex 
instruments  called  credit  derivatives, 
whose  value  is  based  on  the  price  of  the 
underlying  bond.  The  turmoil  in  the  bond 
market  hit  three  of  the  banks'  profit  en- 
gines: bond  sales,  in-house  bond  trading, 
and  the  so-called  prime  brokerage  busi- 
ness, which  caters  to  hedge  funds.  "These 
businesses  were  going  gangbusters,  the  in- 


terest-rate cycle  was  going  in  the  right  di- 
rection, and  hedge  funds  were  booming," 
says  Denis  Bastin,  director  of  Mercer  Oliv- 
er Wyman's  corporate  and  institutional 
banking  business.  "Now  everything  is 
starting  to  sour  at  the  same  time." 


Bond  trading  profits  are  tumbling  fa 
JPMorgan  Chase  &  Co.  President  Jam 
Dimon  warned  on  May  31  that  they  cov 
fall  more  than  60%  in  the  second  quart 
Citigroup  CEO  Charles  O.  Prince  had  to 
analysts  a  few  days  earlier  that  the  c 
climate  is  as  bad  as  it  was  in  2002,  whi 
the  Enron  and  WorldCom  bankrupti 
spooked  the  market. 

Will  other  businesses  step  up  as  boa 
falter?  Analyst  David  A.  Hendler  of  Nt 
York  research  shop  CreditSights  doesi 
think  so.  He  figures  that  Lehman  Broth 
Inc.,  for  instance,  needs  a  78%  jump  in 
equities  and  M&A  business  by  yearend 
offset  the  drop  in  fixed-income  reven 
Merrill  Lynch,  which  collected  nearly  ! 
billion  in  such  revenue  in  the  first  qu 
needs  a  36%  boost  in  other  areas  to  ma 
up  for  lost  bond  revenues,  he  says. 

But  banks'  other  business  units 
probably  see  lower,  not  higher,  profits 
flatter  yield  curve— which  means  lo 
term  interest  rates  aren't  that  much  hij 
than  short-term  rates— is  eating  into  i 
come  because  banks  make  money  < 
the  difference  between  the  two 
they  borrow  short  and  lend  long, 
long-term  rates  don't  rise  above  4  I 
soon,  posits  UBS  analyst  Matthe 
O'Connor,  banks  could  lose  up  to  5  )[K 
of  their  earnings  this  year. 

AGGRESSIVE  LENDING 

THE  RECENT  hedge-fund  ro 
makes  matters  worse,  although  I 
how  much  is  anyone's  guess.  So: 
analysts  worry  that  banks  and  hedj 
funds  are  too  closely  linked.  Ban: 
give  hedge  funds  loans,  buy  and  s< 
stocks  and  bonds  for  them,  and  st 
them  the  insurance  on  those  trade 
Banks  get  the  funds  to  invest 
them,  too.  "Banks  have  been  aggre  : 


« 
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Singing  the  Blues 

Here's  why  bank  profits  are  headed  lower: 

■  Bad  bets  on  currency  and  fixed-income  trading 

■  Hedge-fund  clients  face  mounting  losses 

■  Lackluster  stock  markets  cut  into  asset 
management  and  investment  banking  fees 

■  Banks  pay  more  for  money  they  borrow, 
squeezing  lending  margins 

■  Cutthroat  competition  means  banks  can't 
charge  more  for  commercial  loans 


sively  lending  to  hedge  funds,  ar 
someday  it  will  be  a  real  problem  ft  i 
them,"  says  Barry  Colvin  of  Tremo 
Capital  Management  Corp.,  whic 
runs  a  hedge  fund  of  funds. 

All  this  clouds  the  oudook  for  bar 
stocks.  Typically  they  post  more  thi 
10%  gains  in  the  12  months  after  d 
Fed  stops  raising  rates,  says  Banc 
America's  McDonald.  But  that  m: 
not  happen  this  time,  he  says,  b 
cause  bank  stocks  are  trading  at  hig 
er  multiples— 11.6  times  next  yeai 
estimated  earnings— than  they  usiu 
ly  are  at  this  point.  Looks  like  neith 
bank  stocks  nor  profits  will  get  a  L 
until  more  of  the  mainstay  business 
pick  up. 

-By  Mara  Der  Hovanesk 
in  New  Yo 
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:'s  a  Whole 
lew  Skyline 

i  most  markets,  commercial 
Dnstruction  is  enjoying  a  revival 


HESE  DAYS  IT  SEEMS  AS 
if  the  entire  country  is  ob- 
sessed with  the  housing 
boom.  But  there's  one  area 
the  concrete  mixers  have 
missed:  office  construc- 
tion. Now  that  long-dor- 
mt  sector  is  coming  back  to  life.  With 
its  creeping  higher  and  vacancy  rates 
pping  as  businesses  staff  up,  employers 
d  developers  are  at  the  drawing  board 
ain.  At  Wells  Fargo  &  Co.'s  consumer- 
ance  group  in  Des  Moines,  for  instance, 
adcount  at  the  subsidiary  is  growing  by 
0  to  1,000  a  year.  So  Wells  Fargo  is 
ending  $340  million  to  build  a  nine- 
>ry  tower  in  downtown  Des  Moines  and 
four-building  campus  on  160  acres  of 
mier  farmland  on  the  outskirts  of  town. 
The  Wells  Fargo  project  is  a  big  one— 
e  biggest,  in  fact,  outside  New  York— 
th  enough  space  for  6,000  employees. 
it  office  buildings  are  popping  up  all 
ross  the  country.  Starts  on  new  offices 
e  forecast  to  rise  2.5%  in  2005,  accord- 
to  McGraw-Hill  Construction 
/hich,  like  BusinessWeek,  is  a  unit  of 
le  McGraw-Hill  Companies).  That 
nuld  mark  the  first  back-to-back  annu- 


SIGNS  OF  LIFE 


.MILLIONS  OF  SQUARE  FEET 


al  increase  since  1998.  And  the  upturn 
may  accelerate,  with  starts  expected  to 
climb  15%  in  2006.  "The  market  is  edg- 
ing upward  hesitantly,"  says  Robert  A. 
Murray,  McGraw-Hill  Construction's 
vice-president  for  economic  affairs. 

That's  a  big  shift 
from  the  beginning  of 
the  decade,  when  the 
office  sector  went  into 
free  fall.  During  the 
economic  boom  of  the 
late  1990s,  construc- 
tion starts  almost  dou- 
bled every  other  year  as 
corporations  and  de- 
velopers scurried  to 
make  space  for  an  in- 
flux of  office  workers. 
But  many  of  those 
buildings  weren't  fin- 
ished until  the  early 
2000s— just  as  employers  began  slashing 
payrolls.  By  mid-2003  vacancy  rates  hit 
17%  nationally,  twice  as  high  as  they  were 
just  three  years  earlier,  according  to  Torto 
Wheaton  Research,  a  division  of  real  es- 
tate firm  CB  Richard  Ellis  Group  Inc. 
Starts,  meanwhile,  plunged  by  half. 
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DES  MOINES  Today,  with  de- 
Wells  Fargo  has  mand  for  office  space 
a  $340  million  on  the  rise,  construc- 
expansion  going  tion  cranes  ^  dot. 

^^^^^  ting  the  skyline  once 

more.  Office  employment  grew  at  an  an- 
nualized rate  of  2.2%  in  the  first  quarter 
in  the  nation's  top  20  metro  markets,  and 
it  was  up  in  every  one  for  the  second 
quarter  in  a  row,  notes  Richard  D.  Kin- 
caid,  chief  executive  of  Equity  Office 
Properties  Trust,  the  nation's  biggest 
owner  of  office  space.  Moreover,  three  of 
the  top  markets— New  York,  Washington, 
and  Orange  County,  Calif— have  vacancy 
rates  under  10%.  "All  the  numbers  are  in 
the  right  direction,"  Kincaid  says. 

Well,  not  quite  all.  Some  markets  are 
still  in  a  slump.  Vacancy  rates  sit  around 
20%  in  Atlanta,  Detroit,  Pittsburgh,  and 
Columbus,  Ohio,  while  Dallas  still  tops 
25%,  the  highest  rate  in  the  U.S.  What's 
more,  some  builders  have  delayed  work 
as  the  upsurge  in  prices  for  steel, 
concrete,  and  other  building  materials 
has  thrown  their  budgets  out  of  whack, 
says  Kenneth  D.  Simonson,  chief  econo- 
mist of  the  Associated  General  Contrac- 
tors of  America. 

POLITICAL  WRANGLING 

BUT  ELSEWHERE,  especially  in  the  tight 
top-tier  markets,  new  foundations  are  be- 
ing laid.  Last  year's  unveiling  of  the  mas- 
sive Freedom  Tower  complex  on  the  for- 
mer World  Trade  Center  site  in  New  York 
helped  lift  starts  by  10%.  Although  that 
project  is  enmeshed  in  political  wran- 
gling, groundwork  has  begun  on  a  second 
giant  project  in  Manhattan,  the  1.5  mil- 
lion-square-foot New  York  Times  Tower. 
Building  is  increas- 
ing in  secondary  mar- 
kets as  well.  In  down- 
town Kansas  City,  Mo., 
H&R  Block  Inc.  is 
spending  about  $90 
million  to  put  up  a  17- 
story  elliptical-shaped 
building  to  take  the 
place  of  its  current 
headquarters  and 

leased  space  in  four 
other  buildings.  Some 
1,500  employees  will 
relocate  to  the  new 
headquarters  when  it 
opens  late  next  year.  The  space  can  ac- 
commodate up  to  2,100.  Even  in  these 
cost-conscious  times,  many  employers 
are  finding  they  need  more  workers.  The 
message  to  Corporate  America:  Build  it, 
because  they  are  coming.  ■ 

-By  Michael  Arndt  in  Chicago 
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We  tirelessly  seek  out  advice  from 
experts  before  making  a  decision. 


\> 


Luckily,  this  mostly  entails  sticking  our  headi 
out  the  door  and  yelling  down  the  hall. 


Investments  and  services  offered  through  Morgan  Stanley  &  Co.  Incorporated,  member  SIPC.  Employee  names  have  been  changed  to  protect 
their  privacy.  Morgan  Stanley  and  One  Client  At  ATime  are  service  marks  of  Morgan  Stanley.  ©2004  Morgan  Stanley. 
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pertise.  It's  what  we're  all  about.  We  believe  the  pursuit 
d  retention  of  some  of  the  best  minds  in  the  industry  is 
tical  to  our  mission.  So  when  you  need  a  complex  problem 
ved,  you  don't  have  far  to  look. 


Jennifer  Richardson 

Investment  Banking 


MorganStanley 

One  client  at  a  time. 
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Finance  Funds 


A  Predicament 
Called  Putnam 

While  the  firm  grapples  with  continued 
outflows,  Marsh  Mac  could  opt  to  sell  it 


IT'S  THE  INCREDIBLE  SHRINK- 
ing  fund  company.  Putnam  In- 
vestments, once  the  nation's 
fourth-biggest  mutual-fund  firm 
with  more  than  $260  billion  in 
fund  assets  in  2000,  has  slipped  to 
No.  9.  Even  as  investors  pour  bil- 
lions into  rival  funds,  continuing  net  out- 
flows have  shrunk  the  Boston  firm's  kitty 
to  just  $104  billion.  Amid  this  flight,  Put- 
nam's owner,  Marsh  &  McLennan  Cos.,  is 
wondering  what  to  do  with  it  and  may 
even  put  Putnam  on  the  block. 

Why  the  investor  exodus?  Putnam 
can't  seem  to  shake  off  the  taint  it  suf- 
fered in  2003  for  allowing  two  managers 
and  some  preferred  investors  to  trade  im- 
properly in  its  funds.  Because  of  such 
practices  as  market-timing  and  excessive 
trading,  Putnam  became  a  symbol  of  in- 
dustry abuses  and  paid  $110  million  to 
settle  the  matter.  It  didn't  help  that  parent 
Marsh  Mac  also  drew  regulator  ire  for 
taking  payments  to  steer  clients  to  pre- 
ferred insurers,  allegations  it  neither  ad- 
mitted nor  denied  in  its  settlement. 
What's  more,  Putnam's  fund  perform- 
ance has  languished 
since  2000.  "Putnam 
had  the  triple  wham- 
my,"  says  Fred 
Barstein,  chief  execu- 
tive of  retirement  plan 
advisory  firm  401k  Ex- 
change. "It  was  as  bad 
as  it  could  get."  Put- 
nam declined  to  com- 
ment for*this  story. 

Digging  out  of  that 
hole  isn't  easy.  Unlike 
Fidelity  funds,  which 
investors  can  buy  di- 
rectly, Putnam's  are 
sold  through  brokers 
and  other  intermedi- 


THE  TOLL 

OF  SCANDAL 


After  management  changes  and 
a  strategy  overhaul,  the  mutual 
fund  outfit  is  still  losing  assets 
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aries.  Winning  them  back  has  proved  dif- 
ficult. "I  don't  feel  very  comfortable  sell- 
ing Putnam  funds,"  says  financial  planner 
Roger  M.  Kalar  of  Mutual  Service  Associ- 
ates, who  now  has  just  $800,000  worth 
of  clients'  money  in- 
vested with  Putnam,  vs. 
$3  million  in  2000. 

Similar  attitudes  are 
rife  across  the  industry, 
despice  changes  at  Put- 
nam. Since  taking  over 
in  late  2003,  CEO 
Charles  E.  "Ed"  Halde- 
man  has  labored  to  re- 
build credibility,  push- 
ing the  idea  of  building 
investor  wealth  over  the 
long  term— a  far  cry 
from  the  sales-centric 
culture  that  once  domi- 
nated Putnam.  Its  ads 
now  preach  discipline 


and  conservatism.  Haldeman  also 
duced  sales  charges— from  5.75% 
5.25%  on  equity  funds,  lower  than  in 
rivals— and  cut  expenses.  Pressing  n 
agers  to  aim  for  consistency,  he  h 
tooled  pay  to  emphasize  reliable 
three-,  and  five-year  records. 


FEW  STANDOUTS 

RESTORING  PUTNAM'S  reputation  1 
achieve  miracles.  "Haldeman  has  dc 
good  job  at  addressing  the  probleitl 
says  Morningstar  Inc.  analyst  Dan 
Neela.  "But  even  if  people  agree  that  IJOflf 
nam  has  put  out  the  fires,  it  doesn't  nj 
it  a  good  place  to  invest."  ££p  I 

Although  fund  performance  is  star1 
to  improve,  Putnam  still  has  few  st 
outs.  Haldeman  wants ; 
funds  to  perform  in  thei 
half  of  their  categories 
year,  which  should  spur  j 
formance  over  longer 
ods.  Through  May 
though,  only  20  of  its  32 
uity  funds  were  in  the 
50%  of  their  peer  group  < 
the  past  year,  according  up  d 
Morningstar.  The  bond  1  naiii 
up  fared  better  with  15  ol  rid  co 
21  in  the  top  half.  The  thi  ree> : 
and  five-year  recom  iws 
which  advisers  often  '  k  it 
to  pick  investments— I  nswi 
mediocre.  Fewer  than  2)sL:; 
of  Putnam's  offerings  art  I:  x: 
the  top  quartile.  The  pr| 
lem:  Many  funds  have 
teams  running  them  si 
Haldeman  cleaned  ho^ 
Managers  need  time  to  i| 
prove  the  numbers. 

The  weak  performance  is  taking  attou 
on  Marsh  Mac.  For  years,  Putnam  was'rpv 
group's  cash  cow,  accounting  for  nJpK 
than  50%  of  its  bottom  line.  In  the  lad.: 
quarter,  Putnam  earned  $79  milhonJncv:- 
17%  of  the  parent's  operating  incoife; 
Still,  if s  the  most  profitable  busineJ  ftis 
Marsh  Mac's  portfolio,  boasting  marg  e 
of  20%,  vs.  15%  for  the  insurance  grou  :; 
It's  not  yet  clear  how  Putnam's  fi : 
will  play  out.  Marsh  Mac  says  it  is  ji  '-:• 
reviewing  its  businesses  and  has  no  Bride 
inite  plans  to  sell  Putnam,  a  move  tip  ;=■ 
would  incur  a  big  tax  bill.  Analyst 
Gelb  of  Lehman  Brothers  Inc.  says  ^pr 
nam  could  fetch  $4  billion  to  $5  billim; : 
giving  Marsh  Mac  a  nice  sum  to  p 
down  a  big  chunk  of  its  debt.  But  the  alfcu- 
of  the  franchise— and  its  problemscj 
could  make  it  a  tough  sell.  Just  like  matt: 
of  Putnam's  funds.  ■ 

-ByAdrienne  Carter  in  Chicti 
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Social  Issues  Health  Care 


ake  the  Money 
nd  Don't  Run 

Dngress  is  paying  companies  to 
>ep  offering  retiree  drug  coverage 


w 


HEN  CONGRESS 
passed  the  land- 
mark Medicare 
drug  law  of  2003, 
lawmakers  were 
worried  sick  that 
employers  would 
flip  millions  of  retirees  onto  the  new 
ral  insurance  program.  After  all,  why 
uld  companies  keep  paying  for  their 
ees'  prescription  drugs  when  Uncle 
i  was  offering  something  similar?  At 
ce:  the  tens  of  billions  of  dollars  tax- 
ers  would  have  to  cough  up  if  compa- 
;  killed  their  own  plans, 
b  persuade  employers  to  hold  on  to 
r  coverage  when  the  new  Medicare 
1  kicks  in  next  January,  Congress  of- 
d  a  hefty  incentive:  Keep  your  retiree 
g  coverage,  lawmakers  told  compa- 
;,  and  Washington  will  subsidize  at 
t  28%  of  your  cost.  The  bounty  will 
k  out  to  an  average  of  roughly  $660 
retiree  in  2006.  As  an  added  sweeten- 
he  payments  will  be  tax-free.  The  total 
xe  of  the  package  will  exceed  $80  bil- 
over  the  next  decade  (table). 
«Jow  decision  time  is  at  hand  as  em- 
yers  put  their  2006  benefit  plans  in 
ce  during  the  next  month  or  so.  Early 
ications  are  that  the  subsidy  is  work- 
Some  two-thirds  of  employers  that 
;r  retiree  drug  benefits  will  continue  to 
vide  them  next  year,  health  consult- 
s  say.  Because  corporate  policies  are 
tally  more  generous  than  the  new  fed- 
1  program,  called  Medicare  Part  D, 
fs  good  news  for  many  of  the  10  mil- 
i  or  so  retirees  who  now  get  coverage 
ough  their  former  employers.  But  the 
:ision  may  be  only  temporary,  say 
dth  experts  who  think  most  companies 
:ntually  will  ditch  the  insurance.  Says 
ward  A.  Kaplan,  national  health  prac- 
i  leader  at  consultants  Segal  Group 


Inc.:  "Most  employers  are 
looking  to  take  the  subsidy 
and  are  not  looking  to  get  out 
of  retiree  coverage— yet." 

Corporate  America's  plans 
suggest  that,  for  once,  Washington  has 
succeeded  in  striking  a  delicate  social  pol- 
icy balance.  Had  it  set  the  subsidy  too 
high,  it  would  have  wasted  taxpayer 
money  encouraging  employers  to  keep 
programs  they  already  planned  to  retain. 
But  if  Congress  had  skimped  too  much, 


To  stop  employers 

from  ditching  retiree 

drug  benefits... 


SHARE  OF  COMPANIES  WITH  1.000  OR  MORE 

EMPLOYEES  THAT  OFFER  PRESCRIPTION 

DRUG  BENEFITS  TO  RETIREES  65  AND  OLDER 


1991 


80% 


1998 


67 


2004 


55 


Data:  Hewitt  Associates  Inc 


...Washington  is 
offering  up  billions 

In  January,  Medicare's  new  prescription 
drug  program  will  start  handing  out  a  total 
of  $8  billion  a  year  to  companies  that 
sponsor  retiree  drug  benefit  plans: 


DIRECT  SUBSIDY  Washington  will  pay 
companies  28%  of  the  cost  of  providing 
drug  benefits,  an  average  of  $660  per 
retiree.  Total  value:  $6.5  billion  a  year 


TAX  BREAK  The  subsidy  will  be  tax-free, 
a  boon  to  employers  that  owe  Uncle 
Sam.  Total  value:  $1.5  billion  a  year 

Data:  Congressional  Budget  Office. 

Joint  Congressional  Committee  on  Taxation 


the  taxpayers  might  have  gotten  stuck 
with  the  tab  for  covering  millions  of  new- 
ly dumped  retirees. 

Congress'  dilemma  was  acute  because 
employers  have  been  dropping  the  cover- 
age for  years.  Today  only  about  one-quar- 
ter of  all  employers— though  about  half  of 
those  with  at  least  1,000  workers— offer 
retiree  health  insurance.  And  most  cover 
drugs.  But  such  insurance  has  been  erod- 
ing steadily  over  the  past  decade  in  the 
face  of  nonstop  cost  hikes  and  accounting 
rules  requiring  companies  to  report  long- 
term  health-care  liabilities  to  sharehold- 
ers. Throughout  the  debate  over  the  new 
Medicare  drug  program,  Congress  fretted 
that  the  new  federal  plan  would  exacer- 
bate the  trend. 

"A  NICE  GIFT" 

EVEN  WITH  THE  SUBSIDY  the  new  law 
provides,  Washington  will  save  money. 
For  every  retiree  who  signs  up  for  Part  D, 
taxpayers  will  shell  out  about  $1,200  a 
year.  So  the  feds  are  still  ahead  $540  if 
they  pay  $660  to  an  employer.  The  tax 
break  will  be  worth  an  additional  $231  a 
head  for  a  company  in  the  35%  tax  brack- 
et. But  many  employers  have  lower  tax 
rates.  Either  way,  taxpayers  are  better  off 
if  companies  keep  their  retirees  off  the 
government  plan. 

One  oddity  of  the  new  system  is  the 
windfall  it  will  bring  unionized  employ- 
ers. Because  their  retiree  drug  plans  are 
typically  part  of  a  labor  agreement,  they 
can't  be  killed  until  the  contract  expires. 
Yet  the  companies  get  the  subsidy 
nonetheless.  Not  only  will  that  boost  cash 
flow  but  it  will  also  allow  companies  to  re- 
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duce  sharply  the  long-term  medical  lia- 
bilities that  burden  their  financial  state- 
ments. Take  beleaguered  General  Mo- 
tors Corp.  At  least  until  its  labor 
contracts  expire  in  2007,  the  auto  giant 
is  on  the  hook  to  buy  drug  coverage  for 
its  300,000  union  retirees  and  surviving 
spouses.  Throw  in  an  additional 
130,000  nonunion  salaried  retirees,  and 
GM  stands  to  pocket  up  to  $300  million 
from  the  new  federal  subsidy  next  year 
by  just  doing  what  it  has  to  do  anyway. 
Says  one  health-care  consultant:  "If 
your  benefits  are  collectively  bargained, 
this  is  a  nice  gift." 

TRICKY  CALCULATIONS 

EVEN  IF  EMPLOYERS  keep  offering 
drug  insurance,  retirees  will  face  a 
daunting  decision  about  whether  to  ac- 
cept it.  The  reason:  While  most  corporate 
plans  are  more  generous,  some  aren't. 
And  plans  that  might  be  better  for  most 
of  a  company's  retirees  may  be  worse  for 
some,  such  as  heavy  users  of  certain  pre- 
scription drugs.  As  a  result,  retirees 
must  soon  sort  through  both  Part  D  ben- 
efits and  their  company  policy  to  see 
which  best  suits  their  own  situation. 

Despite  Washington's  apparent  ini- 
tial success  in  getting  Corporate  Ameri- 
ca to  stay  in  the  retiree  drug  insurance 
game,  experts  wonder  how  long  the 
trend  will  last.  For  many  employers,  the 
decision  may  be  more  of  a  holding  ac- 
tion than  a  signal  of  future  intentions. 
Because  Medicare  Part  D  is  a  complex 
and  untested  program,  there's  much  un- 
certainty about  how  well  seniors  will 
fare  in  the  first  years.  So  corporate  hu- 
man resources  execs  may  be  sitting  tight 
to  see  what  happens.  Many  are  also  un- 
certain how  to  integrate  the  new  gov- 
ernment benefit  with  their  other  retiree 
health  insurance. 

Indeed,  some  policy  experts  predict 
that  most  companies  will  eventually  for- 
go Washington's  money  and  kill  their 
plans.  Even  with  a  28%  subsidy,  em- 
ployers still  must  come  up  with  the  re- 
maining 72%,  a  sum  that  will  continue 
to  grow  as  drug  prices  soar.  Within  five 
years,  most  retiree  drug  insurance  "is 
going  to  be  Medicare;  that's  basically 
where  we  are  headed,"  says  Helen  Dar- 
ling, president  of  the  National  Business 
Group  on  Health  in  Washington.  Still, 
for  now,  most  employers  plan  to  stay  the 
course.  The  new  scheme  may  be  a  valu- 
able model  for  future  health  initiatives. 
And  if  s  good  news  for  employees  and 
taxpayers  alike.  ■ 

-By  Howard  Gleckman  in  Washing- 
ton, with  David  Welch  in  Detroit 


PoweringThroug 
CloggedArteries 

FoxHollow's  SilverHawk  is  a  promising 
alternative  to  stents  and  bypass  surgery 
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URGEON  THOMAS  R. 
Bernik  is  midway  through 
an  operation  in  April  to 
unblock  a  plaque-clogged 
I  artery  in  a  patient's  leg.  A 
specialist  in  such  proce- 
dures at  St.  Vincent's 
Hospital  in  New  York,  Bernik  eschews 
balloon  angioplasty  and  the  use  of  stents 
in  favor  of  a  novel,  catheter-based  proce- 
dure developed  by  startup  FoxHollow 
Technologies  Inc.  of  Redwood  City,  Calif. 

After  administering  local 
anesthesia  to  patient  Ron- 
nie Cutler,  Bernik  inserts  a 
catheter  into  the  artery  of 
one  leg  and  passes  it  up 
and  over  the  abdomen,  into 
the  artery  of  the  leg  with 
the  lesion.  "A  year  ago  she 
was  open,"  says  Bernik, 
pointing  to  an  X-ray  image. 
"Now  she  is  blocked." 

While  bypass  surgery 
routes  around  lesions,  and 
stents  and  angioplasty 
compress  the  plaque,  Fox- 
Hollow's  device,  called  the 
SilverHawk,  is  like  a  Roto- 
Rooter.  Once  the  catheter  is 
in  position  above  Cutler's 
knee,  Bernik  switches  on  the  spinning 
blade  inside  the  plastic  tube.  He  pushes 
the  device  through  the  lesion,  rotating  it 
to  chop  through  the  plaque  and  remove 
it.  An  X-ray  now  shows  blood  flowing 
through  the  artery.  Before  the  operation, 
severe  leg  pain  kept  Cutler  from  walking 
more  than  two  blocks.  A  month  later,  she 
reports  that  all  systems  are  normal 
again.  "I  got  my  life  back,"  she  says.  "I 
can  walk." 

FoxHollow's  SilverHawk  is  quickly 
emerging  as  one  of  the  most  promising 
new  treatments  for  diseased  arteries.  The 
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SIMPSON  FoxHollow  is 
seeking  FDA  approval  to 
broaden  SilverHawk's 
use  to  coronary  vessels 


company  was  founded  in  1996  to  c  ^ 
mercialize  the  SilverHawk,  but  it  di 
take  off  until  June,  2003,  when  the 
Food  &  Drug  Administration  apprc 
the  device  to  treat  atherosclerosis  in 
peripheral  arteries.  FoxHollow  event 
ly  aims  to  seek  FDA  approval  for  car 
uses,  but  for  now,  the  leg  busines 
booming.  The  company  expects 
million  in  sales  this  year.  And  whil  J 
will  probably  post  a  $15  million  loss, 
alysts  who  follow  the  company  sa 
could  earn  $7  million 
$150  million  in  sales  i 
year.  "They  have 
mover  advantage  in  de 
oping   this   market,"  £ 
Michael  Weinstein,  an  a 
lyst  with  JPMorgan  Sec 
ties  Inc. 

In  a  fast  food  nation, 
ripheral     artery     dise 
(PAD)  is  prevalent  yet 
derdiagnosed,  affectin 
many  as  12  million  I 
adults.  Symptoms  may 
gin  with  numbness  in 
leg  but  can  proceed  to 
cruciating  pain.  Left 
treated,  PAD  can  incre 
the  risk  of  heart  attacks  i 
stroke.  Patients  are  told  to  change  tr 
diets,  quit  smoking,  and  take  other  stei 
But  for  several  hundred  thousand  peo 
a  year,  the  ailment  leads  to  bypass  s 
gery,  stents,  angioplasties,  and,  in 
worst  cases,  amputations. 

The  SilverHawk  is  the  brainchild 
Dr.  John  B.  Simpson,  a  noted  physic 
and  entrepreneur  who  has  founded  s 
eral  other  medical-device  startups  ti 
were  all  acquired  by  leading  health-c 
companies.  Now  FoxHollow's  chairm 
Simpson  says  he  was  motivated  by 
devastating  consequences  of  pad.  u'. 
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n  is  to  stamp  out  amputation  in  this 

ay,"  says  Simpson,  who  works  in 

te  practice  and  is  a  professor  of  clin- 

ledicine  at  Stanford  University. 

jjiile  stents  and  bypass  surgery  have 

led  well  in  the  heart,  these  proce- 

1  are  less  effective  in  the  peripheral 

es,  many  doctors  say.  "Stenting 

s   great   initially,   but   the    metal 

s,"  says  Dr.  David  Cohen,  a  cardiolo- 

t  St.  Joseph's  Regional  Medical  Cen- 

1  Paterson,  N.J.,  who  moved  away 

using  stents  and  angioplasty  bal- 

;  18  months  ago  to  focus  on  the  Sil- 

jT.awk.  Stents  fracture  in  up  to  half  of 

J  itients,  says  Cohen,  mainly  because 

essure  from  standing  and  walking. 

balloon    angioplasties    result    in 

mosis,"  or  renarrowing  of  the  artery, 

%  of  patients.  By  comparison,  early 

studies  of  the  SilverHawk  show 

losis  rates  of  12%  after  six  months. 

e  une  16,  FoxHollow  will  release  12- 

f ra  h  trial  data  at  Society  for  Vascular 

®  er/s  annual  meeting  in  Chicago. 

•Dt  ly  Kite,  who  had  repeated  angioplas- 

M\  his  legs,  attests  to  the  difference. 

8  54-year-old  resident  of  Salado,  Tex., 

,  ^  d  feel  good  for  several  months  after 

^  Tocedure,  but  then  the  intense  pain 

A  d  return,  he  says:  "It's  like  lightning 

a  ts  inside  you."  Kite  also  balked  at  leg 

on  ss  surgery  after  he  came  down  with  a 

• !  l  infection  following  a  heart  bypass. 

ig  a  possible  amputation,  he  opted 

Jf  le  SilverHawk  last  October.  The  pain 

s  is  leg  and  hasn't  returned.  "I  walk  all 

21  my  ranch,"  he  says. 

me  medical  experts  say  it  is  too  early 

uge  safety  and  efficacy  for  such  a  new 

:e.  Dr.  Jeffrey  A.  Brinker,  a  professor  of 

.cine  at  John's  Hopkins  University 


.TJ 


se 


School  of  Medicine  who 
has  served  on  the  FDA's 
cardiovascular  device 
panel,  says  he  has  seen  a 
long  line  of  ballyhooed 
devices  like  the  Silver- 
Hawk that  have  not  lived 
up    to    their 


Some  experts 
say if  s too 
early  to  gauge 
the  safety  of  the 


potential  new  therapy 


may  be  a  niche  for  the  Sil-    ^^■■^^^^ 
verHawk,  he  would  like  to 
see  controlled,  peer-reviewed  clinical  stud- 
ies that  track  patients'  progress  for  several 
years.  "The  initial  results  don't  necessarily 
predict  later  outcomes,"  says  Brinker. 

Chief  Executive  Robert  W.  Thomas 
says  FoxHollow  won't  conduct  such  trials. 
It's  too  hard  to  find  patients  who  have 
tried  multiple  approaches,  and  unfair  to 
ask  participants  in  a  double-blind  trial  to 
accept  what  Thomas  deems  an  inferior 
treatment.  "It's  not  a  good  choice  for  the 
patient,"  he  says. 

BECOMING  MAINSTREAM 

THOMAS  BELIEVES  the  rapid  adoption  of 
the  product  speaks  for  itself.  In  the  quar- 
ter ended  Mar.  31  of  this  year,  775  hospi- 
tals had  used  the  SilverHawk,  up  from 
576  the  previous  quarter.  JPMorgan's 
Weinstein  estimates  that  SilverHawk  will 
be  used  in  47,000  procedures  this  year,  or 
about  10%  of  the  total  market.  "We're  get- 
ting to  be  mainstream,"  says  Thomas. 

Some  experts  believe  FoxHollow  will 
be  able  to  apply  the  technology  in  new  ar- 
eas. Having  received  FDA  approval  for  pe- 
ripheral arteries,  it's  "highly  likely  that 
they  will  be  able  to  demonstrate  safety 
and  effectiveness  for  the  coronary  arter- 
ies," says  Dr.  Stuart  Portnoy.  The  senior 
director  of  medical-device  consulting  for 


Pharmanet  Inc.,  a  phar- 
maceutical consulting 
group,  Portnoy  worked  at 
the  FDA  for  eight  years  as 
a  clinical  reviewer  for 
cardiovascular  devices. 

FoxHollow     is     now 
waiting  for  the  FDA  to 
approve  a  trial  for  bifur- 
^  cation    lesions    in    the 

heart  and  hopes  to  start 
the  tests  later  this  year.  Such  lesions, 
which  occur  in  about  20%  of  patients 
with  coronary  artery  problems,  block  the 
vessels  of  a  main  artery  and  its  side 
branch.  FoxHollow  halted  an  earlier  trial 
for  coronary  arteries  after  28  out  of  172 
patients  suffered  adverse  events,  includ- 
ing 14  cases  of  heart  attack  and  8  patient 
deaths,  according  to  financial  filings.  The 
company  said  the  problems  "resulted 
from  a  number  of  factors,  including  the 
patients'  overall  poor  health." 

The  bifurcation  trial's  principal  inves- 
tigator, Dr.  Jeffrey  W.  Chambers,  a  cardi- 
ologist at  Mercy  Hospital  in  Coon  Rapids, 
Minn.,  says  the  company  has  designed  a 
new  device  for  the  trial  that  is  more  pre- 
cise. Chambers  and  other  doctors  say  the 
SilverHawk  could  prove  more  effective  in 
treating  bifurcation  lesions  than  other 
therapies,  such  as  stents.  "I  think  the 
chances  of  it  being  useful  are  high  for  this 
application,"  says  Chambers. 

FoxHollow  has  plenty  of  other  chal- 
lenges in  the  meantime.  The  company  al- 
ready offers  five  versions  of  the  device  and 
is  busy  developing  machines  that  are 
smaller  and  able  to  cut  calcified  plaque. 
For  Simpson  and  FoxHollow,  the  key  to 
success  is  continual  innovation.  ■ 

-By  Spencer  E.  Ante  in  New  York 
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FoxHollow  Technologies  Inc. 


A  doctor  inserts  the  Silver- 
Hawk catheter  into  an  artery 
and  pushes  it  through  to  the 
area  that  is  blocked. 


A  rotating  blade  pops  out 


The  plaque  is  pushed  into  the 


of  the  casing  and  shaves  plaque     tip  of  the  cone,  and  the  catheter 


from  the  artery  walls. 


and  plaque  are  then  withdrawn. 
If  plaque  buildup  is  heavy,  these 
steps  can  be  repeated. 


June  20.  2005  I  BusinessWeek  '  143 
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RFID,  Powered  by  Global  Data 
Synchronization,  Has  Arrived 


Many  retailers  have  mandated  manufacturers 
to  clean  up  their  product  data  and  label  prod- 
ucts with  Radio  Frequency  Identification  Tags 
(RFID).   It's  a  good  thing. 

RFID  tags  emit  an  electronic  signal  when  close 
to  readers  -  no  more  hand  scanning. 
Information  about  tagged  products  is  then 
stored  in  systems  to  reveal  insights  into  a  supply 
chain.  Similar  to  bar  codes,  RFID  tags  transmit 
unique  information  about  a  product  (e.g.  ingre- 
dients), characteristics  (e.g.  case,  weight)  and 
instances  (e.g.  temperature)  as  the  product  pass- 
es through  the  supply  chain. 


Companies  care  because  with  RFID  they 
know  where  product  inventory  is  -  even  when 
it  is  far  beyond  their  doors.  RFID  helps  the 
Chief  Executive  understand  product  movement 
to  better  understand  their  business,  accurately 
forecast  results  to  shareholders  and  Wall  Street, 
and  improve  service  to  customers  with  quality 
product  all  the  time. 

At  RFIDs  core  is  product  information  manage- 
ment (PIM)  and  synchronization  to  a  Global  Data 
Pool.  Without  accurate  product  information, 
trading  partners  cannot  effectively  communicate 
what  is  happening  in  their  supply  chain  -  even 


with  RFID  chips.     Are  customer's  wan 
bloated  with  inventory  or  depleted? 
ucts  in  or  out  of  code?  Are  profitable  iter 
shelves  at  the  retailer  or  not?  Have  new 
been  successfully  launched  in  time  with  i 
keting  campaign?     RFID  and  the  Glob 
Network  offer  solid  timely  data  to 
these  questions.  The  benefits  are  enormc 
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GLOBAL  DATA  P( )( )l 
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To  read  the  full  report,  go  to 
www.technology-reports.com/amph 


Amphire 
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To  discover  more  about  RFID  and  Global  Data  Synchronization,  visit  Amphire's  website.  You'll  find  useful  Flash  Demos  i 
grams  to  walk  you  through  the  complete  picture  in  an  informative  and  useful  way  -  in  easy  to  understand  English, 
summaries  bring  all  the  pieces  together.  Visit  www.amphire.com  or  call  us  at  1-877-515-0002. 


Advanced  Portal  Technology: 
Enabling  24/7  Service 


For  years,  the  convenience  of  online  banking 
and  investment  management  has  been  available 
to  customers  through  private,  secure  portals. 
Unfortunately,  until  recently,  only  large  institu- 
tions could  afford  the  millions  of  dollars  of 
infrastructure  necessary  to  provide  them. 
Advancements  in  technology  have  made  private 
portals  available  to  new  markets,  and  deploy- 
ment of  these  technologies  within  the  account- 
ing profession  is  rapidly  emerging. 

Tax  and  accounting  firms  of  all  sizes  can  now 
offer  clients  24/7  access  to  their  financial  docu- 
ments and  accounting  services.  You  simply  visit 


your  accountant's  website  and  log  in  with  a 
unique  ID  and  password.  This  opens  a  person- 
al, private,  and  secure  portal  within  which  you 
can  access  many  services.  For  example,  any  time 
and  from  any  location,  you  can  access  copies  of 
tax  returns,  financial  statements,  W-2s,  and 
other  documents.  You  can  submit  tax  data  to 
your  accountant,  and  view  your  1040  return 
prior  to  filing.  You  can  complete  payroll  infor- 
mation any  time  day  or  night  and  make  it  avail- 
able to  your  accountant  instantly.  Your  account- 
ant can  compute  the  payroll  and  make  PDF 
copies  of  the  payroll  checks  available  to  you  for 


immediate  printing.  Portals  enable  you  j 
solidate   account   information   from 
investment  firms  and  banks  in  order  tc 
your  entire  portfolio  at  a  glance.  You 
exchange  information  with  your  account 
more  secure  environment  than  email,  an^ 
your  accounting  software  from  your 
tants  website. 

Portal  technology  enables  practicing 
accounting  professionals  to  offer  their  cl; 
unprecedented  level  of  convenience  and  j 
You  can  work  with  accountants  who  sp 
in  your  business,  even  if  they're  locate 
dreds  of  miles  away.  With  the  emergence 
tals,  you  are  no  longer  restricted  to  nor 
ness  hours  to  handle  your  accounting  ne 


To  read  the  full  report,  go  to 
www.technology-reports.com/cre. 
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CREATIVE  SOLUTIONS 


Thomson  Creative  Solutions  offers  the  most  comprehensive  line  of  integrated  software  and  web  services  \ 
tax  and  accounting  professional,  enabling  Creative  Solutions'  accountants  the  ability  to  offer  their  die 
broader  array  of  services  including  24/7  convenience  via  private,  secure  client  portals.  Dexter,  Michigan 
968-8900,  CreativeSolutions.Thomson.com 
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furbished  Computer  Products 
2ost-Effective  Alternative 


.y  most  small,  medium  and  large  compa- 
e  struggling  with  lower  profits  for  their 
:ts  and  services.  Cost  effective  alterna- 
re  needed  to  meet  growing  demand  for 
xpanding  budgets.  Businesses  can  maxi- 
leir  expansions  and  upgrades  by  selecting 
shed  computer  products, 
refurbished  products  are  mature,  practi- 
functional.  The  manufacturer  may  still  be 
:ing  them  as  current  products,  but  are  not 
:ently  released  "cutting  edge"  technology 
:ts.  Refurbished  products  have  been  prem- 
ised and  are  at  least,  one  to  two  years  old. 


In  the  past,  most  companies  have  been  reluc- 
tant to  install  refurbished  products  because  of 
the  stigma  of  being  "used  equipment".  In  many 
applications,  including  utility  companies,  man- 
ufacturers, and  research  firms,  after  installation 
and  use,  many  have  found  that  "refurbished" 
does  not  mean  "inferior"  in  any  way.  The  refur- 
bished product  is  as  good  as  the  original  new 
one,  with  the  advantage  of  having  been  "broken 
in".  The  transition  from  using  new  to  refurbish 
is  not  an  issue,  as  long  as  the  equipment  is 
bought  from  a  reputable  source. 

Refurbished    products    from    the    original 


manufacturer  or  third  party  vendors  are  sources  of 
like  new,  high  quality  products.  Many  of  these 
products  have  a  six  month  or  twelve  month  war- 
ranty. The  original  manufacturers  offer  more 
recent  products  at  approximately  twenty-five  per- 
cent discounts,  while  third  party  vendors  offer  the 
same  products  at  fifty  percent  discounts.  Legacy 
products  are  offered  at  even  steeper  discounts. 

Maintenance  for  these  refurbished  products  is 
usually  offered  by  the  manufacturer  or  many 
respected  third  party  maintenance  groups.  Self 
maintenance  end-user  groups  can  likewise  use 
the  manufacturer  or  third  party  repair  centers 
for  spare  parts  and  overnight  exchanges. 
Turnaround  repairs  range  from  one  day  to  one 
week,  depending  on  the  vendor. 


To  read  the  full  report,  go  to 
www.technology-reports.com/WEX.asp 
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Since  1977,  West  Coast  Computer  Exchange,  Inc.  has  supplied  refurbished  systems  and  storage  (tape  &  disk)  products  to  many  end-users,  resellers,  and 
maintenance  groups.  Our  center  provides  one  day  turnaround  repairs  on  many  name  brand  products  at  competitive  prices.  Boards,  tapes,  disks,  libraries 
and  arrays  are  our  specialty.  A  six  month  warranty  is  extended  to  all  customers,  and  is  supported  by  a  large  inventory  on  replacement  products. 
Overnight  product  replacement  is  readily  available.  Refurbished  products  are  like  new  and  carry  a  one  year  warranty.  916-635-9340  www.wccx.com 


reless  USB:  Getting 
d  of  The  Cable  Clutter 


e  its  introduction  in  the  late  1990s,  USB  has 
le  an  enormous  success,  creating  an  industry 
delivered  billions  of  devices  into  the  mar- 
ce.  Everyone  will  be  familiar  with  USB  as  it 
primary  method  to  connect  any  peripheral  to 
,  everything  from  mice,  keyboards  and  MP3 
s  to  digital  cameras  and  mobile  phones, 
re  is  now  strong  desire  to  build  upon  that 
s  and  enable  all  USB  devices  to  be  wire- 
Both  consumers  and  manufacturers  are 
nding  a  transparent  cable  replacement 
on  that  allows  the  user  to  simply  unplug 
o  wireless. 


Until  recently  this  has  not  been  possible 
because  radio  (RF)  technology  did  not  have  suf- 
ficient bandwidth  to  meet  the  high  speeds  (480 
Mbps)  that  USB  2.0  requires. 

The  introduction  of  Ultra-wideband  (UWB)  RF 
technology,  which  is  currently  being  commercial- 
ized by  a  number  of  leading  semiconductor  com- 
panies, promises  to  deliver  the  necessary  band- 
width or  speed  to  make  Wireless  USB  a  reality. 

However,  for  Wireless  USB  to  become  as 
widely  adopted  as  wired  USB,  a  faster  radio  is 
not  the  only  requirement.  It  also  needs  to  main- 
tain the  key  elements  that  made  USB  successful 


in  the  first  place. 

•  Plug  and  Play  functionality  -  when  a  user 
plugs  in  a  device  to  their  PC  via  the  USB  port,  it 
has  to  connect  without  any  set  up,  configuration 
or  intervention  by  the  user. 

•  Backward  Compatible  -  once  you  have  a 
USB  device,  it  should  work  with  all  PCs  that  you 
want  to  connect  to,  new  and  old. 

•  Fast  -  at  480  Mbps,  USB  2.0  is  the  fastest 
Device  to  PC  interface  in  the  CE  market  today. 

Thus  to  effectively  deliver  a  Wireless  USB 
solution  you  require  'Plug  and  Play'  functionali- 
ty, backward  compatibility  and  high  speed  UWB 
technology  all  at  the  right  price  point  to  make  it 
affordable  for  manufacturers  to  embed  and  cus- 
tomers to  enjoy. 


To  read  the  full  report,  go  to 
www.technology-reports.com/icron.asp 


icron 


Icron  Technologies  Corporation  provides  Wireless  USB  solutions  via  its  patented  ExtremeUSB*  technology.  The  solution  provides 
transparent  wireless  USB  2.0  functionality  in  any  device  over  a  variety  of  wireless  technologies  including  UWB,  802.11  b/g/a/ft  or 
any  proprietary  radio  link.  No  software  drivers  or  changes  to  the  host  controller  or  operating  system  are  required,  making  this 
a  very  cost  effective  and  user-friendly  solution  to  implement.  For  more  information  visit:  www.icron.com  604  638  3920 
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Business  Systems  for  SMBs:  To 
Succeed,  There  Can  Be  Only  ONE 


Small  and  medium-sized  businesses  (SMBs)  face 
intense  competition  and  customer  demands,  mak- 
ing it  difficult  to  thrive  or  even  survive.  These  com- 
panies have  the  same  challenges  as  large  enterpris- 
es, but  lack  the  timely  and  necessary  information 
needed  to  make  the  best  decisions.  Management 
often  ends  up  with  a  separate  technology  applica- 
tion for  each  major  function  of  the  business,  and  is 
often  frustrated  with  trying  to  put  these  silos  of 
information  together  to  make  critical  business  deci- 
sions. That  can  impact  the  bottom  line  in  a  big  way. 

Information  silos  trap  and  hide  critical  informa- 
tion that  is  needed  by  all  levels  of  management.  This 


VdueUmB 


<? 


V 


mation  to  levels  that  can  hurt  company  profim    Sjhf 
more  than  the  resulting  information  can  help.    ■"/ 

One  information  system  for  the  entire  bui     ii-. 
would  be  ideal.    In  the  past  that  meant  a    Hid 
expensive,  large-scale,  integrated  enterprise  sy 
that  SMBs  could  seldom  afford  in  terms  of  d« 
and  business  disruption  caused  by  months  or  ] 
implementing  the  system.  ..  ■ 

Today,  that  is  no  longer  the  case.  Single,  integ 
systems  designed  specifically  for  SMBs  exist. 


#  of  Infonnahon  Sitos 
results  in  the  right  hand  not  knowing  what  the  left 
is  doing.  When  key  information  is  not  distilled  in  an 
understandable  fashion,  management  ends  up  mak- 
ing decisions  by  gut  feel  or  they  spend  real  dollars 
trying  to  gather  the  important  information  together 
into  a  meaningful  form.  This  drives  the  cost  of  infor- 


systems  distill  key  information  into  usable  fo 
can  be  implemented  in  weeks  rather  than  j 
SMBs  are  discovering  that  information  silos 
combined  in  a  manner  that  provides  key  informi  J 
for  decision  makers  on  demand,  while  still  provi 
the  day-to-day  automation  of  transaction  proces 


To  read  the  full  report,  go  to 
www.technology-reports.com/TNC . 
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The  Navigator  Company 


The  Navigator  Company  (TNC)  is  a  consulting  firm  with  more  than  10  years  of  experience  in  the  implementation  of  enterprise  i 
including  SAP  Business  One.  Business  One  is  designed  to  offer  small  and  medium  businesses  a  single  system  for  business  streamlining  j 
information-driven  management  -  simple,  yet  powerful.  TNC  serves  clients  in  the  West,  helping  over  600  manufacturing  and  distrib 
clients  implement  and  optimize  the  value  of  their  business  systems.  Insight  by  Grant  Fraser,  CEO.  801-642-0123  wwwj 


The  Power  of  Touch:  Fingerprint 
Biometrics  Go  Beyond  Security 


Todays  PCs,  wireless  and  other  devices  are  now 
multi-purpose  -  being  used  for  both  business  and 
personal  needs.  As  a  result,  the  devices  and  the 
information  they  store  -  including  personal  and 
financial  data  -  have  become  more  valuable  than 
ever  and  more  at  risk  to  theft  or  fraud. 

Fingerprint  biometrics  helps  put  an  end  to  infor- 
mation theft  by  providing  next  level  security  that 
limits  access  to  only  the  authorized  user.  So,  even  if 
the  device  is  lost  or  stolen,  the  information  is  safe. 

Fingerprint  sensors  have  become  more  practical 
than  ever  before.  Todays  sensors  are  as  small  as  a  pen- 
al point,  extremely  accurate  and  reliable,  and  cost 


under  $5.00.  Some  new  advanced  sensors  read  below 
the  surface  of  the  skin  -  making  them  capable  of  read- 
ing virtually  every  finger  -  under  any  conditions. 

Fingerprint  sensors  have 
already  proven  themselves  ^ 

in  the  highly  demanding  ^P 

business    and    consumer  ( 

electronics    arenas    with 
more  than  six  million  fin- 
gerprint   sensors    already    in    use    worldwide. 
Fingerprint  biometrics  is  becoming  so  mainstream 
that  top  manufacturers  have  them  integrated  into 
their  products,  with  many  available  in  your  local  elec- 


tronics stores. 

A  driving  force  behind  this  widespread  use 
growing  focus  on  benefits  beyond  security 
technology  advances  have  transformed 
sensors  into  devices  that  can  provide  other  key  1 
fits  -  such  as  convenience,  navigation  and  persor 
tion  -  all  at  the  simple  touch  or  swipe  of  your  1 

Todays  fingerprint  biometrics  enables  a 
realm  of  product  capabilities  and  customer 
From  launching  different  applications,  enabli 
user  switching  and  supporting  m-commerce,  I 
print  biometrics  is  enabling  customization  and 
sonalization  of  products  in  ways  never  imag 

For  biometrics,  the  power  of  touch 
beginning. 


To  read  the  full  report,  go  to 

www.technology-reports.com/authentec 
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With  nearly  five  m  lion  sensors  in  use  worldwide,  AuthenTec  is  the  world  leader  in  fingerprint  sensor  innovation  and  sales  to  1 
PC,  wireless,  and  a .  cess  control  markets.  AuthenTec's  award-winning  FingerLoc'  and  EntrePad*  sensors  take  full  advantage  of ,r 
Power  of  Touch"  by  jtilizing  the  company's  patented  TruePrinr*  technology  to  deliver  the  most  convenient,  reliable  and  cost-effer' 
tive  means  available  for  enabling  touch-powered  features  that  extend  beyond  user  authentication,  visit  www.autnentec.com. 
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ility  Computing:  Lower  Costs  and 
ter  Agility  through  Simplicity 


ity  computing  enables  a  business  to  intelli- 
balance  corporate  goals,  application  perform- 
risk  tolerance  and  TCO  imperatives, 
uring  that  applications  are  available  when  cus- 
s  require  access  is  essential  to  a  company's  image 
venues.  But,  discretely  configuring  every  service 
leated  unacceptable  levels  of  stranded  capacity, 
ny  datacenters,  utilization  averages  just  20  per- 
Jtility  computing  enables  multiple  applications 
re  computing  resources  to  reduce  excess  capac- 
d  quantifiably  increase  utilization.  And  its  all 
ss-driven.  Resources  are  automatically  allocated 
on  application  priorities  and  service  levels. 


Utility  Computing 


Commodity 
Processing  Pool 


Commodity 
Storage  Pool 


Commodity 
Network  Pool 


This  ability  to  fluidly  align  securely  shared 
resources  with  business  processes  also  boosts  agility 
to  create  competitive  advantage.  Consistently  bring- 
ing applications  to  market  ahead  of  competitors  can 
positively  impact  revenue,  market  share,  customer 
acquisition  and  customer  retention.  Likewise,  utility 
computing  means  that  new  services  can  be  launched 
faster  than  ever  before  to  neutralize  competitive 
threats  and  capitalize  on  market  opportunities. 

Finally,  utility  computing  mitigates  the  business 
and  financial  risks  associated  with  IT  infrastruc- 
ture. Consolidating  and  centralizing  assets  simpli- 
fies the  datacenter,  increasing  the  reliability  of 
both  systems  and  applications.  Plus,  virtual 
resources  deliver  investment  protection  that  legacy 
architectures  cannot. 


To  read  the  full  report,  go  to 
www.technology-reports.com/egenera.asp 
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Egenera  is  a  global  leader  in  delivering  utility  computing  solutions  that  simplify  datacenter  operations  and  infrastructure.  The  Egenera* 
BladeFrame*  product  family  provides  an  innovative  server  architecture  designed  to  reduce  complexity  and  enable  IT  to  respond  rapid- 


^-  ^7  ^-  '  '  ^~  '  Cj     |y  t0  business  reguirements.  Market-leading  enterprises  trust  the  Egenera  BladeFrame  system  to  run  mission-critical  applications  and 
achieve  higher  resource  utilization,  faster  application  time  to  market  and  lower  costs.  Visit  www.egenera.com  or  call  508-858-3600. 


arket  Intelligence:  What  You 
>n't  Know  CAN  Hurt  You 


U  Street  can  be  hard  on  companies  when  it 
to  the  numbers,  but  todays  executives  are 
ly  learning  that  confidence  in  tomorrows  num- 
an  have  just  as  much  impact.  Corporate  repu- 
and  brand  strength  have  become  the  markets 
;  for  anticipating  a  company's  future  success. 
:ryday  decisions  to  partner  with,  invest  in  and 
iom  your  company  are  being  influenced  by 
c  information  and  opinions  in  the  marketplace, 
with  the  growing  presence  of  blogs,  that  infor- 
n  is  spreading  faster  than  ever, 
lat  you  don't  know  can  hurt  you  when  it  comes 
namic  market  trends  and  changing  public  sen- 


timent toward  your  company,  your  products  and 
your  competitors. 
Do  you  know  if  your  competition  is: 

•  Convincing  the  market  its  product  is  superior? 

•  Shifting  its  marketing  focus  to  Asia? 

•  Winning  the  race  to  own  the  next  big  trend? 
What  if  you  could  know  in  real  time  when: 

•  Your  competitor  gets  negative  press? 

•  The  latest  industry  trend  has  peaked? 

•  A  minor  issue  becomes  a  business  threat? 

The  good  news  is  that  the  technology  and  expert- 
ise to  deliver  this  market  intelligence  is  available. 
Now  you  have  the  numbers  to  evaluate  the  market 


for  threats  and  opportunities.  And  you  can  use 
market  intelligence  to  drive  customer  loyalty  and 
acquisition  by  maintaining  a  positive  reputation 
and  competitive  strategy. 

Today,  you  rely  on  trend  data  of  leads  to  predict 
sales.  As  a  proxy  to  public  opinion  and  a  continuous 
source  of  data,  market  intelligence  can  help  you 
anticipate  potential  changes  in  lead  flow  and  sales  in 
time  to  adjust  your  marketing  messages  and  tactics. 

In  the  age  of  on-demand  information,  the  danger 
isn't  just  that  what  you  don't  know  can  hurt  you.  Its 
that  what  you  don't  know  may  be  used  against  you 
by  your  competition.  Those  companies  armed  with 
market  intelligence  have  the  insight  they  need  to  be 
more  strategic,  more  competitive  and  ultimately, 
more  profitable. 


To  read  the  full  report,  go  to 
www.technology-reports.coin/biz360.asp 
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Biz360  Inc.  provides  market  intelligence  on  companies,  their  competitors  and  issues  that  impact  their  business.  We  deliver  real- 
time analytics  on  over  half  a  million  articles  daily  across  print,  broadcast  and  online  media,  including  blogs.  Our  clients  use  this  for 
marketing  measurement,  reputation  management  and  competitive  intelligence.  Founded  in  2000  and  privately  held,  Biz360's 
clients  include  AstraZeneca,  Harley-Davidson,  PacifiCare,  Verizon  and  Xerox.  San  Mateo,  CA 1 650-645-2400 1  www.biz360.com 
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REPLATFORM:  Your  Future 
Depends  On  It! 


Visionary  21st  century  leaders  of  governments, 
businesses  and  universities  need  to  consider 
rqplatforming  as  the  first  step  toward  a  successful 
new  technology  future.  It  is  also  the  first  step 
toward  higher  return  on  investment  (ROD  and 
decreased  total  cost  of  ownership  (TCO). 

The  term  is  new  to  both  the  business  arena  and 
computer  industry  alike.  Replatforming  defines  a 
business  process  of  examining  and  replacing  an 
organizations  antiquated  20th  century  architecture 
(operating,  database  and/or  network  systems)  with 
cost-efficient,  cost-effective  21st  century  solutions. 

As  organizations  increasingly  demand  real-time, 


instantaneous  results,  replatforming  offers  a  viable 
solution.  It  is  a  real  effort  for  CIO  and  CEOs  to 
make  an  informed  decision  that  takes  their  enterprise 
architecture  and  their  mission  critical  data,  to  the 
next  level.  The  level  where  it  will  be  cost-effective 
and  strategically  significant  at  least  for  the  next  18 
months  to  5  years  before  even  newer  2 1st  century 
architectures  are  introduced. 

Proactive  CIOs  can  use  replatforming  for  their  deci- 
sion-making process  to  determine  suitable  hardware 
platforms,  operating  systems  and  database  manage- 
ment systems  that  will  best  position  their  future  enter- 
prise.  They  can  easily  "kill  two  birds  with  one  stone" 


by  simultaneously  moving  to  a  "complete 
solution.  When  implementing  these  n 
choices,  there  will  be  an  initial  capital  investn 
install  and  integrate  a  64-bit  solution;  but 
the  TCO  will  be  lower,  resulting  in  a  higher  R 

By  choosing  the  64-bit  solution  to  replatfor 
CIOs  will  not  have  to  reinvest  time  and  pet 
to  replace  the  older  32-bit  technology  with  tl 
ware  and  hardware  infrastructures  of  ton 
Being  proactive  in  strategically  positioning  th 
nizations  IT  requirements  in  one  well-p 
replatformed  initiative  pays  off  on  many  from 

Put  simply,  "you  get  what  you  pay  for."  A 
formed  solution  pays  for  itself  in  both  the  she 
the  long  term  for  your  organization.  Replatfi 
is  your  economic  future! 


To  read  the  full  report,  go  to 
www.technology-reports.com/CCI. 
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Computer  Consultants  International,  Inc.  (CCI)  is  a  leading  Management  Consulting  and  Technology  Services  Company.  Committed  to  deliveriri 
vation,  CCI  collaborates  with  its  clients  to  help  them  realize  their  visions  and  create  tangible  results.  With  vast  industry  expertise,  broad  . 
resources  and  proven  experience  in  consulting  and  outsourcing,  CCI  can  mobilize  the  right  people,  skills,  alliances  and  technologies.  Put  CCI  tc  §' 
for  you:  www.cr>wor1dwide.corn  10949  W.  Villa  Monte  Dr.  Mukilteo,  WA  98275  Phone:  425493-9800  Fax:  425-493-9801  ' 


Turning  a  Call  Center  into  a  Profit 
Center:  The  Philippines  Advantage 


Many  businesses  today  view  their  customer  serv- 
ice operations  purely  as  a  cost  center.  Offshore  out- 
sourcing is  therefore  merely  viewed  as  a  way  to 
reduce  costs.  Other  businesses,  however,  utilize 
the  inherent  benefits  of  certain  offshore  labor  pools 
to  generate  revenue  from  every  phone  call.  These 
businesses  utilize  offshore  outsourcing  as  a  strategic 
weapon  to  increase  revenues,  while  lowering  costs 
as  an  added  benefit. 

To  create  a  profit  center  out  of  a  call  center  -  and 
to  provide  superior  customer  service  -  firms  must 
hire  exceptional  people  who  can  solve  problems 
quickly,  develop  a  telephonic  "bond"  with  cus- 


tomers, and  then  sell  additional  products  and  serv- 
ices. Such  talent  requires  education,  training,  and 
a  propensity  for  sales  and  customer  service. 

Certain  countries,  such  as  the  Philippines,  offer 
highly-skilled  and  college-educated  workers  at  low 
wages.  However,  the  Philippines  is  unique  com- 
pared to  other  offshore  locations  in  its  culture  of 
negotiating  and  selling,  together  with  its  strong 
service  onented  society,  its  American  English  profi- 
ciency' and  a  great  affinity  for  American  culture.  In 
call  centers.  Filipinos  excel  at  quickly  solving  cus- 
tomers' problems,  and  then  effectively  cross-selling 
additional  products  and  services. 


With  a  population  of  approximately  86  r 
people,  the  Philippines  has  the  third 
English-speaking  population  in  the  world, 
year  approximately  380,000  English-speakir 
lege  graduates  enter  the  workforce,  and  with 
er  training  quickly  become  highly-skillec 
tomer  service  agents  who  are  career  orientec 
sionate  about  their  jobs,  highly  skilled,  anc 
sales  generators. 

Call  centers  are  people  businesses  mixec 
advanced  technology.  By  using  high-speed 
al  communication  networks  and  inte£ 
phone,  email,  and  chat  systems,  Filipinc 
tomer  service  representative  are  able  to  pi 
superior  outsourced  services  that  turn  call  o 
into  profit  centers. 


To  read  the  full  report,  go  to 
www.technology-reports.com/people. 
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PEOPLE  SUPPORT 


PeopleSupport,  Inc.  (Nasdaq:  PSPT),  is  a  leading  offshore  business  process  outsourcing  (BPO)  provider  that  offers  customer 
agement  services  for  US-based  clients  tram  its  facilities  in  the  Philippines.  PeopleSupport  also  provides  accounts  receivable  I 
agement  services  and  is  planning  to  provide  other  back  office  management  services.  PeopleSupport  is  one  of  the  largest  outsa  r 
service  providers  in  the  Philippines,  with  over  3,600  college-educated,  fluent  English  speaking  Philippine  personnel.  Los  Angeles,  CA  310-824-6200  www-peoptesupporl 
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yond  Corporate  Walls: 
eternal  Collaboration  is  Key 


brmation  vital  to  a  company's  bottom  line  is 
..[found  beyond  its  own  walls.  Offshore  sup- 
are  the  first  to  know  if  production  is  falling 

d.  Partners  in  a  new  venture  possess  valuable 
t  experience  and  access  to  resources.  Clients 

time -critical  feedback  on  project  implementa- 

nd  issues. 

fse  individuals  possess  knowledge  that  helps 

ify  issues  earlier,  improve  workflow  and  speed 

on-making.  Unfortunately,  these  'outsiders' 

Jerlooked  when  companies  consider  collabo- 
technologies,  which  traditionally  focus  on 
al  teams. 


Online  workspaces  can  bring  these  important 
external  voices  inside,  expanding  communication 
beyond  a  company's  four  walls.  The  most  successful 


Collaborate  to 

leverage  the  knowledge 

of  key  suppliers, 
partners,  and  customers. 


collaborative  tools  provide  immediate  communica- 
tion improvements.  Easy-to-use  web-based  solutions 


require  little  training  and  no  software  installation,  giv- 
ing all  players  the  opportunity  to  quickly  contribute. 

Collaborative  software  must  be  easily  accessible, 
but  must  also  protect  a  company's  information.  For 
many  companies,  the  ideal  balance  of  access  and 
security  is  achieved  with  software  hosted  outside 
the  organization's  firewalls.  These  secure  work- 
spaces provide  a  safe  environment  where  collabora- 
tors -  internal  and  external  -  can  exchange  ideas 
quickly  and  easily,  speeding  the  business  process 
and  improving  productivity 

With  access  to  the  right  data  and  the  ability  to  com- 
municate complication-free,  individuals  outside  the 
company  can  become  an  even  greater  asset.  Easy, 
secure  collaboration  tools  can  leverage  the  knowledge 
of  these  valuable,  often  overlooked,  contributors. 


To  read  the  full  report,  go  to 
www.technology-reports.cofn/groveslte.asp 


■.  GroveSite  provides  easy  online  collaboration  solutions  for  dispersed  and  cross-company  teams.  GroveSite's  secure  Internet  work- 

x  *-^  ~  •  spaces  enable  teams  to  manage  tasks,  share  documents  and  track  issues.  Tens  of  thousands  of  people  worldwide  use  GroveSite, 

Ht  C-j  TO  V^^  lL^   including  teams  from  Target,  BearingPoint,  Mayo  Clinic,  SUMCO  USA,  Texas  ASM,  AARP  and  the  U.S.  Marines,  as  well  as  many  small 

and  medium-sized  businesses.  For  more  information,  call  GroveSite  at  866-952-9880  or  visit  www.grovesrte.com. 


ithout  Data  Management, 
hi  Will  Not  Be  Compliant 


ed  with  increasing  pressures  and  costs  of 
3liant  data  management,  CIOs  and  IT  execu- 
are  inundated  with  high-level  compliance 
3  and  products,  but  all  too  often  are  exposed 
insufficient  policies  and  procedures  for  how 
data  is  stored,  protected  and  managed, 
ther  it  is  being  able  to  document  how  data  is 
cted,  or  being  able  to  recover  specific  data 
in  required  timelines,  it  is  often  these  over- 
ed  elements  that  undermine  the  most  sophis- 
:d  compliance  initiatives.  And  unfortunately, 
|»ften  is  not  apparent  until  it  is  too  late, 
i   developing  a  comprehensive  data  manage- 


ment plan,  with  tested  policies  and  procedures, 
companies  can  begin  to  successfully  answer  these 
compliance  related  questions: 

•  Can  you  document  that  your  storage  environ- 
ment meets  your  business  compliance  require- 
ments? 

•  Do  you  know  that  stored  or  backed-up  data  is 
actually  recoverable? 

•  Right  now,  would  you  successfully  meet  the 
requirements  of  a  compliance  audit,  in  terms  of 
data  recoverability,  timeframes,  and  privacy? 

•  Do  you  have  a  plan  to  manage  the  costs  of 
non-compliance? 


•  Do  you  have  the  systems  and  procedures  in 
place  to  archive  e-mail  and  retneve  it  by  subject, 
content  and  context? 

•  Do  your  current  retention  policies  match  the 
continually  changing  value  of  data? 

•  Are  recovery  procedures  continually  updated 
and  tested? 

By  following  a  detailed  process  that  includes 
analysis  of  current  and  future  states  in  the  envi- 
ronment, development  of  storage-related  compli- 
ance needs,  recommendations  and  findings  that 
identify  compliance  gaps,  the  right  data  manage- 
ment expert  will  help  you  meet  your  compliance 
requirements  by  helping  you  implement  the  solu- 
tions that  meet  your  organizational  requirements. 


To  read  the  full  report,  go  to 
www.technology-reports.com/glasshouse.asp 


GlassHouse  is  the  leading  provider  of  vendor-independent  services  that  help  organizations  solve  the  business  problems  of  enter- 
^uLA55HOU5E  prise  storage.  From  strategy  through  implementation  and  operations,  GlassHouse  helps  clients  to  achieve  predictability  and  man- 

ageability  in  data  management,  enabling  cost  control,  risk  mitigation  and  enhanced  service  levels.  Clients  include  Biogen  Idee,  Inc., 
rtjirtz  Mountain  Industries,  Inc.,  Pitney-Bowes,  Inc.,  Virgin  Mobile,  and  The  Guardian  Life  Insurance  Company  of  America.  508-663-0580  www.gla*shouse.corn/opportunrty 


Personal  Business  Mutual  Funds 


Why. 
Boutiques 
Have 
An  Edge 

Owner-managers  bring  passion  to  fund  investing. 
After  all,  that's  where  their  cash  is.  BY  LEWIS  BRAHAM 


IN  SOME  RESPECTS  MUTUAL  funds  are  like  restaurants. 
If  you  want  a  really  good  meal,  you  stay  away  from  the 
big  chains  and  seek  out  that  tiny  bistro  whose  owner  is 
also  the  chef.  Owners  bring  a  high  degree  of  passion  to 
the  job  because  there  is  so  much  on  die  line.  "A  man- 
ager who  is  also  the  fund  company's  owner  wants  to 
make  money  for  shareholders  because  his  reputation 
and  his  enterprise  are  at  stake,"  says  John  Deysher,  owner  of 
Bertolet  Capital  and  manager  of  Bertolef  s  Pinnacle  Value 
Fund.  "Failure  can  mean  bankruptcy."  J  Any  advantage  that 
small  owner-managed  fund  groups  may  have  over  corporate 
behemoths  has  not  been  statistically  proven.  But  the  record  is 
full  of  examples  of  boutique  funds  whose  performance  far  ex- 
ceeds that  of  their  peers.  Eleven  of  the  20  top -performing  di- 
versified domestic  equity  funds  over  the  past  10  years  are  man- 
aged by  their  founders.  That' s  a  large  number  if  you  consider 
that  the  vast  majority  of  funds  are  run  by  big  fund  complexes. 
J  Most  of  these  top  funds  are  no  longer  undiscovered.  Lumi- 
naries such  as  Bridgeway  Ultra-Small  Company  Fund  and 
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Undiscovered  Funds  Worth  Noting 

ASSETS 
($MILL) 

FUND  (SYMBOL) 
WEB  SITE  (WWW.) 

CATEGORY 

TOTAL  RETURN* 
1-YR.          5-YR. 

EXPENSE 
RATIO 

Auxier  Focus  (AUXFX) 
auxierasset.com 

Edgar  Lomax  Value  (LOMAX) 
edgarlomax.com 

All  cap 

10.1% 
13.5 

9.3% 
5.2 

1.35% 

1.23 

89.0 

13.5 

Large-cap  value 

Forester  Value  (FVALX) 
forestervalue.com 

Fort  Pitt  Capital  Total  Return  (FPCGX) 
fortpittcapital.com 

Pennsylvania  Ave.  Event-Driven  (N/A) 
pennavefunds.com 

Large-cap  value 

21.0 

6.6 
N/A 
N/A 
N/A 

1.35 
1.50 

1.0 

26.9 

All  cap 
Merger  arbitrage 

13.4 
17.2 
16.6 

1.50 
1.79 

0.5 

11.5 

Pinnacle  Value  (N/A) 
pinnacievaluefund.com 

Small-cap  value 

Rock  Canyon  Top  Flight  (TOPFX) 
topflightfund.com 

Runkel  Value  (RVFDX) 
runkelvaluefund.com 

All-cap  hedged 

8.3 

N/A 

3.03 

9.8 

Large-cap  blend 

7.4 

N/A 

1.00 

2.0 

TrendStar  Small  Cap  (TRESX) 
trendstarfunds.com 

Small-cap  growth 

12.0 

N/A 

1.40 

125.0 

•Average  annual  return,  includes  appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes. 

N/A=Not  available 

Data: 

Morningstar,  fund  companies 

Calamos  Growth  Fund  are  either  closed 
to  new  investors  or  are  so  large  that 
they're  not  the  nimble  players  they  once 
were.  One  thing  that  has  been  statisti- 
cally proven  is  that  size  matters.  "Asset 
size  plays  an  important  role  in  perform- 
ance," says  Jim  Peterson,  who  heads 
mutual-fund  research  at  Schwab  Center 
for  Investment  Research  in  San  Francis- 
co. "Funds  that  get  too  large  have  trou- 
ble putting  money  to  work."  Some  of  the 
yet  undiscovered  gems  of  fund-dom, 
such  as  Auxier  Focus  Fund  and  Runkel 
Value  Fund,  are  still  small  enough  to  be 
agile  (table). 

It's  not  a  coincidence  that  Auxier  and 
Runkel  are  also  the  managers'  names. 
"Think  of  the  confidence— the  pride— it 
takes  to  name  a  fund  after  yourself,"  says 
Barry  Glassman,  an  investment  adviser  at 
Cassaday  &Co.  in  McLean,  Va.  "If  the 
person's  name  is  on  the  door,  he's  going 
to  be  around  for  a  long  time."  According 
to  a  study  Glassman  conducted  in  2003  of 
the  500  largest  equity  funds,  15  of  the  16 
named  after  their  managers  were  still  run 
by  their  founding  manager,  and  the  16th, 
Davis  New  York  Venture,  was  run  by  the 
founder's  son,  Chris  Davis.  What's  more, 
14  of  those  funds  had  beaten  the  Standard 
&  Poor's  500-stock  index  over  the  past 
five  years— 11  of  them  over  the  past  10. 

These  boutique  funds  tend  to  be  more 
flexible  in  their  investments,  searching  for 
absolute,  not  relative,  return.  They're  not 
satisfied  to  be  down  10%  even  if  their 


benchmark  is  down  12%.  What's  also  im- 
portant is  that  these  managers  have  most 
of  their  personal  assets  in  the  fund.  Notes 
Schwab's  Peterson:  "It  powerfully  aligns 
their  objectives  with  shareholders'." 

SMALL  IS  BEAUTIFUL 

THERE  ARE  SOME  disadvantages  to 
such  tiny  funds.  They  often  lack  the  re- 
search capabilities  of  larger  firms.  And  it 
can  be  difficult  to  keep  expense  ratios 
down  since  assets  are  too  few  to  cover 
costs  (though  some  funds  in  our  table 
have  low  expenses).  Worse,  an  owner- 
manager  could  take  advantage  of  his 
fund's  investment  flexibility  to  make 
some  big  bets  that  eventually  go  bad. 

Finding  these  little  treasures  takes 
some  effort.  Often  if  s  a  matter  of  watch- 
ing for  funds  that  do  well  in  various 
scoreboards.  If  you  go  to  their  Web  sites, 
you  might  learn  that  the  managers  had 
experience  at  a  larger  company  before 
setting  off  on  their  own.  Prior  to  launch- 
ing Pinnacle  Value  Fund  in  2003,  manag- 
er Deysher  spent  12  years  as  an  analyst  at 
Royce  &  Associates,  one  of  the  oldest  and 
largest  fund  companies  specializing  in 
small- cap  investing.  Deysher  has  an  edge 
on  his  ex-employer  because  Pinnacle  Val- 
ue, also  a  small-cap  value  fund,  has  only 
$11.5  million  in  assets.  So  it's  easy  for 
Deysher  to  buy  tiny  illiquid  stocks,  such 
as  textile  maker  Quaker  Fabric,  which  has 
a  market  cap  of  just  $50  million  and 
trades  for  one-third  its  book  value.  That' s 


Personal  Business 


much  harder  to  do  at  a  larger  fund  be- 
cause it's  impossible  to  buy  enough  of 
such  a  small  company's  shares  to  make  a 
difference  in  a  large  portfolio. 

TrendStar  Small-Cap  Fund  has  a  similar 
story.  Co-managers  Tom  Laming  and 
James  McBride  both  previously  worked  at 
top-performing  Buffalo  Small  Cap  Fund, 
Laming  as  co-manager  and  chief  equity 
strategist  for  a  decade  and  McBride  as  lead 
analyst  for  three  years.  With  just  $125  mil- 
lion in  its  coffers,  TrendStar  is  able  to  invest 
in  the  small  companies  that  are  now  out  of 
their  former  fund's  reach.  "We  have  a  sim- 


fund,  Eley  says,  he  doesn't  feel  any  pres- 
sure to  hew  to  a  benchmark,  as  many 
managers  at  the  bigger  firms  do.  His  fund 
is  concentrated,  typically  holding  just  35 
to  40  stocks,  and  he  is  not  afraid  to  load 
up  on  a  particular  sector  if  if  s  out  of  favor. 
Right  now  he  has  about  a  quarter  of  the 
fund  in  financial  services.  Although  Eley 
shows  flexibility  in  his  stockpicking,  he 
still  focuses  mainly  on  large-cap  stocks. 
Several  of  the  boutique  funds  take 
flexibility  to  another  level.  "We  have  the 
ability  to  invest  wherever  the  risk  is  low 
and  the  returns  are  high,"  says  Jeff 


ilar  strategy  to  Buffalo's,"  says  McBride, 
"but  that  fund  became  so  huge  it  was  un- 
wieldy. We'll  close  this  one  to  new  investors 
at  $400  million."  Buffalo  Small  Cap  has 
$1.8  billion  and  is  closed  to  new  investors. 

Another  reason  for  going  with  owner- 
run  funds  is  continuity  of  management 
A  talented  manager  at  a  large  fund  com- 
pany may  get  promoted,  poached  by  an- 
other firm,  or  leave  to  start  a  hedge  fund. 
Thaf  s  less  likely  to  happen  with  an  own- 
er-run fund.  "I  will  do  this  as  long  as  my 
health  remains  good,"  says  Randall  Eley, 
.the  manager  of  the  $13.5  million  Edgar 
Lomax  Value  Fund,  which  Eley  founded 
in  1997t  and  named  for  his  grandfather, 
who  inspired  him  to  become  an  investor. 
Eley  didn't  work  for  a  large  fund  compa- 
ny, but  he  does  have  a  track  record  of 
managing  accounts  for  individual  in- 
vestors that  dates  back  to  1990. 

Eley  buys  large-cap  stocks  selling  at  a 
discount  to  the  average  price-earnings  ra- 
tio of  the  S&P  500.  In  running  his  own 
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Auxier,  manager  of  the  Auxier 
Focus  Fund.  Auxier's  willingness 
to  invest  in  stocks  and  bonds 
of  any  stripe  has  produced  pow- 
erful results.  His  fund's  9.3%  five- 
year  annualized  return  ranks  in 
the  top  3%  of  all  moderate  alloca- 
tion funds,  according  to  Morn- 
ingstar.  More  important  to  Auxi- 
er, the  fund  has  had  just  one  down  year 
in  its  six-year  history.  That  was  2002, 
when  it  lost  6.8%  vs.  the  S&P  500's 
-22.1%  return. 

Manager  Charles  Smith  of  Fort  Pitt 
Capital  Total  Return  also  has  a  go-any- 
where style.  To  him  the  most  important 
decision  is  not  what  stocks  to  be  in,  but 
whether  to  be  in  stocks  or  bonds.  "An  in- 
vestor's returns  are  far  more  influenced 
by  their  asset- allocation  decision  than 
their  stock  selection,"  he  says.  "We  want 
to  make  that  decision."  This  does  not 
mean  the  fund  winds  up  being  like  the 
typical  balanced  fund,  with  a  certain  per- 


centage always  in  stocks  or  bonds.  R 
now,  Smith  has  nothing  in  bonds 
cause  yields  are  too  low,  but  he  will  I 
moving  into  them  if  yields  on  long-t 
Treasuries  hit  6.5%.  At  double-t 
yields,  he  would  go  to  100%  bo 
something  he  did  in  the  early  IS 
when  he  managed  individual  acco 
with  Ron  Muhlenkamp.  He  later 
managed  the  Muhlenkamp  Fund. 

STEALING  SMART  STRATEGIES 

MORE  OFTEN  THAN  NOT,  unique  fi 
come  from  the  boutiques.  Pennsylv; 
Avenue  Event-Driven  F 
specializes  in  merger 
trage,  typically  the  don 
of  hedge  funds.  Only 
other  mutual  funds  mai 
money  this  way,  both  ah > 
boutique  firms.  One 
them,  Merger  Fund, 
closed  to  new  investors, 
the  other,  Arbitrage  Fi 
has  a  higher  expense  r 
and  worse  perform 
than  Pennsylvania  Ave1 
according  to  Bloomberg 
nancial  Markets.  Penns\ 
nia  manager  Tho 
Kirchner  attributes  pai 
his  fund's  success  to  its  ■ 
$500,000  asset  base. 
2004  the  fund  was 
26.8%  while  its  competi 
treaded  water.  For  si 
Kirchner  needs  the  fun 
get  larger— it  would  takt 
million  in  assets  to  tui 
profit.  But  that's  not 
large  that  it  would  precl 
investing  in  the  smal 
deals,  which  the  larger  p 
ers  don't  consider. 

Manager  Jonathan  '. 
rell's    Rock    Canyon 
Flight  Fund  also  goes 
own  way  in  cribbing  fi 
hedge  fund  strategies, 
practices  momentum  investing,  whicr 
ten  means  rapid  trading.  He  also  5 
stocks  short.  Rock  Canyon  has  a  3.( 
expense  ratio— exorbitant  for  a  mu 
fund  but  reasonable  for  a  hedge  fund 
If  you  find  the  right  fund,  there, 
chance  you  could  invest  in  it  for  life 
sometimes  joke  with  my  partners  that 
going  to  be  here  running  this  fund  w 
I'm  95  and  covered  with  cobwebs,"  ; 
Fort  Pitt's  Smith,  who's  45.  "I  someti 
say,  though  not  too  loudly:  'I'd  do 
without  being  paid.' "  That's  the  khu 
passion  for  investing  that  fund  sh 
holders  should  seek  out.  ■ 


Randall 
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Edgar  Lomax 
Value  Fund 


Your  priceless  innovations. 
Delivered  precisely  as  promised. 


The  world's  largest  semiconductor  foundry 
delivers  advanced  technologies  in  ways 
customers  value  most.  Considering  how 
much  you  put  into  your  designs,  it's  critical 
to  know  your  foundry  can  consistently 
deliver.  Nobody  does  like  TSMC.  As  the 
world's  most  established,  dedicated 
foundry,  we  have  a  track  record  of  success 
that's  second-to-none,  bring  proven  IP  to 
the  table,  and  commit  that  we'll  never 
compete  with  you.  Together,  we'll  reliably 
generate  fast  time-to-market,  rapid  ROI, 
and  ongoing  peace-of-mind. 
www.tsmc.com 
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Personal  Business  Wine 


Coming  Together 
To  Swirl  and  Sip 

More  wine  aficionados  are  forming  tasting  groups  to 
share  their  passion  for  the  grape.  BY  ELLEN  HOFFMAN 


GATHERING  AT  THE 
Lake  Washington  shore 
home  of  one  of  its  nine 
members,  the  Seattle 
Tasting  Group  settled  in 
for  the  evening's  hard 
work.  To  warm  up,  they 
sampled  three  vintage  champagnes. 
Then  they  moved  on  to  the  main  event: 
tasting  and  comparing  notes  on  a  dozen 
1994  California  North  Coast  cabernet 
sauvignons.  Host  Michael  Gordon  chose 
that  program  because  the  "fantastic  vin- 
tage" should  be  reaching  its  peak  about 
now.  Thg  group  tasted  six  before  dinner 
and  six  after  downing  their  grilled  ribeye 
steaks.  With  the  fruit  tart,  the  tasting  con- 
cluded with  four  dessert  wines,  including 
a  vintage  port. 

The  next  day,  member  Eric  LeVine 
posted  the  tasting  notes  on  an  Internet 
bulletin  board.  Several  of  the  cabernets 
were  surprising  disappointments,  includ- 


ing one  that  was  "way  too  sweet"  O.K.,  so 
every  tasting  has  a  few  clunkers.  But  so 
what?  "It  was  a  fun  evening,"  LeVine 
wrote,  "and  there  were  a  few  standout 
wines." 

There's  no  good  count  of  such  wine 
groups  or  their  membership,  but  people 
in  the  industry  believe  these  gather- 
ings—akin to  book  clubs— are  on  the  rise. 
"Wine  has  never  been  as  good  as  it  is 
today,"  says  Lisa  Airey,  in- 
terim executive  director  of 
the  Society  of  Wine  Educa- 
tors in  Washington,  a 
professional  association 
that  certifies  wine  experts. 
"That  inspires  consumers 
who  are  just  getting  into 
wine  to  go  further." 

Each  wine-tasting  group 
has  its  own  format  and 
guidelines,  but  there  are 
common  practices.  Most  ro- 


Concealing 
the  labels 
until  after 
the  tasting 
often  yields 
surprises 


SEATTLE  California 
cabernets  were  precede* 
by  vintage  champagnes 


tate  meetings  among 
bers'  homes  and  co 
blind  tastings  (the  labe 
concealed   until   after 
tasting     and     discus 
They  keep  records  of 
wines   they've  tasted 
what  members  thoug 
them.  Most  groups  als 
ride  in  advance  the 
range  of  the  wines 
taste. 

Many  of  those  comin 
gether  in  these  clubs 
long  pursued  their  inta 
in  wine  beyond  the  dii 
table.  Don  Thomas,  a  pr 
cian,  and  Gary  0'Conn< 
government  lawyer,  kii 
off  a  recent  event  in  S: 
Spring,  Md.,  with  a  slide  show  of 
trip  to  Argentina's  wine  country.  Tha 
the  scene  for  the  evening's  tasting- 
bee  wines  from  Argentina. 

SURPRISE 

OVER  A  POTLUCK  dinner,  the  nine  me 
bers  worked  through  a  tasting  and  i 
cussion  of  14  bottles,  mostly  red  malb# 
but  also  including  three  Argentine  whi 
made  from  Torrontes  grapes.  Each  me 
ber  brought  one  or  two  bottles.  Arrr 
with  a  list  of  the  wines  to  be  tasted— in 
special  order— and  space  to  note  co 
ments  on  each  one,  the  diners  raised  tr. 
glasses  to  assess  each  wine's  quality  a 
color,  swirl  it  in  the  glass,  then  sniff,  i 
and  finally  taste,  while  searching  for  i 
best  words  to  describe  its  qualiti 
"fruity"  or  "a  hint  of  caramel."  At  t 
end,  participants  voted  for  their  favoril 
When  the  labels  were  revealed 
group's  members  were  surprised  thatt 
top  choice  was  a  malbec  from  Califon 
rather  than  one  from  Argentina. 
The  Silver  Spring  group  is  a  newt 
but  some  wine-tasti 
groups  have  been  meeti 
for  years.  New  York  C 
lawyer  Marty  Miner  ■ 
member  of  a  group  of 
dozen  men  who  started  < 
15  years  ago  tasting  oi 
German  wines.  Now 
bring  whatever  they  w; 
often  from  their  own 
lars— to  their  biweekly 
sions. "  Everybody  brin; 
least  one  bottle,"  says 


1  PA       RucinaccWoak 
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Personal  Business 


"You  can  bring  bottles  at  whatever 
:e  you  want." 

n  contrast,  the  Seattle  Tasting  Group 
ets  monthly  and  chooses  a  theme— a 
ticular  vintage,  grape,  or  region— in 
ance  of  the  next  meeting,  giving 
mbers  who  don't  have  a  bottle  in  their 
ars  time  to  purchase  one,  explains  or- 
lizer  Roy  Hersh,  a  food  and  beverage 
isultant  in  Sammamish,  Wash.  The 
des,  usually  ranging  in  price  from 


about  $50  to  $200  each,  are  presented  for 
tasting  in  brown  bags  and  scored  accord- 
ing to  a  100-point  system. 

In  some  groups,  the  food  is  almost  as 
important  as  the  wine.  Stuart  Angowitz,  a 
headhunter,  belongs  to  a  tasting  group  of 
four  couples  in  Chappaqua,  N.Y.  "In  ad- 
dition to  liking  wine,  we  all  like  to  cook," 
he  says,  so  they  take  care  in  pairing  the 
wines  with  the  food.  At  a  recent  tasting 
they  quaffed  a  viognier  with  a  tuna 


tartare  appetizer,  a  cabernet  sauvignon 
with  an  osso  bucco  main  course,  and  a 
dessert  wine  made  from  muscat  grapes 
with  chocolate  mousse. 

Whether  the  group  is  highly  structured 
or  free  form,  most  members  will  tell  you 
that  it's  tough  to  imagine  a  more  pleasant 
way  to  spend  an  afternoon  or  evening. 
For  members  of  these  groups,  fine  wines 
and  conversations  about  them  are  essen- 
tial ingredients  of  the  good  life.  ■ 


lose  on  the  Rise 

le  pink  wine  is  finally  getting  the  respect  it  deserves,  by  amy  cortese 


[F  YOU  HAVE  EVER  TRAVELED 
to  the  south  of  France,  chances 
are  you  know  the  sublime  pleas- 
ure of  a  cool  glass  of  rose  on  a 
lazy  afternoon.  The  pink  wine  is 
favored  in  that  sun-basked  region 
for  its  refreshing  crispness  and 
lity  to  pair  up  with  a  wide  variety  of 
>ds.  There  is  even  an  appellation,  Tavel, 
iicated  to  rose. 

In  the  U.S.,  however,  rose  has  suffered 
m  an  image  problem.  Many  Ameri- 
is,  remembering  the  white  zinfandel 
1  of  the  1980s,  mistakenly  assume  that 
pink  wines  are  soda-pop  sweet.  Au 
itraire!  Roses,  in  fact,  are  quite  dry  and 
i  be  one  of  summer's— or  any  sea- 
l's—great  pleasures. 
Over  the  past  decade  more  American 
ne  drinkers  have  been  discovering 
>e.  "The  tide  is  turning,"  says  Jeff  Mor- 
n,  who  co-owns  SoloRosa  Wines  in  St. 
:lena  in  the  Napa  Valley,  which  pro- 
ces  a  well-regarded  rose  by  the  same 


name.  He  is  also  the  author  of  a  new 
book,  Rose:  A  Guide  to  the  World's  Most 
Versatile  Wine.  When  Morgan  made  his 
first  rose  five  years  ago,  he  was  hard- 
pressed  to  identify  many  California  vint- 
ners serving  it  up.  Today,  he  has  rounded 
up  58  wineries  to  join  Rose  Avengers  & 
Producers,  an  industry  group  he  founded 
"to  avenge  the  wrongs  done  to  dry  rose." 

GOOD  VALUE 

SALES  OF  DRY  ROSE  are  not  tracked  sep- 
arately, but  wine  stores  and  restaurants 
say  they  are  stocking  more  to  accommo- 
date growing  demand.  At  $10  to  $15  a 
bottle,  on  average,  rose  is  considered  a 
good  value.  Rose 
should  be  drunk  while 
it's  young— the  2004 
vintage  is  hitting  stores 
now— and  is  served 
slighdy  chilled,  like  a 
white  wine. 

"Rose"        means 


ATasteofRose 


I'INE 


bateau  d'Aqueria 


)omaine  Mosse  Rose  d'Anjou 


>oloRosa 


Charles  Melton  Rose  of  Virginia 


tase  de  Loire  Ch.  Soucherie 


ionny  Doon  Vin  Gris  de  Cigare 


barques  de  Caceres  Rioja  Rosado 


Tavel,  France 


Loire  Valley,  France 


Napa  Valley,  Calif. 


Barossa  Valley,  Australia 


Loire  Valley,  France 


Santa  Cruz,  Calif. 


Rioja,  Spain 


$18 


«Vvr^-« 


17 


15 


14 


13 


11 


10 


-2004  vintage 


Data: 


y^^^^^i 


"pink"  in  French,  but  it  is  produced  all 
over.  In  Italy  they  call  it  rosato;  in  Spain, 
rosado.  Red  grapes  are  typically  used— 
perhaps  grenache  or  mourvedre  in 
France,  merlot  in  California.  What  makes 
rose  different  from  red  wine  is  the  limited 
contact  the  juice  has  with  the  skins— as 
litde  as  a  few  hours.  Depending  on  the 
type  of  grape,  geography,  and  winemak- 
ing  techniques,  the  color  can  range  from  a 
pale  blush  to  deep  cherry  red,  and  can  be 
clean  and  mineral-tasting  or  lush  and 
bursting  with  berry  flavors. 

Interested  in  trying  some?  Lorena 
Ascencios,  wine  buyer  at  New  York's  As- 
tor  Wines  &  Spirits,  suggests  Bardolino 
Chiaretto,  Gorgo 
from  northern  Italy, 
a  dry,  light-bodied 
wine  that  tastes  of 
strawberries  and 
sells  for  $10.  For  a 
heartier  wine,  she 
likes  Charles  Melton 
Rose  of  Virginia, 
from  Australia's 
Barossa  Valley,  for 
$14.  The  spicy,  dark- 
colored  rose  can 
stand  up  to  grilled 
lamb  or  beef.  Or  try  a 
classic  rose  such  as 
Chateau  d'Aqueria 
from  Tavel,  which 
retails  for  around 
$18.  If  you  can't 
travel  to  die  south  of 
France,  a  botde  of 
rose  may  be  the  next 
best  thing.  ■ 
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Personal  Business  Golf 


Get  Your 
Golf  Game 
In  Gear 

A  raft  of  new  golf  equipment-f  rom  the  sublime  to 
the  silly-has  hit  the  pro  shops.  Here's  a  look  at 
some  of  the  offerings,  any  of  which  would  make  an 
ideal  gift  for  dear  old  Dad.  BY  DEAN  FOUST 


its 


TAYLORMADE  RO 
MONZACORZA 

taylormadegolf.com 
$180 

TaylorMade  blew  away  the 
competition  last  year  with  i 
innovative  r7  driver,  which  al 
players  to  shift  removable  wi 
plugs  around  to  smooth  out 
quirks  in  their  swing.  This  ye 
TaylorMade  has  adapted  the 
technology  for  fairway  wood 
hybrid  iron  wood-and  even 
lowly  putter.  Its  new  Rossa  I 
Corza  putter  comes  with  m 
plugs  so  if,  say,  the  greens 
running  particularly  slow  yo 
add  as  much  as  28  grams 
to  give  your  putts  more  oomi 
more  forgiveness  on  mishits 
combination  of  an  antiskid  i 
and  12  horizontal  grooves  in 
putter  face  should  result  in 
that  begin  with  forward  spin 
of  the  typical  backspin-min 
the  odds  that  your  shots  will 
off-line  to  the  left  or  right. 


are 


of\ 


I 


THIS  YEAR  MARKS  the  75th  anniversary 
of  one  of  the  greatest  feats  in  golf 
history:  Bobby  Jones's  sweep  of  the  four 
major-tournaments  of  1930,  the  only 
time  a  golfer  has  captured  the  Grand 
Slam  in  a  calendar  year.  That  has 
launched  a  cottage  industry  of  books 
and  DVDs  commemorating  the  event. 
Among  the  best: 


BOBBY 
JONES 


BOBBY  JONES  AND 
THE  QUEST  FOR  THE 
GRAND  SLAM  ($35, 
Triumph  Books) 

This  worshipful  coffee- 
table  tome  by 
Catherine  Lewis 
contains  one  of  the 
better  photo 
collections  of  Jones 
ever  published. 
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OSOKSHOE 

etonic.com 
$85 

The  new  breed  of  golf  shoes  using 
"soft  spikes"  are  comfortable,  but 
those  plastic  spikes  wear  down 
quickly  and  need  to  be  replaced 
every  dozen  rounds  or  so.  Feel  free 
to  toss  your  spike  wrench,  though, 
because  Etonic  has  introduced  the 
"noncleated"  golf  shoe.  Built  with  a 
sturdy  sole  developed  by  Goodyear, 
the  G>SOK  provides  comfort,  style, 
and  durability.  Odds  are  you'll  wear 
out  the  uppers  of  this  shoe  long 
before  you  grind  down  its 
permanent  turf  grips. 


EXOTICS 
FAIRWAY  WOOD 

exoticsgolf.com 
$400 

Long  known  as  a  maker  of  value-priced  clubs,  Tour  Edge  is  now  proving  it  can  innovate  with  the 
best  of  them.  Its  Exotics  fairway  woods  are  designed  with  a  superlight  titanium  cup  face  that's 
attached  to  the  steel  body  using  a  patented  chemical  bonding  process  in  lieu  of  cumbersome 
welding  techniques.  The  result:  Tour  Edge  succeeded  in  shifting  a  full  50  grams  of  weight  to  the 
sole— giving  it  one  of  the  deepest  centers  of  gravity  found  in  any  fairway  wood. 


BUTTHE AD  COVERS 

buttheadcovers.com 
$25 

If  you  tend  to,  ahem,  kick  butt  on  the 
golf  course,  these  offbeat  club  head 
covers  have  your  name  on  them.  A 
twist  on  the  traditional  animal  head 
cover,  the  Butthead  line  prominently 
displays  the  south  end  of  29 
animals,  including  a  frog,  tiger,  and 
duck,  that  all  look  like  they  dived 
headfirst  into  your  bag.  The  covers 
even  fit  snugly  over  the  new  460  cc 
oversized  drivers.  They're 
guaranteed  to  crack  up  your  friends. 


i 


BIONIC  GLOVE 

bionicglove.com 
$25 

For  golfers  with  arthritis,  even  a  few 
strokes  can  be  hard  on  the  hands. 
That's  why  an  orthopedic  surgeon 
designed  the  Bionic  Glove  with 
strategically  placed  padding  that 
helps  reduce  hand  fatigue.  Others 
will  find  the  ergonomic  design  helps 
fill  in  the  valleys  between  the  fingers 
to  give  them  a  better  grip  on  the 
club.  The  Bionic  Glove  lets  you  get 
in  as  many  as  20  rounds  before  it 
wears  out. 


AY  GOLF  ($150, 
ros.) 

sgolfdvd.com 

ess  collection  of 
tional  films 
)t  for  Warner  Bros. 
Os  (complete 
jos  by  such  stars 
Cagney)  has 
eased  in  a  boxed 
e  DVDs. 


THE  SLAM:  Bobby  Jones 
and  the  Price  of  Glory 
by  Curt  Sampson  ($25, 
Rodale  Books) 

Delves  deeper  than  earlier 
hagiographiesto 
humanize  Jones,  who 
could  handle  the  building 
pressure  to  pull  off  the 
Slam  only  with  morning 
shots  of  corn  whiskey. 


OTHER  GOODIES: 

BOLLE  KICKER  SUNGLASSES  ($100,  bolle.com) 
Enhance  contrast,  helping  you  to  read  breaks  in  greens. 
CALLAWAY  BIG  BERTHA  FUSION  IRONS 

($999,  steel  shafts;  $1,199  graphite;  callawaygolf.com) 
Meld  disparate  materials  to  dampen  vibration  at  impact. 

NICKENT  GENEX  3DX  ($100,  nickentgolf.com)  A  new 
hybrid  iron  wood  so  good  that  tour  pros  are  playing  it— 
without  being  paid. 


BusinessWeek 


For  a  slideshow  on  new  golf  gear, 
please  go  to  businessweek.com/extras 
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GIFTS 

WHEN  THEY 
DON'T  NEED  ANY 
MORE  STUFF 

WHAT  DO  YOU  give 

someone  who  has 
been  there,  bought 
that?  Perhaps  the 
thrill  of  driving  a 
Ferrari  around  a 
racetrack  at  150  mph 
($1,750)  or  the  rush 
of  floating  around  at 
"zero  G"  ($3,750). 
Both  are  available  at  The  Experience  Store 
(theexperiencestore.com).  Not  all  are 
so  pricey.  For  $299  you  can  treat 
someone  to  a  30-minute  ride  in  an 
aerobatic  plane.  And  not  all  are  for 
daredevils:  Experiences  also  include 
facials,  massages,  and  cooking  lessons. 
Recipients  receive  packaged  gift 
vouchers  in  the  mail  that  can  be 
redeemed  nationwide.        —Kate  Murphy 

TRAVEL 

EUROPE  LOOKS 
LESS  FORBIDDING 

IF  YOU'RE  HEADED  to  Europe  this 
summer,  you're  in  for  a  nice  surprise. 
Because  of  a  sluggish  economy,  the 
euro— the  currency  of  12  nations— has 
fallen  10%  against  the  dollar  since 
December  and  may  go  lower  still.  Prices 
are  still  high,  but  your  greenbacks  will 
go  further  than  you  thought.  If  the  high 
euro  scared  you  away  before,  you  may 
want  to  reconsider.  —Lauren  Young 

DECEMBER  2004*  JUNE  2005* 

Deluxe  room, 

Hotels  Arts,  Barcelona       $545.00  $490.48 

Dinner  for  two,  Blauw  aan  de 

wal  restaurant,  Amsterdam  107.73        96.87 

Taxi  from  airport  to 

city  center,  Dublin  54.55       49.05 

Admission  to  the 

Louvre,  Paris  11.59       10.42 

Cappuccino, 

Rome  1.64         1.47 

3-hour  bus  tour, 

Berlin  34.00       30.66 

-  dollar.  Dec.  20. 2004; 
12266  euro  to  dollar.  June  6. 2005  Data:  Fodw's  Travel  Publications 


ECONOMIC  INDICATORS 


Don't  Bet  on  'Em 


THE  NEXT  TIME  CNBC  BLARES  out  the  latest  leading  indicator,  turn  down  the  volur 
Leading  indicator  indexes  are  designed  to  forecast  the  economy's  performance, 
they  can  instantly  move  the  stock  market.  But  if  s  a  mistake  for  investors  to  use  I 
advice,  says  Steve  LeCompte,  managing  partner  at  CXO  Advisory  Group  in  Mana 
CXO  found  these  indexes  do  a  poor  job  of  signaling  the  marker's  longer  tern 
For  example,  the  Conference  Board  releases  a  monthly  index  combining  10  incl 
such  as  manufacturing  orders,  weekly  unemployment  claims,  and  interest  rate 
crunching  15  years  of  data,  LeCompte  found  little  correlation  between  what  th< 
board's  index  forecasts  for  the  economy  and  the  performance  of  the  Standard  & 
500-stock  index  over  the  next  3  to  12  months.  If  anything,  the  market  was  sligl 
more  likely  to  move  in  the  opposite  direction.  CXO  got  similar  results  for  the  w< 
leading  index  of  the  Economic  Cycle  Research  Institute.  Even  the  Federal  Rese 
Bank  of  Philadelphia's  Survey  of  Professional  Forecasters,  which  polls  two  dozen 
economists,  didn't  fare  any  better  in  predicting  market  moves.  — Aaron  1 


TIME  OFF 

THE  NASCAR  ACTION  this  summer  isn't  just  on  the  track 
Founded  by  JKS  Motorsports  owner  Will  Spencer,  the  ne\ 
Winston  Cup  Museum  in  Winston-Salem,  N.C.,  showcase 
Winston's  3 5-year  sponsorship  of  NASCAR  racing  with  c; 
well  as  memorabilia  like 
trophies,  uniforms,  helmets, 
and  posters.  One  highlight:  a 
black  No.  3  Chevrolet  driven 
by  the  late  Dale  Earnhardt, 
who  won  seven  Winston  Cup 
championships  (winston- 
cupmuseum.com).  Vroom! 

-Monica  Gagnier 
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n  his  company,  business  intelligence  on  the  ERP  system  lifts  everyone's  performance. 
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!  Business  performance  on  an  entirely  new  scale.  Now  your 
|  ERP  data  goes  to  work  instead  of  hiding  in  a  silo.  Enterprise  reporting 
and  analysis  are  available  to  everyone.  One  solution  standardized 
|  for  every  department  thanks  to  the  world's  only  integrated  business 
intelligence  platform.  Excellence  everywhere. 
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Personal  Business  The  Barker  Portfc. 


BY  ROBERT  BARKER 


Take  This  Steak  House  A 
IPO  with  a  Grain  of  Saltl 


Sorry,  Bill,  but  what  intrigued  me  most 
the  other  day  on  The  O'Reilly  Factor  was 
an  advertisement.  It  was  that  one  for 
Ruth's  Chris  Steak  House,  the  chain  of 
restaurants  whose  trademark  sizzle  came 
across  on  cable  TV  most  temptingly.  If 
only  I  could've  hit  a  button  on  my  remote 
and  had  a  hot  filet  served  right  then. 

With  87  locations  that  go  by  its  inscrutable  name,  Ruth's 
Chris  Steak  House  now  is  preparing  to  sell  not  just  supremely 
hot  steaks  but  also  stock  (table).  Executives  at  the  Metairie 
(La.)  company  are  keeping  quiet  ahead  of  the  initial  public 
offering,  and  key  elements  of  the  deal— price,  number  of 
shares  up  for  sale— have  yet  to  be  set.  Just  the  same,  Ruth's 
Securities  &  Exchange  Commission  filing  holds  many  clues  to 
how  this  IPO  will  play  out. 

THE  DEAL  IS  COMING  40  YEARS  after  the  company's  late 

founder,  Ruth  Fertel,  bought  her  first  restaurant  in  New 

Orleans.  In  1999,  a  group  led  by  Madison  Dearborn  Partners, 

an  $8  billion  Chicago  private-equity  firm,  took  over  the  chain. 

Results  since  have  proved  wobbly. 

Operating  profit— $19.7  million  in  2000  on 

revenue  of  $162  million— the  next  year  sank 

below  $15  million,  on  $154  million  in 

revenue.  After  bumping  along  near  those 

levels,  business  in  2004  firmed  notably,  with 

$23.3  million  in  operating  profit  on  sales  of 

$192.2  million.  Sales  should  jump  again 

this  year  as  units  open  in  Biloxi,  Miss.; 

Boston;  Charlotte,  N.C.;  Sacramento,  Calif; 

and  Virginia  Beach,  Va. 

Ruth's  is  hoping  each  year  to  add  from  8 
to  12  new  restaurants,  some  of  them  via 
franchising.  Naturally,  there's  no  guarantee 
that  the  new  units  will  prosper.  Late  last 
year,  operating  losses  forced  Ruth's  to  close 
two  restaurants,  one  in  Sugar  Land,  Tex., 
and  another  in  New  York  City  near  the  U.N. 
Such  mistakes  may  be  expected  in  any 
business,  but  Ruth's  can't  easily  afford 
them.  Its  balance  sheet  is  burdened  by  long- 
term  debt  and  preferred  stock  that  must 
redeemed.  Net  worth  at  yearend  stood  at  a 
negative  $51.5  million.  Part  of  the  IPO 


Ruth's 

Steak  House 


Revenue 


Operating  Income 


Cash 


Total  Debt  and  Preferred  Stock    120.9 


Shareholders'  Deficit 


Symbol' 


Broiler  Temperature  1,800  Fahrenheit 


How  It  Got  Its  Odd  Name  In  1965,  late 
founder  Ruth  Fertel  bought  Chris  Steak 
House  in  New  Orleans.  When  a  fire  de- 
stroyed it,  terms  of  her  purchase  barred 
Ruth  from  using  the  original  name  at  a 
new  location.  So  she  added  hers. 


Income  statement  dju  for  ;004 


proceeds  are  set  to  go  straight  to  the  WHERE'S  THE  BD 

selling  equity  holders,  led  by  Madison         Yearend  net  wot 
Dearborn.  Another  part  stands  to  go  to       was  negative 
Ruth's  itself,  which  then  will  turn  $5^million 

around  and  repay  creditors,  including 
Madison  Dearborn,  Banc  of  America  Securities,  and 
Wachovia  Investors.  Affiliates  of  the  latter  two  are  the  deal': 
leading  underwriters. 

Because  no  price  has  yet  been  set  for  shares  in  Ruth's,  it's 
impossible  to  say  whether  they  will  prove  as  tempting  as  Ri 
steaks.  But  some  guideposts  to  how  the  company  might  fi 
be  valued  do  exist  For  starters,  there  are  comparisons  with 
competitors.  Smith  &  Wollensky  Resta 
Group  last  year  had  sales  of  $123  million 
enterprise  value— that  is,  stock  market  val 
plus  net  debt— now  comes  to  $82  million, 
0.7  times  last  year's  sales,  according  to 
Capital  IQ,  a  division  of  Standard  &  Poor's 
Another  rival,  Morton's  Restaurant  Group, 
no  longer  public.  But  when  it  went  privai 
2002,  the  buyout  valued  Morton's  at  not 
quite  0.8  times  trailing  sales.  Then  there 
Ruth's  itself.  Madison  Dearborn  bought 
Ruth's  in  1999  when  the  economy— and 
demand  for  fancy  steak  dinners— were 
ablaze,  valuing  it  at  $182  million  in  cash 
assumed  debt.  That  works  out  to  more  thi 
1.1  times  2000  sales. 

At  last  report,  Ruth's  net  debt  came  fc 
$117  million.  Figuring  generously  that 
chain  still  is  worth  1.1  times  sales  sugg 
an  equity  value  of,  say,  $95  million.  It's 
good  bet  the  sellers  want  to  get  much 
more.  If  Ruth's  tempts  you,  wait  for  the 
sizzle  to  fizzle.  II 

E-mail:  rb@businessweeh 
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How  15  different  opinions 
finally  agreed  on  one  label 


Brainstorm,  to  create, 
*  Office  Live  Meeting, 
ng  offers  countless  a 
dback  by  taking  a  live 


compromise.  And  you  need  to  do  it  with  people  scattered  around  the  globe.  Thanks 
got  a  whole  lot  easier.  With  a  new  interface  and  intuitive  features,  this  latest  release 
■     Give  a  sales  presentation,  review  marketing  materials,  even  get  instant 

nq  vour desK 


Meeting  i(   i   ervicethatw  >ly  with  Microsoft  Office  programs  you  use  everyday  like  Outlook®  and  PowerPoint* 

:     mivei    il  l<  ihari  >u  can  view  any  printable  document  at  any  size  without  losing  picture  quality.  It's  web 

m  the  comi  i    .:•'    mined  to  make  it  even  better. 


g  at  its  bes 


Try  Live  Meeting  free'  for  14  days  and  have  all  the  online 
meetings  you  want.  Visit  www.microsoft.com/collaboratelive 


Microsoft  Office 


Live  Meeting 
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Personal  Business  Inside  Wall  Stree 


BY  GENE  G.  MARCIAL 

A  JUICY  SITE  ON  THE  VEGAS  STRIP  MAKES  AZTAR  BUYOUT  BAIT. 
PRICESMART'S  OWNERS  COULD  TAKE  IT  PRIVATE-OR  BOW  OUT. 
SALES  ARE  CLICKING  FOR  PERFICIENT'S  INTERNET  SOFTWARE.    If 


A  STEEP  CLIMB 
LATELY 


.  DOLLARS 
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Betting  Big  on  Aztar 

Larry  Haverty  of  Gabelli  Asset  Management  won  big  at  the 
dice  tables  in  Las  Vegas  a  few  weeks  ago.  But  a  smarter 
play,  he  says,  is  Aztar  (AZR),  operator  of  Tropicana  Casino 
&  Hotel  in  Vegas  and  Adantic  City.  The  Street  is  underwhelmed 
by  Aztar's  prospects  because  of  fierce 
rivals.  But  Haverty  thinks  it  may  soon 
be  in  play.  Aztar,  which  also  owns  a 
casino  in  Laughlin,  Nev,  and  two 
riverboats  in  Missouri  and  Indiana,  "is 
an  attractive  target  for  the  likes  of 
Station  Casinos  and  Boyd  Gaming," 
says  Haverty.  Aztar  has  34 
underutilized  acres  on  the  Strip— on 
part  of  which  the  Tropicana  stands,  says 
Haverty.  The  site,  he  adds,  could  easily 
hold  another  hotel.  Aztar  shares  rose 
from  26  in  early  May  to  31.53  on  June  8, 
thanks  to  speculation  that  Aztar  will  have  to  develop  the 
property— or  sell.  Haverty  sees  the  stock  at  40  in  a  year.  "A 
decision  about  plans  for  the  site  could  trigger  a  burst  of 
investor  excitement,"  notes  Value  Line's  George  Rho,  who 
otherwise  isn't  bullish  on  Aztar.  Earnings,  he  points  out,  have 
been  sluggish  since  2002,  but  he  sees  a  pickup  in  2006.  Rho 
forecasts  earnings  of  $1.45  a  share  in  2005  on  sales  of  $910 
million,  and  $1.80  in  2006  on  $945  million.  Boyd's  Rob 
Stillwell  says  the  rumor  is  interesting  but  he  won't  discuss  it. 
Aztar's  Joe  Cole  declined  comment;  Station  didn't  return  calls. 

PriceSmart  May  Be  for  Sale. 
Will  Wal-Mart  Go  Shopping? 

SOL  PRICE,  WHO  IN  1976  FOUNDED  Price  Club,  the  first 
membership  warehouse  store,  sold  it  in  1993  to  Costco 
Wholesale.  A  few  years  later  he  formed  PriceSmart 
<PSMT).  Based  in  San  Diego,  PriceSmart  runs  26  U.S.-style 
warehouse  clubs  in  Latin  America  and  Asia.  The  Price  family, 
led  by  CEO  Robert  Price,  Sol's  son,  may  do  a  further  deal:  take 
PriceSmart  private  or  sell  it.  Robert  Robotti,  who  has  a  4.6% 
stake,  says  execs  considered  going  private  in  February  to  avoid 
costs  of  complying  with  Sarbanes-Oxley.  The  family  dropped 
the  idea  when  the  government  extended  compliance  by  a  year. 
Robotti,  who  runs  an  investment  firm  of  that  name,  says  the 
Prices,  who  own  50%  of  PriceSmart,  may  still  go  that  route— or 
sell  to  Costco,  with  which  the  Prices  still  have  close  ties.  Stuart 
Shikiar  of  Shikiar  Asset  Management,  which  owns  shares,  also 


expects  a  deal,  but  he  thinks  Wal-Mart, 

which  owns  Sam's  Club,  would  be  a 

logical  buyer  to  extend  its  global  reach. 

PriceSmart  has  repaired  its  balance 

sheet,  notes  Shikiar:  In  a  rights 

offering,  it  converted  its  $50  million 

debt  into  equity,  at  8  to  10  a  share.  He 

says  the  stock,  now  at  7.36,  is  worth  12 

to  15.  Although  PriceSmart  is  still  in  the 

red,  sales  are  up,  and  he  says  they'll  hit 

$700  million  this  year,  vs.  $609  million 

in  2004.  In  two  years,  he  expects 

earnings  of  50<t  to  75<t  a  share.  Wal-Mart's  Bill  Wertz  says: 

"We're  interested  in  Latin  America  but  we  can't  comment 

market  rumors."  PriceSmart  didn't  return  calls. 
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Happy  Surprises 
At  Perf  icient 


LITTLE-KNOWN  PERFICIENT  (PRFT),  whose  solid 
quarter  represented  its  ninth  straight  period  of  im 
operating  earnings,  isn't  done  pulling  favorable 
surprises.  So  says  CEO  Jack  McDonald,  who  figures  intern 
growth,  aided  by  acquisitions  in  the  pipeline,  will  boost  2 
and  2006  sales  and  profits.  Perficient 
helps  companies  adapt  their  systems  to 
the  Net,  using  IBM's  WebSphere 
software.  He  figures  sales  could  hit 
$200  million  in  2006— twice  the  pre- 
vailing forecast— based  on  current 
sales,  plus  acquisitions  in  the  works 
that  he  estimates  would  bring  in  $50 
million.  Peter  Heckmann  of  Stifel 
Nicolaus,  which  has  done  banking  for 
Perficient,  sees  earnings  of  25<t  a  share 
in  2005  on  sales  of  $84.2  rnillion,  and 
32<t  in  2006  on  $99.8  million  (exclu- 
ding acquisitions).  Jamie  Cuellar  of  Brazos  Mutual  Funds 
started  buying  shares— now  at  7— in  November  at  4.50.  H  J 
says  improved  corporate  spending  on  info  tech  is  driving  up 
Perficient's  sales.  The  company  was  featured  in  this  column 
May  10, 2004,  when  shares  traded  at  4.11.  II 
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Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day.  usually  Thursdays. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  tW 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  tnvestj 
banking  or  other  financial  relationships  with  them. 
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are  two  things  that  are  certain  with  VoIP 
nilar  to  the  impact  E-mail  has  had  on  writ- 
pondence,  VoIP  will  forever  change  the 

communicate  verbally  and  visually  over 
:.  Second,  successful  deployment  of  VoIP  is 
lependent  upon  the  ability  to  independent- 
tify  the  components,  services  and  infra- 
e  that  deliver  and  support  it. 
ier  to  implement,  verify  and  monitor  VoIP 

highly  specialized  testing  solutions  should 
of  the  first  considerations.  Too  often,  these 
1  tools  are  over-looked  or  viewed  as  unnec- 
until  problems  arise.     Almost  invariably, 


when  a  project  is  in  danger  of  being  delivered  late 
or  the  budget  overrun,  the  mad  scramble  for  help 
begins.  While  hindsight  may  be  20/20,  foresight  is 
certainly  20/10. 

To  ensure  success,  every  network  component, 
LAN  and  WAN  segment,  and  endpoint  connection 
should  be  verified  and  quantified  objectively  and 
independently.  These  individual  metrics  become 
the  baseline  for  overall  system  performance,  identi- 
fying and  troubleshooting  problems,  and  predict- 
ing the  impact  of  future  expansion  plans.  A  full 
baseline  of  even  the  most  complex  network  can  be 
accomplished  in  less  than  two  weeks  with  the 


proper  tools  and  training.  "Baselining"  also  allows 
you  to  determine  the  impact  (positive  or  negative) 
of  any  software  or  hardware  updates. 

The  tools  you  choose  should  be  flexible  enough 
to  cover  the  entire  project  lifecycle,  portable 
enough  to  be  used  anywhere,  and  powerful  enough 
to  drive  components  to  their  limits.  They  should 
also  provide  robust  monitoring  and  reporting  capa- 
bilities. Software-based  verification  tools  generat- 
ing true  VoIP  traffic  offer  an  economical,  flexible 
solution  to  ensure  the  success  of  your  project;  help- 
ing to  reduce  development  and  deployment  time 
and  accelerate  your  projects  ROI. 

As  with  anything  else,  the  key  to  successful  VoIP 
deployment  is  understanding  how  to  avoid  failure 
in  the  first  place. 


To  read  the  full  report,  go  to 
www.technologyreports.com/touchstone.asp 


Touchstone  Technologies,  Inc.  provides  essential  VoIP  verification  products  and  services.  Located  in  the  suburban  Philadelphia  Technology 
T  OH  CitStOTlG    Corridor  in  Hatboro,  PA,  our  mission  is  to  provide  the  highest-quality  products  and  services  at  the  fairest  prices.  Touchstone's  principals 

have  been  developing  world-class  testing  tools  for  VoIP  and  Video  Conferencing  since  1989  and  have  chaired  or  served  on  several  ITU 


Technologies 


video  and  signaling  standards  committees.  For  more  information,  please  visit  us  at  www.touchstone-inccom. 


d  The  Right  Online  Meeting 
eb  Conferencing)  Solution 


Web  is  fast  becoming  the  meeting  place  of 
ire  and  many  companies  are  struggling  to 
right  technology  provider  to  best  suit 
eds  -  and  budget.  There  are  hundreds  of 

in  the  space  vying  for  your  attention  and 
merous  features  they  offer  bring  many 

to  all  categories  of  online  meetings: 

conferences:  interactive  meetings  that 
the  host  to  instantly  conduct  slideshows 

his/her  desktop 
Dinars:  seminars  conducted  over  the  Web 
quire  attendees  to  register  in  advance 
Dcasts:  a  broadcast  of  information  over 


the  Internet  that  is  much  like  that  of  a  tradition- 
al television  or  radio  broadcast. 


Category  &  Features:  The  first  step  is  deter- 
mining your  organizations  needs.  Are  you  look- 
ing for  a  large-event  or  small-meeting  solution? 


Will  the  invitees  primarily  be  internal  or  exter- 
nal? Answers  to  these  questions  will  help  you 
decide  what  solution  category  to  focus  on  and 
build  a  list  of  desired  features. 

Solution  Type  &  Pricing:  Do  you  have  steady 
usage,  or  is  it  highly  unpredictable?  Heavy  usage 
or  light?  The  answers  will  most  likely  dictate 
whether  or  not  to  buy  an  in-house  or  outsourced 
solution  and  what  pricing  model  is  best  for  you. 

Service:  Great  service  is  what  really  sets  one  ven- 
dor apart  from  another  and  makes  for  a  great  online 
meeting  experience.  Look  for  a  vendor  that  provides 
you  with  dedicated  account  managers,  free  training. 
on-the-fly  technical  support,  and  a  sendee  guarantee. 

And  don't  forget  to  ask  for  a  free  trial,  if  they 
haven't  already  offered  it. 


To  read  the  full  report,  go  to 

www.technology-reports.com/webconferencing.asp 


_  ■         B  _  g  The  trusted  provider  of  reliable  phone  and  Web  conferencing,  webinar  and  webcasting  services,  Infinite  Conferencing  delivers 

W%  T I  W%  I T  A  *    feature-rich  solutions  that  range  from  on-demand  conferencing  to  full-scale  online  events.  The  Company  offers  further  value 


CONFERENCING 


through  its  team  of  experienced  experts  who  help  tailor  each  solution  to  their  clients'  specific  needs.  See  our  free  trial  offer 
for  BusinessWeek  subscribers  at  www.infin'rteconferencingxom/bw  or  call  1-888-203-7900. 
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Gateway  to  the  Future:  Signaling 
in  Converging  Networks 


On  March  10,  1876,  it's  doubtful  that  Alexander 
Graham  Bell  imagined  what  would  become  of  the 
technology  he  had  perfected;  wires  across  the  ocean, 
wires  around  the  world,  and  signals  bouncing  off 
satellites.  Communication  by  voice,  video,  and  text 
is  available  nearly  everywhere,  all  the  time.  Nearly 
To  progress  from  nearly  to  always,  one  must 
understand  the  meaning  of  "convergence"  in  today's 
communications  networks.  Bell's  traditional  "cir- 
cuit-switched voice"  service  is  merging  with  VoIP 
(Voice  over  Internet  Protocol).  VoIP  has  resolved 
the  problems  of  jitter  and  delay  that  limited  early 
deployments  to  the  international  long-haul  market 


where  low  cost  trumped  low  quality  Today,  with 
improved  quality  and  an  upturn  in  the  industry, 
every  major  service  provider  worldwide  is  offering 
packetized  voice  over  Internet-like  data  networks. 


In  wireless,  convergence  is  more  about  becom- 
ing the  pnmary  phone  and  data  access  point  for 
both  residential  and  commercial  users.  Family 
and  affinity  group  voice  plans  are  designed  to 


replace  the  landline  phone.  Pictures,  text  mi 
ing,  and  Internet  access  on  the  handset  c 
mobile  PCs.  Wireless  is  truly  where  it's  at. 

All  of  this  convergence,  however,  requires  I 
operability.  Signaling  is  a  key  component  i 
converging  world.  Calls  from  any  source  rm 
able"  to  reach  any  destination.  Current  ser 
such  as  caller  ID,  toll-free  calling,  and  mr 
portability  all  must  be  supported.  New  sei 
must  be  rolled  out  to  increase  revenue  in  sat 
ed  markets  without  compromising  back 
compatibility.  Signaling  gateways  make  this 
sible.  By  communicating  simultaneously  vn 
elements  in  all  networks,  signaling  gateways . 
calls  to  be  set  up  from  one  domain  to  anoth 
another,  all  from  one  managed  system. 


To  read  the  full  report,  go  to 
www.technology-reports.com/adax. a 


A  small  start-up  in  1982,  Adax  primarily  sold  X.25  datacommunications  solutions.  Soon,  OEM  arrangements  required  Adax  to  st 
TCP/IP  for  the  Defense  Department's  Data  Network.  Since  then,  Adax  has  provided  superior  signaling  solutions  to  the  world's  I 
ing  telecommmunications  companies,  including  high-performance  communications  controllers  and  software  for  SS7,  ATM,  and 
TRAN.  How  does  Adax  deal  with  convergence?  The  Adax  Gateway  does  the  job:  http;//www.adaxcom  (510)  548-7047 


Outsourcing  Telecom  Spend 
Management  Drives  Big  Savings 


Billing  errors  of  7-10%  on  telecom  invoices  result 
in  nearly  $8  million  a  year  in  lost  profits  to  the  aver- 
age Fortune  500  company  Couple  this  with  unfa- 
vorable contract  terms  and  limited  visibility  into 
spending  habits  and  you  have  the  makings  for  an 
enterprise-wide  cost  savings  opportunity. 

As  business  strategies  require  more  emphasis  on 
communications,  the  complexities  of  managing 
vendors,  contracts,  inventory  and  thousands  of 
invoices  limit  your  ability  to  focus  on  core  business 
activities.  Companies  must  manage  many  telecom- 
related  business  processes:  contract  negotiation, 
invoice  processing,  cost  allocation,  and  ordering. 


Smart  companies  are  turning  to  Business  Process 
Outsourcers  (BPO)  that  combine  expertise  and 
technology  to  optimize  day-to-day  management 
tasks  and  wring  cost  savings  from  telecom  budgets. 

TYPICAL  SAVIN6S  BREAKDOWN 

U%|  Invoice  Processing!  MS! 
Historical  Audit 

17.1%  I  Contract  Procurement 


10      is      20 


30       35        40 


Specialized    Telecom    Expense    Managei 
(TEM)  providers  offer  a  viable  alternative  to  J 
nally  managing  telecom  expenses.  TEM  prov 
create  value  as  they: 
•Perform  tedious,  daily  invoice  processing} 
•D)Tiamically  audit  and  validate  each  invok 
•Provide  you  with  savings,  insight  and  conr 
In  looking  for  a  telecom  management  solu 
enterprises  should  seek  a  partner  that  offers  ai 
prehensive  approach  that  encompasses  all M^ 
of  their  communications  environment. 

Adopters  of  BPO  solutions  that  take  advantal 
the  most  compelling  combination  of  pel 
process  and  technology  are  realizing  sigJB 
reductions  in  telecommunication  expenses  j| 
retaining  their  focus  on  core  business  objecrjll 


To  read  the  full  report,  go  to 
www.technology-reports.com/vercuit 


AAA 

A  A 


Vercuity  is  a  leading  provider  of  telecommunications  expense  management  services  (TEM)  to  the  Fortune  1000  and  Global 
^  j  .  Services  include:  historical  telecom  audit,  invoice  processing,  call  accounting  and  cost  allocation,  wireless  management,  and  con 

vCrCU.lt  V  ne9°tiat'on-  Vercuity's  clients  saved  over  $2  billion  from  the  $8  billion  of  contracts  negotiated  and  $4.4  billion  of  telecom  sei 
'  "  under  management.  Vercuity,  headquartered  in  Denver,  has  been  in  business  process  outsourcing  since  1986.  www.vercuity.ee 
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isted  VoIP:  Advanced 
>mmunications  for  Business 


hosted  IP  PBX  market,  now  over  3  years 
.11  grow  to  $8  billion  by  2008.  Businesses 
ike  advantage  of  hosted  VoIP  will  have 

to  a  dynamic  technology  platform  that 
"s  advanced  applications  driving  productiv- 
ns  and  cost  savings.  Advanced  communi- 

is  rapidly  becoming  the  key  to  economic 
age  over  competition. 
f  VoIP  for  business? 

delivers  voice  in  data  packets  that  are 
orted  over  a  converged  voice  and  data  net- 

The  initial  adoption  of  VoIP  as  a  PBX 
ment  has  focused  on  cost  savings  from  toll 


bypass  and  a  simplified  network.  However,  the 
real  benefit  is  the  delivery  of  integrated  applica- 
tions creating  tremendous  productivity  gains. 
For  example,  the  platform  enables  medical  prac- 
tices to  search  an  internal  database  for  appoint- 
ments, place  an  outbound  call  to  the  patient 
reminding  them  of  their  appointment,  and  obtain 
patient  confirmation  with  simple  voice  responses. 
Any  application  that  integrates  voice  and  data  can 
easily  be  deployed  to  create  significant  economic 
advantage. 

Why  a  hosted  solution? 

The  major  challenges  in  deploying  a  VoIP  solu- 


tion are  the  capital  cost  and  technical  expertise 
required  to  build  and  manage  the  solution.  As 
new  applications  are  deployed,  it  becomes  even 
more  challenging  (and  expensive)  to  design, 
implement  and  maintain  an  increasingly  complex 
solution.  In  contrast,  a  hosted  communications 
provider  delivers  all  the  value  derived  from  VoIP 
without  the  challenges  and  costs  associated  with 
an  on-premise  solution.  A  hosted  communica- 
tions provider  has  designed,  tested  and  deployed 
these  advanced  applications  in  a  centralized  data 
center  and  delivers  them  remotely  to  end  user 
customers.  A  hosted  communications  provider 
also  offers  advanced  customer  care  including 
24x7  service,  provisioning  tools  and  consolida- 
tion of  all  communications  vendors. 


To  read  the  full  report,  go  to 
www.technology-reports.com/calltower.asp 


CallTower 


CallTower  is  the  leading  nationwide  provider  of  hosted  IP  PBX  services.  Built  upon  Cisco  core  intelligence,  CallTower  delivers  a  compre- 
hensive communications  solution  to  businesses  of  all  sizes.  CallTower  delivers  enterprise  class  voice,  data  and  applications  with  no 
inhouse  management  resources  or  capital  expenditure  required.  CallTower's  fully  hosted  services  encompass  Cisco  IP  phones,  Microsoft 
Exchange,  outbound  and  toll  free  calling,  unified  messaging,  call  center  functionality,  mobile  devices,  and  more,  www.calltower.com 


e  You  Prepared? 


n  disaster  strikes  -  are  you  prepared  to 
information  to  the  right  people  in  your 
ss  -  at  exactly  the  right  time? 
n  networks  fail  -  are  you  prepared  to 
[uickly  to  prevent  lost  revenue  or  business 
tion? 

new  products  launch  -  are  you 
ed  to  reach  your  customers  wherever 
re  and  however  they  want  to  be  touched? 
n  email  alone  won't  get  the  job  done  -  are 
epared  to  communicate  instantly  with  all 
mployees,  customers,  and  partners? 
oth  routine  and  emergency  situations,  a 


mass  notification  system  can  deliver  messages  to 
ten  or  tens  of  thousands  instantly  via  phone, 
email,  IM,  pager,  fax,  and  PDA.  From  CEO's  to 
Business  Continuity  Planners  to  IT  personnel, 
professionals  in  every  industry  are  using  mass 
notification  solutions  to  increase  their  commu- 
nication efficiency. 

Regular  use  of  Mass  Notification  in  many  dif- 
ferent capacities  has  enabled  organizations  to 
realize  the  benefits  of  having  automated  com- 
munication links  available  anytime  across 
departments. 

So  ask  yourself  again... are  you  prepared? 


EMERGENCIES 

Connect  key  personnel,  direct 

employees,  or  manage  a  lull  response      »— 


NETWORK  INTERRUPTIONS 

Communicate  instantly  to  prevent  or 
improve  reaction  time  to  outages 


NEW  PRODUCT  RELEASES 

Proaclively  communicate  the  latest 
product  and  system  releases 


SALES  &  MARKETING 

PROMOTIONS 

i 

Instantly  survey  your  customers  and 
obtain  real  time  feedback 


ort,  go  to 
www.technology-reports.com/3N.asp 


3n's  innovative  and  powerful  notification  system  is  the  most  advanced  and  easy-to-use  notification  system  on  the  market  today.  Whether  used 
for  emergency  or  non-emergency  applications,  customers  can  notify  thousands  in  seconds.  With  advanced  features  such  as  polling  and  one- 
touch  conference  calling,  3n  is  the  most  efficient  way  to  manage  your  important  communications.  Please  visit  wwwJnonline.com/prepare  or 
call  National  Notification  Network  (3n)  toll-free  (888)  366-4911. 
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Voicemail  Systems: 

Is  Yours  Living  on  Borrowed  Time? 


Legacy  voicemail  systems  are  showing  signs  of 
old  age.  Many  have  already  oudived  their  life 
expectancy.  As  more  and  more  systems  operate  on 
obsolete  hardware,  the  cost  of  replacing  failed  com- 
ponents and  maintaining  crippled  equipment  has 
become  a  significant  expense  for  a  growing  number 
of  enterprises.  These  enterprises  know  they  need  to 
act  soon  or  risk  a  prolonged  service  outage.  But 
until  recendy  replacement  options  have  been  less 
than  desirable. 

Voicemail  was  originally  architected  as  a  phone 
system  add-on,  and  "next  generation"  solutions 
merely  added  capabilities  to  this  existing  architec- 


ture. While  enterprises  have  been  calling  for  the 
integration  of  voicemail  and  email  into  a  single 
inbox,  so-called  "unified  messaging"  (UM)  solu- 
tions have  failed.  With  a  PBX-centric  architecture, 
UM  is  costiy  complex  and  unreliable.  It  continues 
to  use  two  separate  infrastructures  -  one  for  voice- 
mail  and  one  for  email.  Enterprises  condnue  to 
seek  freedom  from  the  redundant  administration, 
instability,  and  high  costs  of  existing  solutions. 

A  new,  breakthrough,  Microsoft-centric  approach 
finally  delivers  a  solution  that  is  full)'  integrated  into 
the  corporate  messaging  infrastructure.  This  new 
approach  is  based  on  an  architecture  that  uses 


IJM'.'Ji] 


visit  www.technology-i 


Exchange  for  voicemail  storage  and 
Directory  for  user  administration.  It  deliv) 
promise  of  unified  messaging  -  ease  of  us  i 
administrative  costs,  and  increased  functioil 
without  the  issues  inherent  in  the  old  PBX-J 
architectures.  This  new  approach  frees  vo| 
from  its  traditional  PBX  shackles. 

Mid  to  large  enterprises  can  now  lever 
existing  collaboration  infrastructure  -  email 
dar,  contacts  and  global  address  list,  presence 
-  by  integrating  the  user  data  and  adminisrj 
voicemail  into  their  Active  Directory  enviror 

For  executives  and  professionals,  an 
bonus  is  the  ability  to  access  office        | 
directly  on  their  Blackberry,  PocketPC,  ori' 
handheld  device. 


To  read  the  full  report,  go  to 
www.technology-reports.com/ado  ( 
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adomo 


Adomo  Inc.  is  the  provider  of  a  new  generation  of  enterprise  voice  messaging  appliances  tightly  integrated  with  Mic 
Exchange  and  Active  Directory.  By  combining  its  hardened  appliance  platform  with  Exchange,  the  Adomo  solution  elinv 
up  to  80%  of  the  maintenance  costs  of  traditional  voicemail  systems  while  providing  easy  access  to  voicemail  fro 
Microsoft  Exchange  compatible  device  or  client.  Cupertino,  CA;  www.adomo.com;  sales@adomo.com;  800-MY-ADOMO 


MVNOs:  Put  Your  Brand 
In  Their  Hands 


"I  am  an  MVNO." 

Those  were  the  words  of  hip-hop  mogul  Sean 
"P  Diddy"  Combs  at  the  annual  conference  for 
the  wireless  industry  in  March.  The  phrasing 
was  distinct,  bold,  and,  oddly,  entirely  expected. 

Mobile  virtual  network  operators,  or  MVNOs, 
are  entities  that  sell  wireless  service  but  without 
becoming  a  carrier.  The  pitch,  as  Combs  said  in 
his  speech,  is  community.  "I  don't  have  the  spec- 
trum, 1  don't  own  the  infrastructure,  I  don't 
make  customer  service  calls,  but  I  do  have  sub- 
scribers. 1  have  tens  of  millions  of  them." 

The  idea  that  millions  will  buy  a  piece  of 


P.  Diddy  resonates.  After  all,  he's  parlayed 
his  hip-hop  fame  into  a  new  career  as  a  fash- 
ion maven.  A  phone  is  just  an  extension  of 
his  brand. 

MVNOs  are  in  vogue,  states  Dave 
Peterschmidt,  a  prominent  figure  in  the  indus- 
try. "Sports  fans.  Movie  buffs.  Music  aficiona- 
dos. Each  of  these  groups  is  congregating 
online.  And  they  want  to  take  their  communities 
with  them  wherever  they  go." 

In  other  words:  MVNOs  satisfy  the  demand 
for  wired  and  mobile  communities.  But  getting 
one  off  the  ground  isn't  simple.  Fortunately 


there  is  a  solution.  The  software  integral 
with  the  infrastructure  of  wireless 
making  enhanced  features  such  as  photi 
saging  and  video  voicemail  easier. 

But    MVNOs    aren't   just    about    fe 
Unique,  branded  content  is  the  biggestj 
And  that  leaves  software  and  servic 
missing      pieces      for      aspiring      Nf\ 
Companies  with  a  deep  knowledge  of 
and  network  software  can  help  elimina 
guesswork. 

The    revolution,    however,    has   onlj 
begun.  P.  Diddy  defined  it  best  in  a 
interview  with  BusinessWeek:   "I'm  a 
wireless  mogul." 


rs: 


To  read  the  full  report,  go  to 
www.technology-reports.com/openw 
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OPENWAVE 


Openwave  Systems  Inc.  (Nasdaq:  OPWV)  is  the  leading  independent  provider  of  software  and  services  for  the  comnn 
tions  industry.  Openwave's  breadth  of  products  -  including  mobile  phone  and  server  software  -  enable  its  custom 
deliver  innovative  and  differentiated  data  services.  The  company  is  headquartered  in  Redwood  City,  California.  For 
information  please  visit  www.openwave.com. 
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%  CHANGE 
YEAR  TO     LAST  12 


U.S.  MARKETS 

JUNE  8 

WEEK 

DATE 

MONTHS 

S&P  500 

Dow  Jones  Industrials 

NASDAQ  Composite 

S&P  MidCap  400 

1194.7 

10.4763 

20602 

674.4 

325.3 

-0.6 
-0.7 
-1.3 
-0.2 

-L4 

-2.8 

-5.3 

L7 

4.6 

0.4 

1.8 

12.2 

S&P  SmallCap  600 

-0.4 

-LI 

13.4 

DJ  Wilshire  5000 

SECTORS 

BusinessWeek  50* 
BW  Info  Tech  100" 

11.821.9 

705.3 
3562 
576.4 

-0.5 

-0.9 
-0.9 
-0.8 

-LI 

0.1 
-4.6 

6.3 

7.3 
2.9 

S&P/BARRA  Growth 

-L0 

1.0 

S&P/BARRA  Value 
S&P  Energy 
S&P  Financials 

613.9 
329.6 
392.8 

-0.4 
-0.2 
-0.6 

-L9 
142 

-4.4 

8.2 

36.4 

1.0 

S&PREIT 

S&P  Transportation 

S&P  Utilities 
GSTI  Internet 

148.0 
215.0 
154.0 
167.0 
75U 

1.8 
-2.0 

0.4 
-1.2 

2.5 
-103 

8.8 
-6.3 

26.5 
7.3 

30.5 
0.9 

PSE  Technology 

-1.1 

-3.6 

3.5 

GLOBAL  MARKETS  junes  week 

S&P  Euro  Plus  (U.S.  Dollar)  1352.4  0.8 

London  (FT-SE 100)  5003.7  -0.1 

Paris  (CAC  40)  4171.4  -0.2 

Frankfurt  (DAX)  4557.3  0.7 

Tokyo  (NIKKEI  225)  11281.0  -0.4 

Hong  Kong  (Hang  Seng)  13.898.6  0.2 

Toronto  (S&P/TSX  Composite)  97073  0.6 

Mexico  City  (IPC)  13.102.7  -0.3 


%  CHANGE 
YEAR  TO      LAST  12 
!         DATE        MONTHS 

-32 

13.1 

33 

11.1 

92 

12.0 

7.1 

13.4 

-L8 

-1.5 

-2.3 

12.6 

5.0 

L4 


15.4 
26.8 


1.61% 
21.4 
17J. 
131% 


•Mar.  19. 1999=1000     "Feb.  7.  2000=1000 


FUNDAMENTALS                        june?  weekago    yearago 

S&P  500  Dividend  Yield                     2.03%  204% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)     19.6  19.5 

S&P  500  P/E  Ratio  (Next  12  mos.)*        15.7  15.6 

First  Call  Earnings  Revision*              -0.68%  -0.56% 

•First  Call  Corp. 

TECHNICAL  INDICATORS          june?  weekago     reading 

S&P  500  200-day  average                 1167.5  1164.7       Positive 

Stocks  above  200-day  average             62.0%  59.0%     Neutral 

Options:  Put/call  ratio                          0.78  0.74       Positive 

Insiders:  Vickers  NYSE  Sell/buy  ratio     3.17  3  09      Negative 


BEST-PERFORMING    UST 

GROUPS  month  % 


Wireless  Services  13.2 

Genl.  Merchandise  Chains  12.1 

Home  Furnishings  12.0 

Auto  Parts  &  Equip.  11.8 

Agricultural  Products  11.7 


Fertilizers  &  Ag.  Chems. 
Oil  &  Gas  Drilling 
Oil  &  Gas  Refining 
Managed  Health  Care 
Homebuilding 


LAST  12 
MONTHS  % 

74.4 
66.6 
63.8 
57.6 
53.6 


WORST-PERFORMING 


GROUPS 

Steel 

Aluminum 

Diversified  Chemicals 

Advertising 

Airlines 


MONTH  % 

-7.0  IT  Consulting 

-7.0  Automobiles 

-5.1  Insurance  Brokers 

-4.7  Electric  Mfg.  Svcs. 

-3.9  Auto  Parts  &  Equip. 


LAST  12 
MONTHS  % 

-50.4 
-33.6 
-29.4 
-22.3 
-21.6 


EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN  %      52-WEEK  TOTAL  RETURN 


LEADERS 

7.0 
5.5 

LEADERS 

Technology 
Communications 

Latin  America 
Natural  Resources 
Real  Estate 

50.9 
36.4 

Small-cap  Growth 

5.0 

32.6 

Mid-cap  Growth 

LAGGARDS 

4.9 

Utilities 

LAGGARDS 

29.4 

Japan 

-0.5 

Technology 

-2.3 

Health 

0.2 

Japan 

0.2 

Diversified  Pacific/Asia 

0.7 

Precious  Metals 

1.7 

Foreign 
EQUITY  FUNDS 

4  WEEK  TOTAL  RETURN 

1.0 

% 

Health 

52-WEEK  TOTAL  RETURN 

2.1 

% 

LEADERS 

Apex  Mid  Cap  Growth  17.5 

ProFunds  Internet  Inv.  15.9 

Berkshire  Focus  14.4 

PrFds.  Mble.  Tlcmms.  Inv.  13.7 

LAGGARDS 

ProFunds  UKSh.  OTC  Inv.  -10.3 
Rydex  Dyn.  Vent.  100  H  -10 .2 
Potomac  Sm.  Cap/Sh.  Inv.  -9.4 
ProFds.  USh.  Sm.  Cap  Inv.    -9.1 


LEADERS 

iShares  MSCI  Brazil  Idx.  65.4 

ProFunds  Oil  &  Gas  Inv.  59.2 

Merrill  Lynch  Lat.  Am.  B  54.6 

BlackRock  Gl.  Res.  Inv.  A  54.5 

LAGGARDS 

Ameritor  Investment  -57.1 

Apex  Mid  Cap  Growth  -24.6 

ProFds.  USh.  Mid  Cap  Inv.  -24.2 

Van  Wagoner  Emerg.  Gr.  -24.2 


INTEREST  RATES 


KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


JUNE  8 

WEEKAGO 

YEARAGO 

2.58% 

2.56% 

0.61% 

3.01 

2.96 

1.26 

3.60 

3.48 

2.77 

334 

3.89 

4.81 

422 

4.26 

5.48 

5.45 

5.47       6.30 
tBanxQuote,  Inc. 

10-  YR.  BOND 

30- YR.  BOND 

General  Obligations 

3.53% 

4.30% 

Taxable  Equivalent 

5.04 

6.14 

Insured  Revenue  Bonds 

3.68 

4.40 

Taxable  Equivalent 

5.26 

6.29 

THE  WEEK  AHEAD 


AIL  SALES  Tuesday,  June 
8:30  a.m.  EDT  »  May  retail 
s  probably  fell  0.2%.  That's  the 
lian  forecast  of  economists 
'eyed  by  Action  Economics.  In 
,  sales  jumped  1.4%.  Minus 
icles,  sales  likely  rose  0.3%  in 
i,  after  an  April  gain  of  1.1%. 
IDUCER  PRICE  INDEX 
sday,  June  14,  8:30  a.m. 
T  »  Producer  prices  probably 
jed  by  0.1%  in  May,  after  a 
%  surge  in  April.  Less  food  and 


energy,  prices  likely  grew  0.2%, 
after  a  0.3%  increase  in  April. 
CONSUMER  PRICE  INDEX 

Wednesday,  June  15,  8:30 
a.m.  EDT  »  May  consumer 
prices  for  goods  and  services  most 
likely  inched  up  0.1%,  after  a  0.5% 
rise  in  April.  Excluding  food  and 
energy,  prices  probably  moved  up 
0.2%,  after  holding  steady  in  April. 
INDUSTRIAL  PRODUCTION 
Wednesday,  June  15,  9:15 
a.m.  EDT  » Industrial  output  in 


May  very  likely  rebounded  by 
0.2%,  after  a  0.2%  fall  in  April.  The 
average  monthly  operating  rate 
probably  edged  up  to  79.3%,  from 
79.2%  for  April. 

BEIGE  BOOK  Wednesday,  June 
15,  2p.m.  EDT  »  The  Fed 
releases  its  report  on  regional 
economic  activity  ahead  of  a  two- 
day  monetary  policy  meeting  that 
starts  June  29.  Economists  expect 
a  hike  in  the  federal  funds  rates,  to 
3.25%,  from  3%. 


The  BusinessWeek  production  index 
improved  to  241.5  for  the  week 
ended  May  28,  and  remained  10% 
above  the  year-ago  level.  Before 
calculation  of  the  four-week  moving 
average,  the  index  jumped  to  243.1. 
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For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 
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Editorials 


The  Pension  Mess:  How  Washingto: 
Can  Start  Cleaning  Up 


THERE'S  A  TIME  BOMB  ticking 
in  America's  private  pension 
system.  Although  the  airline 
industry's  hefty  $32  billion  in 
unfunded  pensions  has 
captured  headlines  in  recent  months,  the 
problem  extends  much  further. 
Automotive  companies,  for  instance,  have 
about  $60  billion  in  pension  shortfalls. 
The  Pension  Benefit  Guaranty  Corp.  says 

U.S.  pension  underfunding  at  large  companies  grew  27%  last 
year,  to  $354  billion.  The  deficit  for  all  companies  was  a 
staggering  $450  billion.  Compare  that  with  a  total  shortfall  of 
less  than  $50  billion  in  2000,  and  it's  clear  that  this  fast- 
growing  crisis  must  be  addressed  while  the  PBGC— already 
facing  a  $23  billion  deficit  after  talcing  over  terminated  plans 
from  the  likes  of  Bethlehem  Steel  and  United  Airlines— can  still 
shoulder  the  burden. 

DEJA  VU.  If  this  all  sounds  a  bit  familiar,  it  should.  In  the 
1980s,  the  Federal  Savings  &  Loan  Insurance  Corp.,  the 
government-sponsored  insurance  fund  for  the  thrift  industry, 
watched  as  the  nation's  S&Ls  fell  victim  to  a  toxic  brew  of 
skyrocketing  interest  rates,  lax  oversight,  imprudent  lending, 
and  outright  fraud.  The  feds  stepped  in  and  the  government 
eventually  led  a  $223  billion  (in  today's  dollars)  bailout  of  the 
industry.  One  reason  the  taxpayer  tab  was  so  high  was  that  the 
government  was  slow  to  react.  That's  why  Washington  should 
get  serious  about  a  pension  fix  now. 

First,  Congress  must  bring  some  sanity  to  the  bedlam  of 
pension  contribution  rules.  Now,  companies  can  be  technically 
current  in  funding  while  owing  billions  in  shortfalls,  and  they 
can  increase  benefits  even  when  they  haven't  funded  existing 
promises.  For  example,  Bethlehem  Steel's  pension  plan  was 
84%  funded  on  a  current-liability  basis,  but  only  45%  funded 
when  all  termination  costs  were  tallied— with  a  shortfall  of 
$4.3  billion  when  the  company  finally  handed  its  plan  over  to 
the  PBG€  in  2002.  Yet  because  of  various  loopholes,  Bethlehem 
wasn't  required  to  make  any  catch-up  contributions  for  years 
prior  to  its  plan  termination  and  even  avoided  making  any  cash 
contributions  in  the  three  years  before  it  ditched  the  plan. 

United  Airlines'  record  was  even  worse:  It  wasn't  required  to 
make  cash  contributions  to  its  pilot  pension  plan  from  2000  to 
2004,  even  though  that  plan  was  $3  billion  in  arrears.  United's 
employee  plans  were  technically  fully  funded  on  a  current 
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account  basis,  but  only  41%  funded  at  termination.  United 
dumped  all  its  plans  on  the  PBGC  earlier  this  spring  for  a  t 
shortfall  of  $9.8  billion— of  which  the  PBGC  is  on  the  hook 
pay  $6.6  billion.  To  prevent  similar  abuse  of  the  system,  ru 
are  needed  that  extend  tax  incentives  to  companies  that 
prefund  pensions  when  they  are  financially  flush  but  set 
tougher  timetables  for  making  up  shortfalls  later. 

Second,  Congress  needs  to  sharply  increase  the  premii 
the  PBGC  can  charge  underfunded  plans.  Today  there  is  li 
difference  between  what  is  paid  by  companies  that  have 
adequately  funded  their  plans  and  those  that  haven't.  Ins 
the  PBGC  should  be  allowed  to  charge  higher  premiums  t 
companies  with  shaky  finances  or  large  unfunded  liabiliti 

TIME  TO  PRIORITIZE.  Risk-adjusted  pricing  is  already 
commonplace  in  financial  products  such  as  mortgages,  wh 
buyers  who  put  up  higher  downpayments  on  their  homes  § 
cheaper  rates,  and  car  insurance,  where  bad  drivers  pay  mo| 
If  s  also  used  by  federal  bank  insurers  for  setting  deposit 
insurance  rates.  So  applying  risk-based  pricing  to  pension 

insurance  premiums  isn't  exa 
revolutionary.  But  if  s  unpop 
with  many  weak  companies  a 
with  labor  groups  that  fear 
employers  will  simply  stop 
offering  defined-benefit  pensi 
if  premiums  get  higher. 

Yet  that  argument  may  aire 
be  academic.  The  number  of 
workers  covered  by  such 
■prilpc  pensions  has  been  dropping  fl 

^^^^^^^^  at  least  20  years  as  employers 

^^^^^^^^^  have  shifted  toward  often 

cheaper  401(k)-type  plans.  Th 
Congress'  first  priority  should  be  to  force  companies  to  fully 
fund  their  pensions  over  the  next  few  years— lessening  the  1 
taxpayers  could  shoulder  if  the  PBGC  becomes  overwhelmed 
with  underfunded  plans  later. 

Finally,  Congress  must  act  to  ensure  that  all  workers  recei| 
timely,  understandable  information  detailing  whether  their 
pension  plans  are  adequately  funded.  Under  current  law,  the 
PBGC  receives  financial  information  on  the  most  risky 
underfunded  plans  fairly  early,  but  cannot  disclose  it.  Insteac 
companies  can  take  up  to  30  months  to  report  plan  finances 
publicly— often  too  late  for  workers  to  press  for  more 
responsible  pension  management.  Greater  transparency  will 
also  give  employees  a  reality  check  when  companies  offer 
meaningless  benefits  that  they  can't  realistically  afford.  Indee 
the  sooner  more  light  is  cast  on  the  festering  pension  mess,  ti 
better  for  workers— and  taxpayers. 
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it  leaves  Windows  XP  in  the  dust." 

Walter  Mossberg,  The  Wall  Street  Journal 


"It's  the  most  elegant,  useful  and  powerful  operating  system  I've 

ever  used  in  three  decades  of  computer  ownership.  It  runs  circles 

around  Windows." 

Mike  Wendland,  Detroit  Free  Press 


"Spotlight  isn't  just  a  fast  Find  command.  It's  an  enhancement 

that's  so  deep,  convenient  and  powerful,  it  threatens  to  reduce 

the  20  year-old  Mac/Windows  system  of  nested  folders  to 

irrelevance." 

David  Pogue,  The  New  York  Times 


"Want  to  see  what  the  future  of  personal  computing  looks  like? 

Don't  wait  for  Microsoft  to  show  you;  go  out  and  get  yourself 

a  copy  of  Apple's  latest  operating  system  release,  OS  X  Tiger.  It's 

that  good." 

-  Michael  Gartenberg,  Computerworld 


"Not  only  is  Spotlight  super  fast,  but  it  looks  through  absolutely 

everything:  email  messages,  contacts,  the  information  attached 

to  digital  photos,  even  a  page  you  scanned  in  or  a  map  you 

downloaded  from  the  web." 

-  Chris  Taylor,  Time 


"/  remember  writing  an  article  about  Lotus  1-2-3  back  when  the 

product  was  released  during  the  80s....  It  may  have  been  nearly 

two  decades  since  I  wrote  that  column,  but  it  took  Spotlight  less 

than  2  seconds  to  find  it." 

-  Larry  Magid,  CBSnews.com 
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An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  company  carefully  beft 
l'800-THE  AMEX.  Please  re.xd  the  prospectus  carefully  before  investing.  Past  performance  is  no  guarantee  of  futk 
LLC  and  American  Stock  Exchange  LLC.  MidCap  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  Standard  &.  Poor's  and  Si 
ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust. 


MidCap  Spiders  let  you  own  the  market's  middle 

with  just  one  trade. 

You've  built  a  portfolio  with  a  solid  blue  chip  foundation.  Now  you're  considering 
more  diversification  and  a  different  balance  of  upside  potential  and  risk. 


Meet  the  MidCap  SPDR:  A  smart  way  to  tap  the 
potential  of  the  sweet  spot  of  the  market.  With 
every  share, this  exchange  traded  fund  (ETF)  repre- 
sents the  entire  S&P  MidCap  400,  middle  market 
companies  that  have  matured  to  achieve  $1-4 
billion  in  market  cap.  While  mid-cap  securities  are 
subject  to  greater  risk  than  large-caps,  mid-cap 
companies  are  less  volatile  than  companies  in  the 
often  uncertain  start-up  phase. 

MidCap  SPDRs  trade  just  like  stocks  throughout 
the  trading  day.  So  they're  flexible  enough  to  accom- 
modate a  range  of  investment  strategies.  And  low 
fees  make  MidCap  Spiders  a  cost-efficient  way  to 
invest.  (Your  usual  brokerage  commission  applies.) 

Want  to  learn  more?  Ask  your  advisor.  And  see 
if  MidCap  Spiders  could  be  a  sweet  addition  to 
your  portfolio. 


Over  the  last  five  years  MidCap  Spiders 

delivered  a  cumulative  return  of  nearly  56%. 

Not  bad  for  a  middleweight. 

And  since  inception,  average  annual  total  returns 
have  been  approximately  15%. 


Average  annual 
total  return  of  MDY 
as  of  3/31/05 

Based  on 
NAV 

Based  on 
Market  Price 


Total  returns  are  calculated  quarterly  using  the  daily  4:00  p.m.  net  asset 
value  (NAV).  Distributions,  if  any,  are  assumed  to  be  reinvested  back 
into  the  fund  on  the  pay  date  at  the  NAV  on  that  date.  Performance  data 
quoted  represents  past  performance  and  is  no  j^arantee  of  future  results . 
Current  performance  may  be  lower  or  higher  than  quoted.  The  investment 
return  and  principal  value  of  an  investment  will  fluctuate  so  that  an 
investor's  shares,  when  sold  or  redeemed,  are  subject  to  market  volatility. 
They  may  be  worth  more  or  less  than  their  original  cost.  MDY  shares  are 
bought  and  sold  al  market  price  (not  NAV)  and  are  not  individWN 
redeemed  from  the  fund.  Brokerage  commissions  will  reduce  returns.  To 
obtain  most  recent  month-end  performance,  please  call  I-800-THE 
AMEX  or  visit  www.MidCapSPDR.com. 


One 
Year 

r.                Since 
Five 

Years        lncePtl0n 
Years         (5/4/95) 

10.11% 
9.96% 

6.55%          14.56% 
6.63%          14.47% 

www.MidCapSPDR.com      Ticker  symbol  AmexrMDY 
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ting.  To  obtain  a  prospectus,  which  contains  this  and  other  information,  go  to  wwwMidCapSPDR.com  or  call 
S.  S&P  MidCap  400®  and  MidCap  SPDR®  are  trademarks  of  The  McGraw-Hill  Companies,  Inc.,  licensed  for  use  by  PDR  Services 
no  representation  regarding  the  advisability  of  investing  in  MidCap  SPDRs.  ©2005  American  Stock  Exchange  LLC. 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 

LIQUOR  BRAND/PRICE*     OUR  AWARD 


TOP  3  GINS 


Tanqueray  No. 

Ten  $26/750ml 


Smoothest 


Juniper  Green 
Organic 

$26.50/750ml 


Best 
Presentation 


HFNimfCK'S 


^HENDRICK'S 

<L- i> 


A  Most  Unusual  Gin 

HENDRICKSGIN.COM 
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BusinessWeek  online 


WWW.BUSINESSWEEK.COM  Updated  every  business  day. 

BusinessWeek  magazine  is  available  online  free  to  subscribers:  Go  to 
www.businessweek.com  and  follow  instructions  to  register.  Find  links  to  the  online-onlj 
highlights  below  at  www.businessweek.com/rnagazine/content/05_26/online.htm 

Our  New  Interactive  Gallery  Is  Open. 
Stop  By  Soon 


We're  constantly  creating  innovative 
online-only  features  that  take 
stories  beyond  the  printed  word. 
And  BusinessWeek  Online's 
Interactive  Gallery  is  where  you  can 
explore  this  ever-widening  variety, 
from  animated  graphics  (Your  Brain 
on  Alcohol)  to  quizzes  (Guess  the 
Price  of  Luxury  Homes)  and  video. 
You'll  also  find  links  to  all  our  blogs 
(six  and  growing)  and  many  slide 
shows.  Visit  this  new,  easy-to-use 
page  to  start  your  interactive  journey 


)  jmK 


High  Anxiety:  Is  life  Today 
Really  So  Risky? 

In  many  ways,  the  good  old  days  weren't  so  secure 
either,  says  BusinessWeek  Chief  Economist  Michael 
Mandel.  And  today,  Americans  can  at  least  expect  to 
live  longer.  That' s  pretty  good 


Snocap's  Serenade 
For  File  Sharers 

The  welcome  mat  is  out  at  Napster  founder 
Shawn  Fanning's  new  startup,  which  aims  to 
offer  an  attractive  and  legal  music-sharing 
alternative.  But  it  still  has  much  to  prove 


Air-to-Air  Combat 
Over  Paris 

Boeing  and  Airbus  seem  determined  to  fight  their 
subsidies  battle  to  the  end— unless  customers  or 
the  U.S.  Chamber  of  Commerce  can  calm  things 


Tune  in  This  Weekend  for: 

I  Investing  in  companies  popular  with  teens  I  Summer  hours,  work/life  bat 
Find  program  dates  and  times  in  your  area  at  vnvw.btisiiessweettvxan 
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THE   BENEFITS  of 


rr<k+v*j  * 


FIGURE  7b. 


Psychics  always  know  what 
your  customers  will  need  next 


Psychics  always  know  what 
your  customers  want 


Psychics  can  "suggest"  that  your 
customers  spend  more  money 


Your  employees  aren't  psychic. 
But  your  customers  will  think  they  are. 


Face  it;  there  is  no  perfect  playbook.  Customers  have  a 
myriad  of  needs  and  problems,  and  there  is  no  one  series 
of  steps  that  your  employees  can  take  to  create  strong, 
profitable  relationships  with  them.  Truly  meaningful  customer 
interactions  require  careful,  individualized  attention. 


■ 


Siebel's  software  solutions  help  companies  create  outstanding 
experiences  for  every  single  one  of  their  customers,  creating 
richer,  deeper  relationships  that  yield  tangible  results.  When 
you're  ready  to  get  serious  about  customers,  call  the  people 
more  businesses  of  every  size  rely  on  at  1-800-366-5818. 


ITS  ALL  ABOUT  THE  CUSTOMER 


For  real  world  results  featuring  world-class  customer-driven  companies,  go  to  www.siebel.com/thecustomer 


GIVES  A  WHOLE  NEW  MEANING  TO 
"CABIN  IN  THE  WOODS." 

When  you're  way  out  there,  youVe  going 
to  want  to  be  in  here.  Welcome  to  the 
interior  of  the  new  Ford  Expedition  Limited. 
Outfitted  with  standard  heated  and  cooled 
front  seats,  elegant  wood  trim  and  exclusive 
PowerFold™  third-row  seating.*  Look  even 
deeper  into  this  amazing  home  away  from 
home.  Visit  fordvehicles.com. 
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t  for  the  road  ahead. 


"Please  delete  the 
forbidden  speech 
from  this  item." 

-Response  bloggers  get  when 

typing  words  like  "freedom"  or 

"democracy"  on  Microsoft's 

new  MSN  Spaces  service  in 

China;  it  flags  them  to  avoid 

offending  Beijing's  censors 


|ED  BY  DAN  BEUCKE 
►ORT  CARDS 

IS 

[WRITING 
IE  BOOK 

THAT  annual  report 
)n  has  passed,  if  s  time 
le  corporate  citizenship 
rts.  This  year,  General 

c  joins  a  growing 
d  of  big  com- 
s,  such  as 
lett-Packard, 
and  IBM,  that 
:  compre- 
ive  statements 
t  their  efforts 
»vernance,  the 
•onment,  and 
irate 

nsibility.  And 
e  GE  fashion, 
st  report— 

I  simply  "Our       

ms"— is  ^^^m 

ng  a  stir.  Unusually  long 
pages,  it  is  packed  with 
recise  metrics  and 
st  goals  that  define  GE 
Jeffrey  Immelt's 


IMMELT 

Explaining 
himself 


approach  to  quality  control 
and  staff  evaluation.  GE 
wouldn't  say  how  much  it 
spent  on  the  yearlong  project. 

Investors  applauded  GE's 
candor  on  sensitive  topics 
such  as  its  health-and-safety 
record.  We're  told,  for 
instance,  that  GE  paid  more 
than  $1  million  in  air-  and 
waste-emission  penalties 
over  the  past  two  years.  But 
analysts  said  GE 
could  have  been 
more  forthcoming 
about  its  PCB 
contamination  of 
the  Hudson  River 
and  its  fight  against 
the  federal  Super- 
fund  law. 

Given  GE's  status 
as  a  management 
trendsetter,  its  tome  will 
likely  up  the  ante  for 
others.  The  proof  lies  in 
advance  orders:  GE  says 
it  already  has  requests  for 
copies  from  rival  companies 
looking  to  write  their  own  big 
books  of  citizenship. 

-Elizabeth  Woyke 


BIG  PICTURE 

•DIT 101 80%  of  college  upperclassmen  think 
('re  knowledgeable  enough  to  manage  their 
inces  after  graduation,  but  many  still  make 
[takes  that  will  tarnish  their  credit  history. 

|  MISSED  OR  BEEN  LATE  ON  A  CREDIT-CARD  PAYMENT 
[written  A  CHECK  THAT  BOUNCED 
TO  FACE  A  BILL  COLLECTOR 

survey  by  Citigroup  Inc. 


HONCHOS 


Covering  AIG's 
Naked  Brass 


SCANDALS  AT  AMERICAN  INTERNATIONAL  GROUP  (AIG)  are 
costing  it  more  than  restated  earnings  and  a  tarnished 
reputation.  Now  the  insurance  giant  is  paying  a  stiff  premium 
to  unnamed  underwriters  to  continue  protecting  nonexecutive 
directors  and  corporate  officers  against  lawsuits.  D&O  policies 
normally  shield  those  officials  from  footing  the  bill  if  they're 
sued  by  angry  investors  and  wind  up  losing  or  settling.  Last 
year,  before  AIG's  troubles  began,  it  paid  a  $9.4  million 
premium  for  a  year  of  coverage.  But  starting  in  May,  the  bill 
shot  up  to  $32.8  million,  according  to  the  company's  annual 
report,  as  underwriters  grew  skittish  about  future  legal  risks. 
AIG,  which  also  agreed  in  May  to  cover  lawyer  bills  for  non- 
executive directors,  declined  to  comment  on  the  policy.  Like 
many  D&O  policies,  AIG's  plan  excludes  coverage  for  "prior 
events,"  says  a  broker  familiar  with  it.  That  could  spell  danger 
if  directors,  legally  unscathed  so  far,  are  linked  to  former  CEO 
Hank  Greenberg's  alleged  accounting  machinations. 
"When  you're  five  miles  from  a  hurricane,  you  can't 
buy  hurricane  insurance,"  notes  David  Schiff,  editor  of 
Schiff's  Insurance  Observer  newsletter.  -Brian  Grow 
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HOT  WHEELS 

GMGOES 
GUNNING  FOR 
THE COASTS 

AMONG  THE  MANY  items  on 
General  Motors'  to-do  list: 
conquer  the  coasts.  GM  has  a 
paltry  14.7%  share  in  major 


West  Coast  markets  and    BIG  STUFF 

does  only  slightly  better     G  M  C 's 
in  big  cities  in  the  East,     Topkick 
at  18.4%,  according  to       ^^m 
J.D.  Power  &  Associates.  That 
compares  with  GM's  overall 
25.5%  U.S.  market  share. 


Part  of  GM's  problem  is 
product  mix.  It  gets  a  huge 
share  of  sales  from  pickup 
trucks  and  full-size  SUVs, 
which  are  more  popular  in 
the  Midwest  and  South.  GM 
doesn't  have  a  hybrid  car  like 
Toyota's  Prius,  which  is  hot  in 
California.  In  Miami,  Honda 
and  Nissan  score  well,  and 
German  luxury  is  the  rage  in 
the  Northeast.  What  to 
do?  Mark  LaNeve, 
GM's  vice-president  of 
sales  and  marketing,  is 
planning  more 
Spanish-language  ads 
to  target  Hispanic 
buyers.  He'll  sweeten 
lease  deals,  which 
Easterners  love.  And 
look  for  a  heavy  push 
in  the  West  for 
Saturn's  Sky  roadster 
and  Pontiac's  Solstice 
two-seater.  LaNeve 
successfully  lured  Cali- 
fornians  to  Cadillac's 
CTS  a  couple  years  back.  But 
can  he  sell  Pontiacs  outside 
Peoria?  -David  Welch 


PRODUCT  PEEK 

McWHEELS  McDonald's  thinks 
it  has  an  answer  for  America's  ever-chubbier 
kids:  a  new  line  of  toys  to  get  the  under-10  set 
their  duffs.  Lawrence  Light,  global  chief 
marketing  officer,  says  McDonald's  will  show 
prototypes  of  McKids  trikes,  bikes,  skates,  and] 
skateboards  in  New  York  on  June  20.  It  hopes 
have  them  in  Wal-Mart,  Target,  and  Sears  by  fa 
2006.  McKids  toys  and  apparel  have  had  limits 
success  since  its  1987  launch; 
Wal-Mart  dropped  the  clothing  in 
2003.  McDonald's  is  betting 
these  toys  will  draw  new  cust- 
omers—or at  least  burn  some 
McCalories.  -Michael  Arndt 


BON  APPETIT 

STARBUCKS: 
THE JOE THAT 
GOT  AWAY 

STARBUCKS  HAS  developed 
endless  permutations  of 
drink  combinations— 20,000 
at  last  count.  So  maybe  it  was 
inevitable  that  high-concept 
Machiattos,  Frappuccinos, 
and  Chanticos  would  elbow 
aside  a  humble  cup  of  dark, 
thick  coffee.  In  late  May, 
plain  espresso  quietly  disap- 
peared from  menu  boards. 
Customers  who  know  to  ask 
a  baristaxan  still  get  a  single 
or  double  shot,  but  Starbucks 
made  a  decision  to  push  its 
iced  drinks  in  the  summer, 
explains  Michelle  Gass, 
senior  vice-president  for 
category  management. 

-Dana  Goldstein 
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Competing  with  other  companies  really 
means  competing  with  their  supply 
chains.  So  where  do  you  find  an  edge? 


WHAT  CAN  BROWN  DO  FOR  YOU? 


latter  how  carefully  you  plan,  there  will  still 
)me  unforeseen  event  to  change  the  picture 
affect  the  movement  of  your  goods.  Clearly, 
nore  flexible  your  supply  chain,  the  greater 
■dge  you  can  have  over  competitors  who  can't 
it.  Which  is  why  you  should  go  with  UPS'. 

rever  your  products  are  in  the  supply  chain, 
an  help  monitor  their  progress  and  provide 
with  options  to  meet  unexpected  disruptions 
langes  in  deadlines. 

here's  a  problem  with  a  major  supplier. 


We  can  help  you  move  raw  materials  and  open 
distribution  channels  to  other  plants.  Or  another 
country.  Or  what  if  a  major  customer  suddenly 
needs  an  order  much  faster  than  anticipated? 
We  can  quickly  deploy  our  vast  and  varied 
transportation  network  to  speed  your  goods 
to  market,  regardless  of  capacity. 

Every  day,  our  global  experience  and  reach  can 
give  you  greater  flexibility  in  your  company's 
supply  chain.  To  outmaneuver  your  competition. 

UPS.com/supplychain  1-800-742-5727 
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REALITY  TV 
THAT TAPS 
SMART  TEENS 

Eli  Broad  has  a  career  full  of 
firsts.  He  was  Michigan's 
youngest  CPA  at  the  age  of  20 
and  three  years  later  co- 
founded  his  first  company, 
homebuilder  Kaufman  & 
Broad.  By  age  30  he  was  a 
millionaire.  Now  Broad,  72, 
ranks  sixth  on  Business- 
Week's list  of  the  Top  50 
Philanthropists.  His  specialty: 
education  reform. 

So  when  actor  Steve 
Martin,  a  friend,  approached 
him  with  an  idea  for  an  aca- 
demically oriented  reality 
show,  Broad  jumped  in.  He'll 
fund  a  full-ride,  four-year 
college  scholarship  worth  up 
to  $240,000  for  the  winner  of 
ABC's  The  Scholar.  The 
competition  pits  10  high 
school  students  in  feats  of 
intellectual  acumen.  Martin  is 
one  of  the  producers.  With 
one  home-schooled  student, 
eight  public  school  kids,  and 
a  competitor  from  a  parochial 
'school,  the  students  are  a 
diverse  lot.  "These  are  not 
rich  whife  kids,"  Broad  said  of 
the  show's  high-octane 
players.  "I  hope  the 
competition  inspires  a  lot  of 
young  people  to  emulate 
them."         -Dana  Goldstein 


MERGERS 

IN  A  LATHER 
ABOUT P&G 
AND  GILLETTE 

WITH  GILLETTE  shareholders 
voting  July  12  on  its  $57 
billion  merger  with  Procter  & 
Gamble,  Massachusetts 
Secretary  of  the  Common- 
wealth William  Galvin  is 
turning  up  the  heat.  In  early 
June  he  spent  hours  question- 
ing Gillette  CEO  James  Kilts 
and  other  senior  execs  about 
fairness  opinions  used  to 
justify  the  deal.  On  June  13  he 
subpoenaed  Goldman  Sachs 
CEO  Henry  Paulson,  whose 
firm  provided  one  of  the 
opinions,  as  well  as  current 
and  former  Gillette  directors. 
Galvin,  a  caustic  critic  of  the 
merger,  claims  Goldman  and 
UBS  Securities  have  conflicts 
since  Paulson  helped  restart 
talks  with  P&G,  and  the  firms 
could  earn  up  to  $30  million 
each  in  fees. 

Galvin  isn't  alone.  Govern- 
ance groups  slam  the  $450 
million  that  17  Gillette  execs 


TAKE-OUT  NATION 

SUBWAY'S 

FISHY 

LOAVES 

EXPERTS  advise 
companies  to  tell 
customers  right 
away  about  any 
product  prob- 
lems. But  Subway 
has  said  nothing 
since  70,000-odd 
cases  of  sandwich 
bread  were  called 
back  after  broken  glass  was 
found  in  machinery  in  April 
at  a  plant  that  produces 
bread  exclusively  for  the  fast- 
food  chain.  Chef  Solutions, 
which  owns  the  North  Haven 


OUCH  Execs    stand  to  receive 
could  get       -$165  million 
3450  mil        for  Kilts  alone. 
^^^  "It  is  obscene 

what  Kilts  is  getting,"  fumes 
retired  Gillette  Vice- Chairman 
Joseph  Mullaney  But  unless 
Galvin  produces  evidence  of 
fraudulent  misconduct,  he 
probably  won't  be  able  to  stop 
a  combination  hailed  as  a 
"dream  deal"  by  Warren 
Buffett,  Gillette's  largest 
shareholder.  Gillette  says  it  is 
cooperating  with  Galvin's 
probe.  It  defends  Kilts'  pay  as 


(Conn.)  factory,  acknow- 
ledges it  found  a  shattered 
beer  bottle  in  a  water  cooling 
machine  used  to  make  the 
bread.  Officials  of  the  United 
Auto  Workers,  which  is  bat- 
tling to  form  a 
union  at  the 
plant,  say 
workers  who 
found  the  glass 
think  some  must 
have  gotten  into 
the  bread.  Chef 
Solutions  says 
that's  unlikely 
but  possible.  In 
any  case,  Subway  spokesman 
Kevin  Kane  says  that  because 
the  bread  was  caught  before 
it  got  to  the  public,  there  was 
no  need  to  tell  consumers. 

-Aaron  Bernstein 


"entirely  appropriate"  giver 
Gillette's  "top-tier" 
performance. 

The  crusade  could  aid 
reformers  who  argue  that 
independent  firms  should 
write  fairness  opinions.  Ant 
Galvin  is  reaping  untold 
political  benefits.  He  is  flooc 
with  calls  from  Gillette  re 
tirees  worried  that  their  het 
benefits  will  be  cut,  employ 
afraid  of  layoffs,  and  citizen 
concerned  that  Boston  will 
lose  a  corporate  icon. 

-William  Symoi 


Percentage  of 
Americans  who 
prefer  ethnic  media| 
to  mainstream  TV, 
radio,  or  newspapers  I 
Hispanicsarethe 
most  tuned-in  to 
ethnic  outlets. 


Data:  Poll  of  1.895  African  Amen 
Asian  American.  Arab  American,  and  N 
American  adults,  conducted  by  Bendmen  and  '  I 
Associates 
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Philips  Electronics  North  America  Corporation. 


ngs  start  uncomplicated.  Why  change  them? 

complicated  enough.  Technology  shouldn't  add  to  the  problem.  So  Philips  is 
litted  to  making  technology  that  makes  sense.  Technology  that's  as  simple  as  the 
comes  in.  Technology  that's  easy  to  use.  Technology  designed  around  the  way 
■'e  and  work.  In  other  words,  technology  that's  pure  simplicity 

is  on  our  journey  at  www.philips.conn/simplicity 
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Change:  A  User's  Guide 


CHANGE  HURTS.  BUT  IT'S  also  exciting,  refreshing,  challenging 
even  therapeutic.  When  it  descends  on  the  business  world, 
it  tends  to  shuffle  the  deck  of  winners  and  losers.  It's  no 
secret  that  rapid  changes  are  occurring  in  media,  market 
and  advertising  and  that  these  shifts  dramatically  affect 


people  who  market  products  and 
services,  as  well  as  those  of  us  in 
information  businesses.  In  this  issue, 
we  launch  "Media  Centric,"  a  weekly 
column  by  Jon  Fine  that  will  chronicle 
these  changes  and  help  readers  react 
quickly  and  intelligently  to  the  new 
realities. 

Technology  is  driving  many  of  the 
changes,  but  so  is 
consumer  behavior. 
Questions  abound. 
How  do  you  market 
a  product  to  young 
people  when 
millions  of  them  are 
glued  to  video  game 
screens  instead  of 
TVs?  How  do  you 
reach  TV  audiences 
when  viewers  can 
TiVo  their  way  past 
your  ads?  What's  the 
right  measure  of 
advertising  success 
in  an  age  of  eyeballs 
and  click-throughs? 
What  should  you 
make  of  blogs? 
Podcasts?  Product 
placements? 

If  you're  a  newspaper,  magazine,  tele- 
vision, radio,  or  online-media  executive, 
how  do  you  compete  in  this  confusing, 
fast-moving  environment?  How  can  you 
maintain  old  revenue  streams  while  in- 
vesting in  new  ones?  Who's  figuring  this 
stuff  out  fastest,  and  what  can  we  all  learn 
from  them?  Who's  getting  left  behind, 
and  why? 

Media  Centric  will  tackle  these  issues 
both  in  the  magazine  and  on 
BusinessWeek  Online.  Fine  joins  us 
from  Advertising  Age,  where  for  the  past 
five  years  he  has  covered  the  media 
with  insight,  wit,  and  a  good  deal  of 
edge.  A  guitarist  for  the  indie  band 
Coptic  Light,  he  has  previously  written 
about  rock  music  and  youth  culture  for 
such  publica   .  ns  as  GQ,  Spin,  and 
Newsday.  Jon  jo  ns  Senior  Writer  Tom 


Lowry,  Los  Angeles  Bureau  Chief 
Ronald  Grover,  and  Marketing  Edit 
David  Kiley  to  give  BusinessWeek 
readers  a  clear-eyed,  business-focuse 
view  of  the  media,  advertising,  and 
marketing  terrain. 

Also  in  this  issue,  you'll  notice  a 
modest  reorganization  of  some  of  tht 
magazine's  features  to  create  more 
logical  connection- 
among  related 
content.  In  the  froi 
of  the  magazine, 
you'll  find  our 
weekly  staff 
columnists:  Stephe 
H.  Wildstrom 
(Technology  &  You 
Jon  Fine  (Media 
Centric),  Robert 
Barker  (The  Barke 
Portfolio),  and  Jam 
C.  Cooper  and 
Kathleen  Madigan 
(Business  Oudook) 
Although  they 
grapple  with  differc 
topics,  they  all  brin 
strong  voices  to  the 
subjects,  backed  by 
reporting,  knowledge,  and  experiena 
Moving  to  the  back  of  the  magazine 
in  a  new  Ideas  section  are  our  weekly 
book  reviews  and  Economic  Viewpo: 
Renamed  Viewpoint,  this  column 
reflects  the  opinions  of  leading  econoi 
thinkers  outside  the  magazine  whose 
writings  rotate  in  that  space.  These 
pages,  with  their  focus  on  opinion  rati 
than  reporting,  belong  naturally 
alongside  our  editorial  page.  So  starrir  W 
this  week,  that/ s  where  they  will  be. 

I  hope  you'll  find  that  these  change! 
make  BusinessWeek  more  urgent,  more 
useful,  and  easier  to  navigate.  Let  me 
know  what  you  think. 

\J  EDITOR-IN-CHI \ 
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n  being  in  a  hospital  doesn't 
like  being  in  a  hospital. 

s  Ambient  Experience.   Hospitals  can  be  frightening  places,  so  to  help  patients 
ind  let  doctors  get  their  work  done  more  easily,  it  made  sense  to  let  patients  decide 
hey  want  to  see  around  them  -  a  field  with  flowers,  the  color  orange,  even  a 
ship.  Now  Philips  is  enabling  patients  to  control  what  they  see  and  hear  inside 
al  walls. 
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ReadersReport 


I  did  a  count  of  where 
the  100  top  growth 
companies  were  located 
by  state.  They're  in 
California— 31  of  them!" 

-Jim  Grubb 
Scottsdale,  Ariz. 


THE  GOLDEN  STATE: 

AN  INCUBATOR  FOR  GROWTH 

"The  100  best  small  companies"  (Hot 
Growth  Special  Report,  June  6)  was  re- 
vealing. I  did  a  count  of  where  the  100  top 
growth  companies  were  located  by  state. 
They're  in  California— 31  of  them!  Texas 
was  second,  with  nine.  There  were  no 
other  standouts;  the  remaining  compa- 
nies were  located  all  over  the  U.S.  Maybe 
the  rest  of  the  states  should  find  out  what 
they  are  putting  in  the  water  in  California. 

-Jim  Grubb 
Scottsdale,  Ariz. 

BLAME  THE  AUTO  WORKERS- 
AND  BLAME  THE  CARMAKERS 

I  READ  "THE  UAW  isn't  buying  Detroit's 
blues,"  twice,  looking  for  some  idea  as  to 
who  was  the  bigger  culprit  in  the  impasse 
facing  U.S.  carmakers  and  the  United 
Auto  Workers  (News:  Analysis  &  Com- 
mentary, June  6).  I  couldn't  make  up  my 
mind.  My  first  reaction  was  that  it  had  to 
be  the  unions.  They  had  to  know  that  the 
benefits  they  negotiated  were  unsustain- 
able. But  the  companies  also  negotiated 
those  benefits.  How  can  they  ask  for  con- 
cessions when  they  are  still  paying  their 
executives  ridiculous  sums  for  no  per- 


CORRECTIONS  &  CLARIFICATIONS 

The  table  of  the  100  best  small  companies 
accompanying  "Hot  growth"  (Special 
Report,  June  6)  incorrectly  listed  the 
location  of  No.  35  ASV  as  Grand  Rapids, 
Mich.  The  company  is  located  in  Grand 
Rapids,  Minn. 


formance?  I  then  went  back  to  looking  at 
the  unions,  which  are  willing  to  risk  the 
livelihoods  of  their  working  members  to 
protect  the  retirees.  But  any  union  leader 
who  mentions  touching  retiree  benefits  is 
soon  a  former  union  leader.  So  I  turned 
right  back  to  the  companies  that  are  con- 
sidering waiting  it  out  while  these  retirees 
die  off.  That  isn't  going  to  work,  either. 

Finally  I  realized  that  I  was  trying  to 
analyze  two  groups  that  knowingly 
teamed  up  to  lose  an  entire  generation  of 
American  car  buyers  by  producing  vehi- 
cles with  no  design,  no  performance,  and 
no  quality  and  have  been  doing  so  for 
decades.  I  was  then  able  to  move  on  to  the 
next  article,  comfortable  in  my  conclusion 
that  these  two  groups  deserve  each  other. 
-William  F.  CTDonnell 
Carmel,  Ind. 
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CAN  THE  DEMOCRATS  THINK 
OUTSIDE  THE  BELTWAY? 

THE  PROBLEMS  with  the  Demo 
Party  are  not  the  ability  to  raise  mon 
our  values  ("Howard  Dean's  raised  vi 
isn't  raising  cash,"  Washington  Outl 
June  6).  The  inability  to  run  a  professi 
al  campaign  is  the  real  issue.  Until  we 
this  issue  being  addressed,  many  of  us 
sitting  on  our  donations.  Former  De: 
cratic  National  Committee  Chai: 
Terry  McAulifFe  was  great  with  the  r 
tively  small  number  of  wealthy  peopl 
his  Rolodex.  But  he  and  his  staff  tre 
the  rest  of  us,  who  volunteered  day  in 
day  out  and  contributed  comparati 
small  amounts,  with  outright  scorn, 
might  have  been  tolerable  had  they  c 
petently  run  a  national  campaign.  E 
four  years  the  DNC  seems  surprised 
the  notion  that  it  has  to  run  and 
Presidential  election.  It  starts  from  » 
each  time  and  gets  embarrassed  by 
Republican  National  Committee.  Deal 
addressing  this  very  problem. 

John  Kerry  should  have  won.  The  DJ 
and  Kerry's  political  advisers  served  b 
poorly.  Kerry  ultimately  served  his  sj 
porters  poorly  by  forgetting  who  he  i 
and  who  got  him  there.  Following  tht 
Gore/Joe  Lieberman  disaster,  we  are 
about  to  sign  up  again  without  the 
changes  Dean  is  trying  to  make.  We 
lieve  in  Dean,  but  we  aren't  so  sure  he 
win  this  internal  battle.  Can  he  re 
overcome  the  inside-the-Beltway  ven. 
in  the  DNC?  I  have  taken  my  checkb 
out  again  as  a  vote  of  confidence.  I  did 
support  Dean  for  President,  but  he  is 
right  man  to  save  the  DNC  now. 

-Victor  5, 

Chic 

Editor's  Note:   The  writer  is  for 

director    of    campaign    services 

Kerry/Edwards-Midwest. 
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We  prefer  to  receive  letters  via  e-mail,  without 
attachments.  Writers  should  disclose  any  connectior 
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at  if  the  hardest  day  of  your  life 
the  first? 

s  Neonatal  Monitor.   A  premature  baby  enters  this  world  small  and  fragile  - 

Ties  a  mother's  wedding  ring  can  fit  around  its  wrist.  Anything  less  than  a  monitor 

atures  created  uniquely  for  that  baby  doesn't  make  sense.  So  Philips  Neonatal 

,B>rs  are  designed  specifically  around  the  needs  of  neonatal  care  teams  and  those 

•:a 

d  tical  days  of  a  premature  baby 

s  on  our  journey  at  www.philips.com/simplicity 


PHILIPS 

sense  and  simplicity 


Technology&You 


BY  STEPHEN  H.  WILDSTROM 


A  Tablet  Ready  for  Prime  Tin* 

I  have  been  a  fan  of  Microsoft's  Tablet  PC  since  its  debut  in  2002.  But  the 
truth  is  I  liked  the  concept  of  a  PC  that  could  be  run  with  a  pen  instead  of  J 
mouse  and  keyboard  a  lot  better  than  any  of  the  actual  Tablets  brought  ouf 
by  a  variety  of  hardware  makers.  The  IBM  ThinkPad  X41  Tablet  changes  '< 
that.  If  s  the  first  model  with  a  real  shot  at  becoming  my  everyday  laptop. 


THINKPAD 
X41 TABLET 


Tablets  have  found  a  market 
with  people  in  specialized  jobs 
who  use  them  as  electronic 
clipboards  for  filling  out  forms 
and  other  tasks.  But  that's  not 
where  the  mass  market  lies.  For 
most  people  these  devices  will 
serve  mainly  as  conventional 
laptops.  Only  when  specific  tasks 
demand  it  will  users  swivel  the 
screens  around  and  write  on 
them  with  a  stylus.  I  have  tried 
several  of  these  "convertible" 
tablets,  and  the  problem  they  all 
share  is  their  mediocrity  as  notebooks.  The  value  added  by  the 
tablet  features  isn't  enough  to  justify  the  purchase. 

The  difference  in  the  $1,899  ThinkPad  X41  Tablet  is  that  it 
began  life  as  the  ThinkPad  X41,  which  I  regard  as  the  best 
notebook  in  its  class  by  far.  And  interestingly,  while  it  was 
developed  at  IBM  and  carries  the  IBM  brand,  the  X41  Tablet  is 
in  fact  the  first  ThinkPad  to  hit  the  market  since  Lenovo 
Group  acquired  IBM's  PC  division  in  May. 

As  a  laptop,  the  tablet  resembles  the  standard  X41.  The 
biggest  visible  difference  is  the  hinge  that  lets  the  display 
rotate  and  fold  flat  over  the  keyboard  to  create  a  slate.  At  its 
thickest  point,  the  slightly  wedge-shaped  tablet  is  about  1.2 
in.  thick,  vs.  0.8  in.  for  the  regular  X41.  The  tablet  is  also 
about  13  ounces  heavier,  bringing  the  weight  to  3.5  lbs. 

THOSE  ARE  ASTONISHING  SPECS  for  this  type  of  product.  Both 
Hewlett-Packard  and  Fujitsu  offer  Tablet  PCs  built  around 
similar  12.1-in.  displays  and  using  Intel  Pentium  M 
processors,  like  IBM/Lenovo.  Both  are  significantly  thicker 
than  the  ThinkPad  and  weigh  about  a  pound  more  (though 
the  Fujitsu  includes  a  DVD  drive  that  is  missing  in  the  others). 
That  extra  pound  makes  a  huge  difference  if  you're  spending 
the  better  part  of  a  day  carrying  the  tablet  around. 

Two  other  features  add  to  the  attractiveness  of  the 
ThinkPad  Tablet.  The  standard  battery  is  rated  at  a 
respectable  3.5  hours,  but  an  optional  high-capacity  battery 
or  nearly  6.5  hours  at  a  cost  of  $159  and  about  an  extra 
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half-pound.  This  brings  the  tablet  close  to  the  important  g 

of  getting  through  an  entire  workday  on  a  single  charge. 

An  integrated  fingerprint  reader  is  also  a  plus.  Withoi 

it  you  must  tap  out  a  password  with  a  pen  on  the 

clumsy  onscreen  keyboard  to  wake  a  sleeping 

Tablet  in  slate  mode.  The  fingerprint  reader  c 

be  used  whether  the  ThinkPad  is  in  slate  a 

notebook  mode.  That's  a  huge  help. 

Now  that  the  hardware  has  taken  a  bif 

leap  forward,  if  s  time  for  Microsoft  to  d 

something  about  the  Windows  XP  Tab! 

Edition  software.  I  love  the  ab: 

T-j-'q  lirrVlT  QTlH  t0  scribble  notes  on  the  screen 

AL  ^  **0^      CU1V4.         an(j  save  faem  or  to  enter  com 

C3n  2jo  almost  p^*  formm,as  ^^  would  be 

„  J?  1   j  cult  to  type.  But  the  tablet  couli 

a  llm  WOrkday    be  so  much  more. 

•        -I  To  come  anywhere  close  to 

Oil  a  SlllglC  fulfilling  its  potential,  the  tablet 

f*Vl  H  TCP  needs  a  user  interface  that  kno 

*■"■*■  ^c"-  o  a  pen  isn't  just  a  different  kind 

^^■^^^^  mouse.  It  should  understand  thi 

you  don't  need  a  big  arrow 
following  you  around  to  tell  you  what  you're  pointing  at 
PenCommander,  a  $30  program  from  PhatWare,  lets  you 
control  a  tablet  by  creating  your  own  shorthand  commands.  I 
way  too  geeky  for  most  users,  but  it  hints  at  what  Microsoft 
could  do  with  the  operating  system  to  make  it  more  useful. 

Tablet  sales  have  been  growing  slowly  but  steadily. 
Manufacturers  report  that  the  product's  appeal  is  spreading 
from  such  niches  as  insurance  adjusters  and  health-care 
workers  to  a  broader  market  in  higher  education,  where 
teachers  and  students  value  its  freehand  data-entry  abilities. 
With  some  help  from  Microsoft,  which  hasn't  matched  its 
verbal  enthusiasm  for  the  platform  with  a  commitment  to 
improving  the  software,  the  tablet  could  really  take  off.  ■ 
E-mail:  techandyou@businessweek.< 


ssWock  hi 


For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/go/techmaven/ 


elligent  Retirement  Solutio. 
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Don't  settle  for  off-the-shelf 
retirement  solutions. 

At  Prudential  Retirement,  we  customize 
retirement  down  to  the  last  detail. 

We're  talking  about  a  workplace  retirement 
plan  that  helps  you  build  a  portfolio  to  match 
your  precise  risk  profile,  drawing  on  today's 
top  name  investment  choices.  Easy-to-use 
technology  that  helps  you  take  control  of  your 
retirement  planning.  And  an  award-winning, 
personalized  account  statement  that  lets  you 
know  exactly  how  you're  doing.  Retirement 
that's  made  to  order,  from  a  company  you 
can  count  on.  It's  why  so  many  Americans  rely 
on  Prudential  Retirement  for  a  more  intelligent 
retirement  solution. 

1-800-THE-ROCK    ext.  3882 


Prudential  Retirement 

More  than  80  years  of 
retirement  experience 

$129.8  billion 

(retirement  account  values)* 


r  Prudential 
d  Financial 

Crowing  and  Protecting  Your  Wealth* 


INED  CONTRIBUTION  PLANS 


DEFINED  BENEFIT  PLANS 


NON-QUALIFIED  PLANS 


>/2005.  Prudential  Retirement  is  a  Prudential  Financial  business  and  is  a  service  mark  of  The  Prudential  Insurance  Company  of  America, 

^ark,  NJ  and  its  affiliates.  Securities  products  and  services  are  offered  by  Prudential  Investment  Management  Services  LLC  (PIMS),  Three 

:eway  Center,  14th  floor,  Newark,  NJ  07102-4077.  PIMS  is  a  Prudential  Financial  company. 

oarate  accounts  are  insurance  products  issued  by  Prudential  Retirement  Insurance  and  Annuity  Company,  Hartford,  CT.  *As  of  12/31/04. 
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MediaCentric 

Media,  Marketing,  and  Advertising  in  the  21st  Century 


BY  JON  FINE 


An  Onslaught  of  Hidden  Ads 

Toyota  Motor  Corp.  has  asked  at  least  three  major  magazine  companies  to 
explore  product  integration— that's  product  placement  to  you  and  me— of  | 
its  cars  into  magazine  editorial  pages.  Say  hello  to  another  indicator  of 
changing  media  mores.  J  There's  no  sign  that  Hearst  Magazines,  Meredith, 
and  Advance  Publications,  the  parent  of  Conde  Nast  Publications,  are  goinj 


along  with  what  would  be  a  major  breach  of 
the  traditional  wall  between  magazine  edi- 
torial and  advertising  units.  Still,  if  s  a  time, 
says  Deborah  Wahl  Meyer,  vice-president 
for  marketing  at  Lexus,  in  which  "ideas  can 
cross  between  advertising  and  editorial.  It 
doesn't  always  need  to  have  the  'advertorial' 
note  on  top."  Indeed,  when  Toyota  came 
calling  at  each  publisher,  its  execs  talked  up 
a  favorite  marketing  coup:  this  year's 
miutimillion-dollar  deal  that  put  its  vehicles 
on  reality-TV  show  The  Contender. 
{BusinessWeek  sales  execs  say  they  are 
discussing  advertorials  with  the  car  giant.) 

Toyota's  notions  aren't  universally  welcomed.  "We'll  sell 
our  mothers,  but  this  doesn't  work,"  says  a  mystified 
magazine  executive  who  attended  one  presentation  and, 
fearing  a  major  advertiser's  wrath,  insisted  on  anonymity.  "I 
can't  sell  you  an  article.  I  don't  even  know  how  to  price  it." 

Elsewhere,  such  concerns  faded  long  ago.  For  a  fee, 
companies  can  place  brands  in  songs,  plays,  movies,  books 
(remember  Fay  Weldon's  The  Bulgari  Connection!)— and,  of 
course,  television. 

SO  FAR  MAGAZINE  READERS  have  been  spared  the  print 
equivalent  of  TV  moments  such  as,  say,  a  chase  scene  in  which 
a  character  shouts  "The  F-150!"  followed  by  a  cut  to  the 
truck's  nameplate,  followed  by  a  shot  of  the  pickup  muscling 
other  cars  out  of  its  way.  (Thank  you,  .Mas!  Thank  you,  Ford!) 


SLOW  GOING 


THOUSANDS 


98  '99  '00 

Data:  Fubiishers  Information  Bureau 
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But  publishers  have  missed  out  on  some 
serious  dollars. 

This  is  a  nagging  thought  in  the  current 
climate.  Ad-page  volume  at  magazines  laslj 
year  came  in  below  that  of  1998— meaning 
the  medium's  recent  advertising  wipeout 
erased  the  gains  of  the  dot-com  boom  and 
then  some.  Advertisers  point  to  reality  TV 
and  say,  hey,  why  not?  And  they're  not  ter 
ribly  interested  in  print's  traditional  ad-edi 
divide.  "I  just  don't  think  it  represents  whafl 
happening  in  the  world  today,"  says  Meyed 
So  some  standards  slip.  This  year  the  NA 
York  Posts  Web  site  briefly  ran  "keyword" 
ads,  courtesy  of  Vibrant  Media  Inc.'s  IntelliTXT  technology—  I 
paid  advertising  links  attached  to  highlighted  words  in  articl 
A  Post  spokesman  insisted  this  was  a  mistake,  a  back-office 
idea  that  briefly  escaped  into  the  real  world.  Forbes.com  ran 
such  ads  for  about  five  months  but  stopped  last  November, 
owing  to  editorial  staffers'  complaints,  says  the  company.  The 
blogosphere  didn't  much  care  for  the  practice,  either,  judging 
from  headlines  like  "For  Desperate  and  Stupid  Publishers." 
More  line-blurring  proposals  are  out  there.  Gemstar-TV 
Guide  International  Inc.'s  new  celebrity  weekly  Inside  TV  is 
pitching  one  that  would  place  a  product  in  a  photo  spread 
identified  as  editors'  recommended  beauty  picks.  "Our  own 
editors  completely  embrace  this,  as  does  the  entire  [ad]  client 
community,"  says  Scott  Crystal  of  TV  Guide  Publishing  Group 

It's  hard  to  get  exercised  about  advertiser  incursions  into 
photo  features  about  shampoos  and  cosmetics,  and,  just  as 
The  Contender  is  not  60  Minutes,  Inside  TV  is  not  The  New 
Yorker.  But  suggestions  like  Toyota's  add  a  new  dimension  to 
the  debate,  and  even  editorial  purists  concede  that  the  media 
terrain  is  changing. 

Certainly,  product  placement  "is  becoming  more  and  more 
relevant  to  every  TV  show,"  said  Viacom  Inc.  Co-President  Le 
Moonves  this  month,  promising  a  "quantum  leap"  in  its 
ubiquity  on  TV  this  year.  The  irony,  of  course,  is  that  this 
practice  arose  so  advertisers  could  break  through  a  cluttered 
media  environment.  But  mushrooming  product  placements 
will  soon  create  lots  of  clutter  of  their  own.  ■ 
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ERFORM  ANCE.     PRESTIGE.    PASSION     FOR    INNOVATION. 


A  beautiful  plane  is  a  plane  that  flies  well.  Here  at  Bki  i  i  i  ing,  we 
share  the  same  philosophy.  It  is  expressed  through  a  single- 
minded  commitment  to  building  ultra-efficient  wrist  instruments 
for  the  most  demanding  professionals.  Our  chronographs  meet 
the  highest  criteria  of  sturdiness  and  functionality,  and  we  submit 
all  our  movements  to  the  merciless  tests  of  the  Swiss 
Official  Chronometer  Testing  Institute.  One 
f-^^  simply  does  not  become  an  aviation 

supplier  by  chance. 


www.breitlinff.coni 
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Fashion  Island-Newport  Beach  949/721-9010 
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INSTRUMENTS    FOR    PROFESSIONALS' 


TheBarker 


BY  ROBERT  BARKER 


Auto-Parts  Stocks  With  Tread 


Investing  in  auto  parts— what  could 
be  less  trendy?  Detroit's  too  familiar 
ills,  acute  and  chronic,  have  laid  the 
parts  vendors  even  lower.  Of  129 
industries  tracked  by  Morningstar, 
stocks  of  only  a  few  are  faring  worse 
this  year  than  those  of  the  auto-parts 
makers,  which  are  down  15%. 

Like  some  roadside  mess  of  mangled  steel,  the  group  is  a 
fright  to  encounter  dead-on:  Visteon,  off  30%;  Lear,  down 
36%;  Delphi,  cut  nearly  in  half.  Just  the  same,  I  can't  help 
wondering  if  there  aren't  some  stocks  among  the  auto-parts 
makers  worth  salvaging.  No,  the  glut  of  sports-utility  vehicles 
and  other  out-of-favor  models  favored  by  Detroit  won't  be 
worked  off  in  a  few  weeks.  Nor  will  General  Motors  and  Ford 
get  their  costs  in  line  this  year.  Yet  this  much  I  know:  Wall 
Street  rarely  slashes  an  industry  with  precision  and  vision. 

With  this  in  mind,  I  set  out  to  pick  through  the  auto-parts 


LONG  VIEW 

Mirror  maker 
Gentex  has  a 
wide  client  base 


Picking  through  the  Bin 

COMPANY/ SYMBOL 

STOCK 
PRICE 

P-E 

RATIO* 

PERCENTAGE  OF  REVENUE  FROM ... 
...GM         ...FORD     ...DAIMLER 

American  Axle  &  Mfg.  (AXL) 

$23.00 

8.9 

79% 

<10% 

11% 

ArvinMeritor(ARM) 

18.59 

25.6 

13 

10 

19 

Autoliv  (ALV) 

45.29 

12.9 

12 

23 

<10 

Borg  Warner  (BWA) 

54.93 

12.8 

10 

16 

11 

Dana(DCN) 

14.75 

36.9 

11 

25 

<10 

4  Gentex  (GNTX) 

17.90 

25.8 

31 

7 

13 

Johnson  Controls  (JCI) 

56.67 

15.1 

14 

13 

10 

Lear (LEA) 

38.52 

8.0 

31 

24 

12 

Magna  International  (MGA) 

69.59 

10.4 

22 

16 

23 

11 

Modine  Mfg.  (MOD) 

32.46 

18.1 

<10 

<10 

TRW  Automotive  (TRW) 

22.77 

30.0 

11            17            15 

Da 

la:  Company 

reports.  Capital  IQ,  BusinessWeek 

bargain  bin.  It  holds  dozens  of  stocks,  but  I  limited  myse 
those  with  stock-market  values  of  at  least  $1  billion.  That 
notably  left  out  Ford's  spin-off,  Visteon.  Its  market  cap  co 
to  just  $873  million,  even  after  Ford  recendy  agreed  to 
reclaim  some  of  Visteon' s  troubled  operations.  As  for  Del;  i 
GM's  once  captive  supplier,  it's  still  under  a  Securities  & 
Exchange  Commission  accounting  probe  and  expects  soot 
restate  its  financial  results.  So  I  set  Delphi  aside,  too.  That 
11  companies.  For  these,  I  checked  price- earnings  ratios, 
balance  sheets,  dividends,  and  how  reliant  each  is  on  De 
Big  Two,  plus  DaimlerChrysler  (table).  My  favorite  pros 
■  Gentex.  This  maker  of  high-tech  rear- view  mirrors  (they 
dim  automatically  to  adjust  for  headlight  glare  from  the  re 
gets  nearly  one-third  of  its  sales  from  GM.  Yet  the  balance 
its  customer  base  is  well  diversified,  including  Toyota  (139- 
sales),  Nissan,  and  BMW  (each  8%  to  9%).  Its  balance  she* 
shows  nearly  $517  million  in  cash  and 
short-term  investments  and  no  debt.  T 
stock  comes  with  a  1.8%  dividend  yielc 
■  Magna  International.  Based  in  Canada 
Magna  is  Gentex's  chief  rival  in  auto- 
dimming  mirrors.  But  that  is  just  one  p 
of  Magna's  much  broader  line  of  parts  and 
assemblies.  Some  61%  of  sales  come  from  GM, 
Ford,  and  DaimlerChrysler,  so  Magna  is  hardly 
immune  to  their  woes.  Still,  its  balance  sheet  is 
good  shape— cash  and  short-term  investments 
nearly  $1.5  billion  easily  outstrip  total  debt  of 
$962  million— and  the  stock  already  has  paid  t 
price  of  Magna's  ties  to  Detroit.  It's  down  18% 
from  the  52-week  high  and  now  yields  2.2%. 
■  Modine  Manufacturing.  While  Modine  got  its 
start  88  years  ago  as  a  radiator  maker,  its 
exposure  to  autos  has  shrunk  to  36%  of  sales. 
Soon,  if  s  set  to  exit  its  money-losing  replacemt  I 
parts  operation,  boosting  the  share  of  its  nonat 
lines  even  more.  These  include  parts  for  heavy 
trucks  and  heating,  ventilation,  and  air 
conditioning  systems.  Chief  Financial  Officer 
Brad  Richardson  told  me  Modine  has  high  hop> 
for  fuel  cell  technologies.  Debt  of  $106  million 
makes  up  less  than  14%  of  capital.  Yield:  2.2%. 
Others  among  the  beaten-down  parts  makers 
may  bounce  back  higher.  Visteon,  for  example, 
shot  past  $8  a  share  from  $3.14  over  just  11 
trading  days  in  May.  Yet  if  you,  like  me,  pride 
yourself  on  your  defensive-driving  skills,  Gentex, 
Magna,  and  Modine  will  look  like  smoother  rides.  I 
E-mail:  rb@businessweek.co, 
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elevate 


technology 


Cleaner  fuels.  Advanced  fuels.  Liquefied  natural  gas.  Converting  gas  fuels  into 
liquids.  3-D  seismic  technology  for  the  discovery  of  new  fuels.  Ultra-deepwater 
drilling  and  production  technology  to  access  once  unreachable  sources  of  fuels. 
Shall  we  go  on?  When  it  comes  to  energy  technologies,  our  answer  to  that 
question  is,  "yes  we  will."  Because  at  ConocoPhillips,  discovering  and  innovating 
new  technologies  is  just  another  way  we  elevate. 
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MANAGING  CASH 


STRATEGIC  ADVICE 


COMMERCIAL  FINANCING 


RAISING  CAPITAL 


You've  always  envisioned  the  day  when  moving 
your  company  the  next  Step  forward 

wouldn't  set  its  cash  flow  three  steps  back. 


When  adding  locations  wouldn't  subtract 

from  your  employees'  well-being. 


When  expanding  your  product  line  wouldn't 

expend  ail  of  your  hard-earned  resources. 


You've  always  had  a  flair  for  looking  forward. 


Isn't  it  good  to  know  one  bank  is  always 

watching  your  back? 


You've  always  had  the  ability  to  see  what's  best  for  your  company. 
Fortunately,  that  includes  your  choice  of  financial  providers.  That's 
why  more  and  more  decision  makers  like  you  are  deciding  on 
KeyBank  for  the  people,  plans  and  products  needed  to  keep  your 
companies'  sights  set  firmly  on  the  future.  Without  needing  eyes  in 
the  back  of  your  heads. 

Achieve  anything. 


Call  1-800-KEY6070,  or  visit  Key.com/corporate 


KeyBank 

On* 


All  loans  subject  to  credit  approval.  Key.com  is  a  federally  registered  trademark  of  KeyCorpj 
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Fed  Rates:  Hitting  the 
Sweet  Spot  Gets  Trickier 

rends  overseas  increasingly  affect  U.S.  monetary  policy 


U.S.  ECONOMY 


Where  is  neutral?  It's  a  question  heard  more  often  in 
le  financial  markets  now  that  the  Federal  Reserve  is  preparing  to  raise 
le  federal  funds  rate  on  June  30  for  the  ninth  time  in  a  year.  At  an 
xpected  3.25%,  the  funds  rate  would  be  the  highest  since  September, 
001.  But  is  that  the  rate  at  which  monetary  policy  shifts  into  neutral? 


k  iat  is,  has  the  Fed  finally  lifted  short-term  rates  from  a 
1  rel  where  they  stimulate  the  economy  to  a  point  where 
ey  neither  help  nor  hinder  growth  while  controlling 
flation?  That's  when  the  markets  can  rest  easier, 
owing  that  the  Fed's  work  is  done. 
To  get  an  answer,  some  Fed  watchers  look  at  historical 
iks  between  growth  and  inflation  and  point  to  a  neutral 
te  of  about  3.5%.  Others  look  at  trends  in  the  real  funds 
te— the  fed  funds  minus  inflation— and  arrive  at  4.25% 
so.  When  asked  about  a  specific  rate  for  neutrality,  Fed 
lairman  Alan  Greenspan  offered  some  of  his  finest 
fuscation  before  Congress  on  June  9,  finally  saying: 
Ve  probably  will  know  it  when  we  are  there." 
But  getting  there  may  be  trickier  than  in  the  past.  In 
day's  world,  massive  amounts  of  money  flow  into  U.S. 
irkets  from  overseas,  exerting  downward  pressure  on 
lg-term  interest  rates.  The  dollar's  value  is  being 
opped  up  as  foreign  governments  try  to  protect  their 
port  industries.  And  because  of  fierce  competition  from 

credit  markets,  banks  are  loosening  their  lending 
indards  even  as  the  Fed  wants  to  curb  borrowing. 
The  globalization  of  money  means  that  formulating 
Dnetary  policy  is  more  difficult  than  ever.  Policymakers 
e  a  critical  challenge:  How  do  you  get  to  neutral  in  the 
S.  when  the  agendas  of  international  investors, 
mpanies,  and  central  banks  increasingly  conflict  with 
S.  policy  goals? 

As  Greenspan  admitted  in  a  June  6  speech  beamed  to 
s  International  Monetary  Conference  in  Beijing:  "The 
onomic  and  financial  world  is  changing  in  ways  that  we 
11  do  not  fully  comprehend."  To  the  extent  that  global 
fences  are  a  factor  in  the  current  failure  of  long-term 
,:es  to  follow  the  Fed's  hikes  in  short-term  rates,  then  a 
jutral  federal  funds  rate  might  well  be  either  lower  or 
jher  than  history  would  suggest. 


markets,  he  says,  while  industrialized  nations  such  as 
Germany  and  Japan  continued  to  accumulate  savings. 
One  result  was  a  downward  push  on  global  rates. 

Because  of  the  U.S.'s  better  economic  performance, 
American  yields  have  remained  above  those  in  Europe  and 
Japan  (chart),  even  though  the  rush  of  foreign  money 
seeking  higher  returns  in  the  U.S.  has  boosted  the  prices  of 

American  bonds  and  held 


U.S.  RATES  ARE  STILL 
MORE  ATTRACTIVE 
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down  yields.  By  opting  for 
the  best  payout,  investors 
around  the  world  are 
shifting  away  from  "home 
bias,"  the  tendency  to 
invest  savings 
domestically.  This 
structural  change  in 
global  capital  flows  means 
that  the  bond  marker's 
recent  performance  may 
be  telling  the  Fed  that  a 
lower  funds  rate  is 
consistent  with  the  new  trends  in  global  finance. 

OF  COURSE,  THERE  ARE  OTHER  possible  reasons  long 
yields  have  failed  to  respond  to  Fed  tightening.  The  bond 
market  may  rightly  or  wrongly  see  weakness  in  the 
economy.  Perhaps  the  pressing  need  to  bolster  the 
pension  funds  of  aging  developed  nations  is  boosting 
demand  for  bonds.  Huge  purchases  of  U.S.  securities  by 
foreign  central  banks  is  another  explanation,  as  foreign 
governments  act  to  control  their  currencies. 

For  his  part,  Greenspan  has  appeared  unimpressed  by 
any  of  the  above  ideas  to  explain  the  bond  market's 
behavior  over  the  past  year.  But  even  if  they  don't 
understand  the  reasons,  policymakers  must  consider 
whether  the  current  low  level  of  long  rates  is  too 
stimulative  to  be  consistent  with  the  Fed's  goal  of 
containing  inflation.  If  so,  then  the  new  neutral  for  the 
funds  rate  might  be  even  higher  than  historical 
experience  would  suggest. 

Already,  some  evidence  supports  this  view.  First, 
despite  the  Fed's  eight  rate  hikes,  borrowing  conditions 
for  consumers  and  businesses  in  both  the  credit  markets 
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and  at  banks  remain  exceptionally  easy.  Second,  low  rates 
continue  to  boost  wealth  in  the  household  and  corporate 
sectors.  Finally,  cheap  mortgages  have  kept  the  housing 
market  red-hot  and  given  more  consumers  access  to  low- 
rate  home-equity  loans,  which  fund  consumer  spending. 

THE  DIFFICULTIES  OF  FINDING  an  optimal  policy  rate 
in  an  increasingly  open  global  economy  put  greater 
emphasis  on  the  monitoring  of  current  data  and  whether 
demand  is  strong  enough  to  stoke  inflation  pressures. 
Right  now,  the  data  show  that  the  economy  has  blown 
past  its  soft  patch  and  is  on  the  road  to  stronger  growth. 

The  industrial  sector,  where  the  economy's  recent 
softness  has  been  concentrated,  rebounded  in  May,  with 
manufacturing  output  posting  a  0.6%  jump  (chart).  True, 
May  retail  sales  fell  0.5%,  pulled  down  partly  by  falling 
gasoline  prices,  but  that  followed  a  huge  1.5%  rise  in 
April.  These  numbers  suggest  that  real  gross  domestic 
product  is  growing  this  quarter  at  an  annual  rate  in  the 
neighborhood  of  3.5%  to  4%.  And  forecasters  surveyed  by 
BusinessWeek  project  growth  in  the  coming  year  to 
average  a  healthy  3.4%  (page  104). 

Such  a  growth  rate  used  to  trigger  inflation  worries. 
But  as  the  late  1990s  proved,  structural  changes- 
increased  productivity,  globalization,  and  competition- 
enable  today's  economy  to  grow  at  a  much  faster  pace 
without  encountering  the  capacity  restraints  or  labor 
shortages  that  once  accelerated  price  pressures. 

The  May  readings  on  producer  and  consumer  prices 
were  generally  tame,  especially  for  goods.  Because  of  a 


drop  in  oil  prices,  producer  prices  for  finished  goods  ft  | 
0.6%  from  April.  Excluding  food  and  fuel,  core  prices 
^were  up  0.1%,  or  a  modest  2.6%  from  previous-year 
levels.  The  recent  decline  in  commodity  prices  suggestl 
further  slowdown  in  core  producer  prices.  Consumer 
prices  also  slipped  in  May,  by  0.1%,  with  core  prices  ur| 

0.1%. 


MANUFACTURING  IS  ON 
THE  REBOUND 
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For  the  Fed,  howeve 
the  crucial  inflation  tes  I 
will  be  in  the  service 
sector,  because  service 
companies  are  much 
more  insulated  from  th| 
deflationary  trends  of 
global  competition  andl 
the  whole  have  not  see:| 
the  productivity  leaps 
made  by  U.S. 
manufacturers.  The 
newest  worry  is  rising 
labor  costs  coupled  with  slower  productivity  growth,  wr| 
could  trigger  price  hikes  for  services.  In  its  June  15  Beig 
Book,  a  roundup  of  regional  economic  activity,  the  Fed 
noted  that  labor  markets  were  improving,  with  several 
reports  of  shortages  of  some  skilled  workers. 

Undoubtedly,  policymakers  will  be  monitoring  the 
price  indexes  and  labor  market  trends  with  more  than 
usual  vigilance  over  the  next  few  months.  Trends  in  th 
areas  will  give  the  best  signals  of  whether  the  Fed  has 
achieved  its  quest  for  a  neutral  funds  rate.  ■ 
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BRAZIL 


Little  Elbow  Room  for  the  Central  Bank 


GROWTH  IN  Brazil  is  cooling. 
Economy  watchers  blame  the 
slowdown  on  the  Banco  Central  do 
Brasil's  aggressive  monetary 
tightening  to  curb  inflation.  Brazil's 
central  bank  appears  to  be  taking  a 
break  now,  but  it  may  not  be  able  to 
reverse  the  hikes  anytime  soon. 

On  June  15  the  central  bank  kept 
its  key  interest  rate  steady  at  19.75% 
Since  last  September,  the  bank  has 
lifted  its  SELIC 
overnight  rate  from 
16%  to  combat  a 
pickup  in  prices.  The 
May  yearly  inflation 
rate  of  8.1%  is  outside 
„the  bank's  target 
rangeof2%to7%. 
But  the  May  data  did 
show  a  deceleration  in 
monthly  consumer 
price  increases,  and 
wholesale  prices  are 
retreating  as  well. 


WHERE  PRICE 
PRESSURES  ARE  EASING 


PERCENT  CHANGE  FROM  A  YEAR  AGO 


I 


Economists  surveyed  by  the  central 
bank  expect  inflation  to  slow  to  a 
yearly  pace  of  6.2%  by  yearend. 

The  higher  interest  rates,  however, 
have  hurt  economic  growth.  Real 
gross  domestic  product  is  now 
expected  to  rise  3.1%  in  2005,  after  a 
5.2%  gain  last  year.  Factories  are 
feeling  the  most  pain  as  higher  rates 
are  making  capital  investments 
unattractive.  April  industrial  output 
was  flat,  and  capital 
investment  fell  2.9%. 
Higher  rates  have  also 
contributed  to  a  36% 
gain  in  the  real 
against  the  U.S.  dollar 
since  last  May. 

Weaker  growth  and 
slower  inflation  have 
economists 
forecasting  a  SELIC 
rate  of  18%  by  2006. 
But  allegations  of  vote 
buying  against 
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members  of  President  Luiz  Inacio 
Lula  da  Silva's  political  coalition  m 
limit  the  bank's  ability  to  cut  rates, 
says  Walter  Molano,  head  of  resear 
at  BCP  Securities  LLC.  If  nervous 
investors  pull  out  of  the  country,  th  || 
currency  could  weaken  and  lead  to 
inflation  via  higher-priced  imports. 
Plus,  the  President  may  face  more 
pressure  to  ditch  restraints  on 
government  spending  in  the  runup 
next  year's  election,  which  could 
increase  inflationary  pressures. 

The  central  bank  is  also  hemmetl 
in  by  Brazil's  limited  infrastructure  I 
which  often  leads  to  bottlenecks  thf 
can  spark  inflation  whenever  the 
economy  picks  up  steam.  Although! 
the  bank's  no-nonsense  approach  i| 
making  for  a  sounder  financial 
system,  high  interest  rates  are 
hampering  the  capital  investments  J 
needed  to  alleviate  a  root  cause  of  t| 
inflationary  problem.  ■ 

-By  James  Mehring  in  New  1r\ 
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JANUS 

MERCURY  FUND: 
BORN  TO  MOVE. 


I  Janus  Mercury  Fund  covers  a  lot  of  ground.  Tracks  down  companies 
pat  look  promising  in  any  industry,  anywhere  in  the  world.  Shows  up  in 
erson  to  see  how  they  really  run.  Picks  only  the  few  that  measure  up. 
The  result  is  a  well-diversified  growth  fund  that  has  sent  home  top 
Native  returns  for  over  a  decade,  beating  100%  of  its  peers  for  the 
:e-of-f  und  period.  No  wonder  it's  named  after  the  swift  god  of  commerce, 
sk  your  financial  advisor  about  Janus  Mercury  Fund,  or  call  Janus  at 
00-224-4132. 


Lipper  Quartile  Rankings  as  of  4/30/05,  based  on  total  returns 

1-Year 


Life  of  Fund* 
3-Year  (5/93) 


Janus  Mercury  Fund        1st  1st  1st 

Large-Cap  Growth  Funds  (119  of  659)  (53  of  544)  (1  of  85) 

"We  think  investors  are  in  good  hands  with  this  fund." 

Momingstar,  3/18/05 


jpoer  ranks  the  Fund  in  the  4th  and  1st  quartiles.  344  of  420  and  9  of  137  for  the  5-  and  10-year  periods,  respectively. 


janus.com 


Jcase  consider  the  charges,  risks,  expenses  and  investment  objectives  carejuUy  bejore  investing.  For  a  prospectus  containing 
<is  and  other  injormation.  please  call  your  financial  advisor  or  Janus  or  download  the  file  onjanus.com.  Read  it  carefully 
•fore  you  invest  or  send  money. 
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HOUSING 


THE 

MORTGAGE 


Lenders  are  cranking  out  an  ever-growing 
array  of  financing  schemes  and  lowering 
standards  to  keep  the  boom  going. 

BYDEANFOUST 


i 


NICKI  RANDOLPH,  A  SAN 
Francisco  real  estate 
agent,  hasn't  been 
scared  off  by  talk  of  a 
housing  bubble.  Al- 
though she  already 
owns  both  a  home  and  a 
condo  in  Palm  Springs,  Calif.,  Randolph 
just  closed  on  a  third  property— dropping 
more  than  $1  million  on  a  1,400-square- 
foot  loft  in  the  heart  of  San  Francisco. 
How  does  she  juggle  so  many  properties 
in  the  overheated  California  market? 
Lots  of  leverage,  thanks  to  banks  all  too 
willing  to  provide  ever  more.  To  finance 
her  loft  purchase,  Randolph  took  out  a 
mortgage  that  lets  her  pay  only  interest 
for  the  first  five  years— a  tactic  that  helps 
her  ease  into  the  hefty  monthly  payments. 
"Fears  that  the  market  is  going  to  crash 
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are  way  overstated,"  she  says  confidently. 
"It's  a  seven-mile-by-seven-mile  city  and 
a  premier  place  people  want  to  live.  You 
have  to  be  more  aggressive  here  because 
the  prices  are  so  high." 

PRESSURE  KEEPS  BUILDING 

RANDOLPH'S  STORY  is  a  familiar  one— 
and  it  shows  the  lengths  to  which  buyers 
are  willing  to  go  to  snatch  up  real  estate 
as  well  as  the  extremes  lenders  will 
stretch  to  accommodate  them.  As  prices 
continue  to  skyrocket  in  much  of  the 
country,  banks  and  lenders  are  cranking 
out  an  ever-growing  array  of  products 
ranging  from  no-money-down  or  inter- 
est-only mortgages,  to  special  "Payment 
Power"  loans  that  allow  homeowners  to 
defer  monthly  payments  altogether  twice 
a  year.  Such  creative  financing  is  letting 


even  marginal  buyers  purchase  hou 
with  price  tags  that  used  to  appeal  onlj 
the  rich  and  famous  In  the  proa 
banks  and  mortgage  companies  appea: 
be  taking  on  more  risk  than  ever  befor 
and  if  rates  rise  sharply  or  prices  turn! 
many  of  their  customers  could  find  the 
selves  in  deep  trouble,  too. 

All  those  innovative  mortgage  pn 
ucts  are  a  sure  sign  that  lenders  are  do 
everything  they  can  to  keep  the  hous 
boom  going  and  to  capitalize  on  yet 
other  round  of  falling  interest  rates  i 
no  one  expected.  There  are  plenty  of  o 
er  signs  of  frenzy  as  well.  Home  appn 
ers  complain  that  mortgage  originat 
are  demanding  the  optimistic  apprais 
needed  to  close  on  loans.  "They  star 
warning  me  to  "be  a  team  player'  anc 
Tiit  the  number'  they  needed  to  seal 
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deal,"  says  Robert  Burnitt,  an  appraiser  in 
Midlothian,  Tex.  Enticed  by  juicy  com- 
missions from  all  those  deals,  others  are 
jumping  into  the  mortgage  biz.  Among 
them  are  John  Switzer,  an  18 -year- old 
high  school  grad  from  New  Bern,  N.C., 
who  put  off  college  so  he  could  start  work 
as  a  mortgage  rep  for  Houston-based 
Franklin  Bank  Corp.  "Right  now,  mort- 
gages are  a  little  more  interesting"  than 
college  studies,  he  says. 

Yet  nothing  screams  "frenzy"  louder 
than  the  huge  popularity  of  innovative— 
and  risky— mortgage  products  that  allow 
buyers  to  stretch  for  those  million-dollar 
studios  and  multimillion- 
dollar  suburban  colonials. 
With  interest- only  mort- 
gages now  offered  by  every- 
one from  ditech.com  to 
Washington  Mutual  Inc., 
such  loans  now  account  for 
20%  of  all  new  mortgages, 
up  from  under  5%  two  years 
ago.  Option  adjustable-rate 
mortgages,  or  "option 
ARMs,"  have  also  become  all 
the  rage  in  superheated 
markets  such  as  California 
and  Washington,  D.C.  With 
an  option  ARM,  borrowers 
can  choose  among  three  dif- 
ferent payment  plans  each  ^^~^^~ 
month,  continually  changing  what  they 
fork  over  as  their  budgets  shift.  The  op- 
tions: a  regular  payment  of  both  principal 
and  interest,  just  the  interest,  or  one  that 
may  not  even  cover  the  interest— so  the 
overall  balance  owed  on  the  mortgage 
could  continue  to  grow. 

The  question  is,  will  the  proliferation  of 
interest- only  and  option  ARM  mortgages 
leave  many  buyers  strapped  down  the 
road,  causing  higher  default  rates?  David 
Liu,  a  mortgage  strategist  for  UBS  in  New 
York,  notes  that  after  similar  products 
were  introduced  in  the  red-hot  California 


LOS  ANGELES 

To  Greenspan, 
"relatively 
exotic" 

mortgages  are 
of  "particular 
concern" 


THE  STAT 


20% 

Share  of  new 
mortgages  in 
2005*  that  are 
"interest-only," 
up  from  less 
than  5%  in  2003 


*  tstimate 

Data  SMR  Research  Corp 


market  in  the  late 
1980s,  they  ultimately 
incurred  a  default  rate 
that  was  three  times  as 
high  as  conventional 
mortgages  when  the  lo- 
cal economy  went  into 
recession  in  the  early 
'90s.  Already  there  are  signs  that  current 
option  ARM  borrowers  are  straining  to 
make  their  monthly  payment:  Liu  notes 
that  among  a  bundle  of  mortgages  origi- 
nated by  Washington  Mutual  and  securi- 
tized  into  the  secondary  market  last  year, 
fully  60%  of  borrowers  made  only  the 
minimum  payment  this 
past  March.  "That's  defi- 
nitely a  sign  that  people  are 
stretching,"  says  Liu. 

There's  plenty  of  other  ev- 
idence suggesting  that 
homebuyers  and  their 
lenders  are  climbing  out  on  a 
limb.  According  to  a  survey 
of  homebuyers  released  last 
November  by  the  National 
Association  of  Realtors,  25% 
of  those  polled  were  able  to 
get  a  mortgage  with  no 
money  down,  vs.  18%  in  ear- 
ly 2003  and  virtually  none  in 
the  late  1990s— a  trend  that 
could  leave  many  of  these 
new  homeowners  under  water  if  home 
prices  take  even  a  small  dip.  At  the  same 
time,  lenders  are  extending  far  more  loans 
to  borrowers  who  have  had  credit  prob- 
lems in  the  past.  According  to  the  Mort- 
gage Bankers  Assn.,  the  share  of  new  loans 
made  to  so-called  subprime  borrowers— 
usually  lower-income  individuals  with 
spotty  credit  histories— rose  to  28%  in  the 
second  half  of  2004,  a  sharp  jump  from 
the  less  than  5%  of  all  lending  that  sub- 
prime  represented  back  in  1994.  "I  think 
there  are  going  to  be  some  blowups,"  says 
Bert  Ely,  a  bank  consultant  based  in 
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Alexandria,  Va.  "These  are  people  who  a  ob  lo 
most  vulnerable  to  job  loss." 

If  the  housing  market  swoons  ar.  mi; 
homeowners  get  into  trouble,  the  moi  jsD.i 
gage  industry  won't  be  far  behind,  max  m 
critics  worry.  "I'm  very  nervous  about  tl  m 
risk  of  higher  foreclosures  down  tl  Stiii. 
road,"  says  Stuart  A.  Feldstein,  preside;  its  tc 
of  SMR  Research  Corp.,  a  mortgage  i 
search  firm  in  Hackettstown,  N.J.  And  c  nor? 
June  9,  Federal  Reserve  Chairman  Ak  me-, 
Greenspan  revealed  his  unease  when  1  iam 
warned  Congress  that  "the  appareinni 
froth  in  housing  markets  may  ha^pvl 
spilled  over  into  mortgage  markets."  H  edit : 
noted  that  the  increasing  use  of  interes  m 
only  and  other  "relatively  exotic"  mor  jfcr 
gages  are  "of  particular  concern." 

SAFEGUARDS  ', 

LENDERS  INSIST  THAT  worries  aboili 
their  standards  are  overblown.  The  «?; 
maintain  that,  thanks  to  the  advent  of  at  sp 
tomated  underwriting  during  the  1990  ietr 
their  ability  to  analyze  statistical  trends  i  ad 
lending  is  far  better  than  before,  enablin  id 


HIGHER  APPRAISALS      LOOSER  STANDARDS 


How  Lenders  Are  Pushing  the  Envelope 

Some  banks  and  mortgage  lenders  are  becoming  increasingly  aggressive 
in  their  practices.  Here's  a  look  at  some  of  the  tactics: 

RISKIER  LOANS 

Lenders  are  writing  more  exotic 
mortgage*  that  let  borrowers 
make  minimal  payments  or  skip 
payments  altogether  in  some 
months.  With  unpaid  interest 
simply  added  to  the  outstanding 
balance,  these  loans  are  at  higher 
risk  of  default. 


Independent  appraisers  complain 
that  some  mortgage  lenders 
demand  that  they  deliver 
appraisals  that  support  the 
spiraling  prices  borrowers  are 
willing  to  pay  for  homes. 
Appraisers  who  don't  play  along 
say  they  risk  getting  blackballed. 


Critics  contend  that  lenders  are 
loosening  qualifying  standards, 
relying  heavily  on  applicants' 
credit  scores  rather  than  looking 
at  their  ability  to  repay  the  loan  in 
coming  years.  That's  particularly 
the  case  with  adjustable  loans, 
whose  rates  are  likely  to  rise. 


them  to  better  price  loans  ai  a. 
cording  to  risk.  "Underwritin  ^ 
is  still  more  of  an  art  than  far 
science,  but  we're  making  pfe 
far  more  of  a  science,"  says  Jo 
Anderson,  a  senior  managin 
director  at  Countrywide  Fh 
nancial  Corp.,  a  Calabasas; 
(Calif.)  mortgage  lender.  An.  j 
lenders  note  that  they've  inst  ; 
tuted  more  safeguards  sine  j 
the  last  housing  boom  in  th  * 
1980s,  such  as  requiring  tm 
borrowers  have  seveif 
months  of  liquid  assets  to 
sure  that  they  can  keep  pa; 
their  mortgages  in  the  even 


34    BusinessWeek  I  June  27.  2005 


HOME  LOANS 


md 


wi  bb  loss.  "On  a  scale  of  1  to  10— with  10 

ing  the  worst-case  scenario— my  con- 

Ji  rn  level  is  only  around  a  2  right  now," 

m  ^s  D.C.  Aiken,  senior  vice-president  for 

m  .ring    and    products    at    HomeBanc 

ttj  irtgage  Corp.,  a  large  lender  in  Atlanta. 

Still,  regulators  are  redoubling  their  ef- 

ldlts  to  make  sure  the  banks  are  right. 

e  Federal  Reserve  and  other  bank  reg- 

itors  recently  ordered  lenders  making 

me-equity  loans  and  lines  of  credit  to 

a  more  in-depth  analysis  of  borrowers' 

ome  and  debt  levels  and  their  ability  to 

)ay  loans— instead  of  relying  heavily  on 

dit  scores,  as  many  lenders  have  been 

ing.  And  regulators  say  they're  busily 

ifting  similar  guidelines  for  mortgage 

ding  as  well.  State  regulators  are  also 

rting    to    rein    in    hyper-aggressive 

iders.  In  Illinois,  legislators  passed  a 

I  that  would  give  a  state  agency  the 

wer  to  review  mortgage  applications  in 

irer-income      areas     to      determine 

ether  borrowers  should  be  required  to 

ii  end  loan  counseling— paid  for  by  the 

ji   originator— before   receiving   the 

ii.  That,  lawmakers  figure,  will  dis- 

nt  lirage  brokers  from  extending  loans  to 

iai  ;h-risk  borrowers  who  have  a  high 

)bability  of  ending  up  in  foreclosure. 

Of  course,  Nicki  Randolph  and  many 

>re  like  her  who  have  used  lenders'  ag- 

:ssive  mortgage  offers  to  expand  their 

Igling  real  estate  empires  aren't  nor- 

Jly  thought  of  as  high-risk  borrowers. 

t  if  interest  rates  and  housing  prices 

1't  follow  the  rosy  script  that  Randolph 

i  so  many  others  are  banking  on,  a 

ole  lot  of  homeowners  could  be  caught 

i  painful  trap.  ■ 

-  With  Peter  Coy  in  New  York,  Sarah 

Lacy  in  San  Mateo,  Rishi  Chhatwal  in 

Atlanta,  and  bureau  reports 


What  the  Mortgage 
Next  Door  Can  Tell  You 


You've  hunted  for  a  new  house 
for  months,  and  now  you're 
ready  to  bid.  But  before  you 
do,  check  one  more  indicator 
to  see  whether  you're  making 
a  smart  purchase:  the  types  of  mortgages 
home  buyers  in  your  market 
are  choosing. 

If  lots  of  your  prospective 
neighbors  are  taking  out 
loans  with  low  initial 
payments  but  much  higher 
costs  down  the  road,  it  could 
mean  that  they're  stretching 
to  buy  houses  they  otherwise 
couldn't  afford.  That's  a  sign  of 
an  overpriced  market. 

The  red  lights  are  flashing  in  San 
Diego,  Atlanta,  San  Francisco,  Denver, 
and  Oakland.  Last  year,  they  had  the 
highest  share  of  single-family-home 
mortgage  loans  that  require  just 
interest  payments-no  principal-in 
the  early  years.  San  Diego  led  overall 
with  47.6%  of  home  buyers  taking 
out  interest  only  mortgages, 
up  from  1.9%  as  recently 
as  2001. 

Providence,  Indianapolis, 
Houston,  Pittsburgh,  and 
Milwaukee  are  at  the  other 
extreme,  with  fewer  than  8% 
of  buyers  going  for  interest- 
only  mortgages  last  year.  The 
data,  which  appeared  first  on 
BusinessWeek  Online,  were 
supplied  by  Loan- 
Performance,  a  San 
Francisco  real  estate 
information  service.  On  a 
national  basis,  the  Loan- 
Performance  numbers 
closely  track  those  of  Fannie 
Mae  Corp.  and  Freddie  Mac 
Corp.,  even  though  those 
companies  buy  standard 
mortgages  while  Loan- 
Performance's  numbers 
cover  only  big-ticket  "jumbo" 
loans  and  subprime 
mortgages. 

Why  are  interest-only 
mortgages  a  warning  sign  of 


I    Be 


Lots  of 
Interest 

Metro  areas  where 
interest-only  mortgages 
are  most  popular* 


SHARE  OF  2004  MORTGAGES 


San  Diego 
48% 


Atlanta 
46 


San  Francisco 
45 


Denver 
43 


Oakland 
43 


San  Jose 
41 


Phoenix-Mesa 
38 


Seattle-Bellevue-Everett 
37 


•Among  the  50  areas  with  the  most 
overall  loans  reported 
Data: :  oanPerformance  LLC 


a  possible  bubble?  They  tend  to  be  most 
popular  in  overheated  markets,  where 
buyers  are  looking  for  every  trick  to  make 
their  monthly  payments  affordable.  Initial 
payments  on  an  interest-only  mortgage  are 
low  because  borrowers  aren't  required  to 
pay  any  principal.  But  after 
a  period  of  time-f  rom  2  to 
10  years-principal 
payments  begin,  and  the 
monthly  payment  jumps  by 
as  much  as  50%. 

Be  especially  cautious 
of  markets  in  which  option 
adjustable-rate  mortgages 
are  hot.  These  loans  offer 
borrowers  extremely  low  teaser 
rates — typically,  just  1%  for  the  first 
month— and  allow  the  option  of  making  a 
minimum  payment  that  may  not  even 
cover  all  of  the  interest  owed  for  the 
month.  The  unpaid  interest  gets 
added  to  the  principal,  so  the  total 
owed  can  swell  like  a  credit-card  bill. 
Borrowers  may  be  enticed  by  the 
introductory  rate  but 
unprepared  for  later 
payments  on  the  swollen 
principal.  Keith  M.  Schemm, 
a  mortgage  broker  in  Santa 
Clara,  Calif.,  says  option 
ARMs  are  "pretty  dangerous 
loans  to  do"  for  many 
families.  "The  problem  is 
there's  such  a  frenzy  in  the 
marketplace  to  buy  a  home." 

In  assessing  a  market, 
also  look  at  whether  house 
prices  are  high  relative  to 
local  incomes  and  relative  to 
rental  rates  on  equivalent 
properties,  and  at  the  health 
of  the  local  economy.  If  major 
employers  have  recently 
closed,  home  prices  are  likely 
to  head  down.  But  if  you're 
worried  about  buying  at  the 
top  of  the  market,  knowing 
what  kind  of  mortgages  your 
neighbors  are  choosing 
should  help  you  make  a  more 
informed  decision. 

-By  Peter  Coy  in  New  York 
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THE  UN-CARLY 
UNVEILS  HIS  GAME  PLAN 

CEO  Mark  Hurd  is  reversing  his 
predecessor's  moves  at  Hewlett-Packard 


IT  HAS  BEEN  2/2  MONTHS  SINCE 
Mark  V.  Hurd  became  chief  execu- 
tive of  Hewlett-Packard  Co.,  and  in- 
siders say  the  differences  with 
predecessor  Carleton  S.  "Carly" 
Fiorina  could  not  be  starker.  From 
the  moment  she  arrived  in  1999, 
Fiorina  tried  to  inspire  employees  with 
pleas  to  help  her  recapture  HP's  lost  glory, 
even  going  so  far  as  to  appear  in  a  TV  ad 
standing  in  front  of  a  mock-up  of  the 
garage  where  HP  was  founded.  Hurd  has 
hardly  mentioned  the  so-called  HP  Way, 
focusing  instead  on  dreary  financial  met- 
rics to  show  where  HP  comes  up  short. 
And  while  Fiorina  came  with  a  grand  vi- 
sion to  make  HP  a  soup-to-nuts  power- 
house of  the  Internet  Age,  Hurd  has  kept 
his  strategic  thoughts  mostly  to  himself. 


that  would  reverse  a  major  part  of  Fiori- 
na's strategic  philosophy.  And  Hurd  is  set 
to  pull  the  trigger  on  big  layoffs,  to  match 
the  efficiency  of  rivals  such  as  Dell  Inc. 
"The  board  replaced  Carly  because  it 
wanted  to  focus  on  execution,"  says  one 
insider.  "Mark  is  doing  just  that" 

The  sales  reorganization  may  be  the 
clearest  sign  that  Hurd  is  the  un- Carly. 
Moving  away  from  her  efforts  to  create  an 
integrated  sales  force  that  sold  bundles  of 


NEW  HP  WAY 

Hurd  aims 
for  focus 
over  synergy 


Back  to  Basics 


SALES  Hurd  wants  account  reps  to  zero  in  on 
winning  in  each  market,  rather  than  on  pushing 
bundles  to  exploit  HP's  vast  portfolio  of  products 


MANAGEMENT  He's  tapping  no-nonsense  opera- 
tions types,  such  as  new  PC  head  Todd  Bradley, 
the  former  CEO  of  handheld  maker  palmOne. 


COST-CUTTING  Many  consultants  have  already 
gone,  and  insiders  expect  layoffs  of  around  15j 


FOCUS  The  printer  division  is  culling  som 
product  lines,  and  a  more  focused 
computing  strategy  is  likely,  too. 

.  Now  a  broad  outline  of  Hurd's  plan  is 
coming  into  focus.  On  June  13,  HP  an- 
nounced^ it  would  separate  its  printer  and 
PC  divisions.  Hurd  also  hired  former 
palmOne  CEO  R.  Todd  Bradley  to  run  the 
PC  group— the  most  significant  outside 
hire  in  years,  aside  from  Fiorina  and  H 
themselves.  BusinessWeek  has  learned  that 
Hurd  is  also  about  to  undertake  a  sweep- 
ing rethink  of  HP's  sales  force— a  move 
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HP's  many  products  to  corporate  c 
tomers,  Hurd  wants  to  shift  back  to  a  n 
product-specific  focus.  That  could  lo 
HP's  selling  costs,  since  less  central  c( 
dination  would  be  required.  It  would 
mean  fewer  commissions  for  each  d 
More  important,  HP  would  no  longe 
sending  generalist  account  reps 
against  the  razor-focused  salespe< 
from  the  likes  of  Dell,  printer  sped; 
Lexmark  International  Inc.,  and  stoi 
giant  EMC  Corp. 

That' s  not  to  say  Hurd  is  making  a 
tal  break  with  the  past.  Coordin 
teams  will  still  sell  to  the  largest  accou 
to  prevent  a  return  to  the  old  days  of" 
five-Taurus  problem,"  when  several  sa 
people,  all  driving  the  HP  company-^ 
of-the-moment,  would  descend  on  c 
tomers.  Still,  says  a  recent  HP  depar 
"this  is  an  about-face  from  the  more  ii 
grated  approach  they  were  taking." 


1 

II 


GOOD  START 

BY  SEPARATING  THE  printer  and 
units,  Hurd  is  clearly  opting  for  focus  o  in 
synergy.  The  move  should  free  up  the  t 
divisions  to  compete  more  effecth  > 
with  Dell  and  Lexmark.  And  in  hir 
Bradley,  Hurd  has  brought  in  a  tough 
erational  exec  much  like  himself.  C 
possibility:  boosting  HP's  direct  sale 
something  it  has  avoided  for  fear  of 
gering  its  resellers.  And  analysts  say 
could  phase  out  the  Compaq  brand  or 
lower-end  PCs. 

Not  a  bad  start— and  there's  pie 
more  to  come.  Insiders  figure  Hurd 
outline  more  details  this  summer,  when 
announces  layoffs  expected  to  reach  ab 
15,000  people.  Two  insiders  hint  that  lb 
rina's  "e-inclusion"  initiative— an  am  h 
tious  effort  aimed  at  devising  cheap  te  c  a 
nology  solutions  for  the  develop 
world— may  be  a  luxury  HP  can  no  Ion  fc 
afford.  And  many  hope  Hurd  will  contii  m 
to  fill  the  executive  ranks  with  new  bio  * 
something  Fiorina  failed  to  do.  Two  j<  c 
that  will  soon  need  filling:  head  of  cor 
rate  sales,  given  the  impending  retirem 
of  Executive  Vice-President  Michael 
Winkler,  and  then  CFO,  when  Roben 
Wayman  makes  his  oft-delayed  departi 

While  Hurd  is  dispensing  tough  me|» 
cine,  most  employees  realize  it  is  need 
"For  years,  we've  just  shifted  the  sa  *i 
people  around,  even  though  they're 
ones  who  got  us  into  these  problems 
the  first  place,"  says  one  midlevel  man. 
er.  Given  the  pragmatism  evident 
Hurd's  first  months  on  the  job,  that  see 
unlikely  to  continue.  ■ 

-By  Peter  Burrows,  with  Ben  E\% 
in  San  Mateo,  Cc 
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MANAGEMENT 


HE  DEAN'S  LIST  AT 
I ARVARD  B-SCHOOL 

[ini  Clark's  successor  will  have  to  balance 


m  cademia  and  the  business  world 


ITH  KIM  B.  CLARK'S 

departure  as  dean 

of     the     Harvard 

Business      School, 

m  m     m     announced  on  June 

:  1  ■     MW      6,    one    of    the 

hA  WM       W       biggest    prizes    in 

f=;Finagement  education  is  up  for  grabs. 

,  in  ie  century-old  program,  with  a  $1.8  bil- 

m)gp  endowment,  is  the  nation's  richest. 

e>pjid  with  a  faculty  that  is  a  veritable 

Ion  io's  who  of  business  academia,  it  is  ar- 

wtjj  ably  the  most  influential.  But  choosing 

ni0  lew  leader  won't  be  easy.  Like  many  top 

K  schools,  Harvard  is  engaged  in  a  bout 

fonj  soul-searching,  trying  to  determine  if 

jjflj  future  will  be  as  a  professional  school 

i  purely  academic  institution. 

3tThe  search  committee  has  yet  to  be 

-  med,  and  even  Clark's  temporary  suc- 

efsor  is  a  question  mark  But  speculation 

d  growing,  and  the  names  of  possible 

^ididates  say  much  about  where  HBS 

v-ei  ty  be  headed.  There's  near  universal 

^  reement  among  Harvard-watchers  that 

,,j :  next  dean  will  come  from  the  B- 

t  lool's   faculty  or  alumni.   But  that 

g  esn't  mean  there  won't  be  changes  at  a 

tool  widely  seen  to  need  more  global 

a  ;sence,  diversity,  and  real-life  business 

;  owhow.  "If  s  a  time  of  our  discontent," 


says  Jay  W.  Lorsch,  a  professor  of  human 
relations  at  HBS.  "The  new  dean  is  going 
to  have  to  find  a  way  to  determine 
whether  we're  creating  the  kind  of  educa- 
tion we  want  to  create." 

The  person  generating  the  most  buzz 
as  a  likely  Clark  successor  is  Srikant  M. 
Datar,  an  accounting  professor  at  HBS 
since  1996  and  senior  associate  dean  of 
executive  education.  A  native  of  India, 
Datar  would  help  HBS  meet  the  goal  of 
promoting  minorities  set  out  by  a  task 
force  formed  by  university  President 

Next  in  Line? 


Names  are 
already 
being 
floated  as 
possible 
successors 
to  departing 
dean  Kim 
Clark  at 
HBS 


SRIKANT  DATAR  An  HBS  accounting 
professor  and  senior  associate  dean 
of  executive  education 


DEBORA  SPAR  Senior  associate  dean 
for  faculty  recruiting  and  professor  of 
international  business  at  HBS 

REBECCA  HENDERSON  A  Harvard 
PhD  and  management  professor  at 
MIT's  Sloan  School  of  Management 

PETER  TUFANO  Professor  of  financial 
management  and  director  of  faculty 
development  at  HBS 


Lawrence  H.  Summers  earlier  this  year. 
Datar  would  also  give  the  business  school 
a  leader  with  truly  global  perspective. 

"A  DEGREE  OF  TENSION" 

THOSE  AREN'T  THE  only  reasons  Datar 
is  a  logical  choice.  While  the  case  study 
continues  to  reign  supreme  at  HBS,  one 
challenge  the  school  faces  is  striking  a 
balance  between  theory  and  practice  that 
doesn't  de-emphasize  the  latter.  Clark 
himself  concedes  that  HBS,  and  B- 
schools  in  general,  need  to  do  a  better  job 
of  bringing  business  experience  into  the 
classroom.  Datar's  work  with  global  com- 
panies—including General  Motors,  Boe- 
ing, and  AT&T— and  his  extensive  re- 
search in  accounting  and  finance  put  him 
in  a  position  to  grapple  with  both  sides  of 
Harvard's  internal  debate.  Datar  could 
not  be  reached  for  comment.  "They're  go- 
ing to  have  a  degree  of  tension  around 
case  writing  vs.  research,"  says  Edward  A. 
Snyder,  dean  of  the  University  of  Chicago 
Graduate  School  of  Business.  "Someone 
is  going  to  have  to  manage  that." 

One  consideration  may  turn  out  to  be 
gender.  Summers,  who  named  three  sen- 
ior female  deans  since  becoming  presi- 
dent, may  be  inclined  to  name  a  fourth, 
given  the  uproar  caused  by  his  comments 
about  women  in  science  last  winter.  A 
likely  candidate  is  Debora  L.  Spar,  a  sen- 
ior associate  dean  for  faculty  recruiting  at 
HBS  who  teaches  international  business 
and  runs  an  executive  education  pro- 
gram. Another,  Rebecca  Henderson,  a 
Harvard  PhD  and  professor  at  the  Sloan 
School  of  Management  at  Massachusetts 
Institute  of  Technology,  has  published  pa- 
pers—including one  with  Clark— on 
strategic  problems  faced  by  tech  compa- 
nies. With  economists  on  the  rise  at  HBS, 
a  fourth  possible  candidate  is  one  of  their 
own:  Peter  Tufano,  the  director  of  faculty 
development  at  HBS  and  a  professor  of  fi- 
nancial management. 

Under  Clark,  HBS  in- 
creased its  endowment,  in- 
vested in  infrastructure,  and 
enlarged  the  faculty.  "Kim 
leaves  a  school  that  is  in  real- 
ly good  shape,"  says  HBS 
management  professor  Rosa- 
beth  M.  Kanter,  speaking  for 
the  school.  But  in  many  ways, 
Clarks  successor  will  have  an 
even  tougher  challenge:  set- 
ting the  school  on  an  intellec- 
tual course  for  the  future.  ■ 
-By  Louis  Lavelle  and 
Geoff  Gloeckler  in  New  York, 
with  William  C.  Symonds 
in  Boston 
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BY  EMILY  THORNTON 


Still  Marching  to  PurcelTs  Drumbeat 

In  the  search  for  his  successor,  Morgan  Stanley's  board  has  hamstrung  itself 


WHO'S  TO  BLAME  for  the 
turmoil  at  Morgan  Stanley? 
Is  it  Chairman  and  CEO 
Philip  J.  Purcell,  who 
triggered  a  mass  exodus  of 
top  bankers  and  traders  with  his  controver- 
sial management  shakeup?  Or  was  it  the 
board,  which  uncritically  endorsed  Pur- 
cell's  plan?  If  you  have  trouble  answering 
the  question,  there's  a  good  reason:  Purcell 

and  the  board  are  so  intertwined  as  to  be  indistinguishable. 

Even  after  Purcell  announced  his  retirement  on  June  13,  he 
continued  to  play  a  familiar  role:  speaking  for  himself,  the  com- 
pany, and  the  board.  True,  two  board  members  showed  up  when 
Purcell  addressed  Morgan  Stanley 
employees.  But  not  a  single  member 
participated  in  Purcell's  public  con- 
ference call.  In  response  to  a  question 
from  a  research  analyst,  Purcell  held 
forth  on  why  the  board  was  automat- 
ically ruling  out  as  a  replacement  for- 
mer President  John  J.  Mack  as  well  as 
other  recently  departed  execs.  Never 
mind  the  years  of  infighting  in  which 
Purcell's  actions  and  decisions  led  di- 
rectly to  Mack  and  many  others  leav- 
ing; the  soon-to-be  ex-CEO  simply 
suggested  the  board  decided  "they 
don't  make  the  cut" 

Where  was  the  board  on  this  criti- 
cal question?  Hiding  in  Purcell's 
shadow,  as  usual,  even  as  he  had  one 
foot  out  the  door.  "It's  a  statement  of 
how  passive  this  board  is  that  no 
board  member  was  on  the  conference 
call,"  notes  Jeffrey  A.  Sonenfeld,  cor- 
porate governance  expert  at  the  Yale 
School  of  Management.  "A  time  of 
crisis  is  when  it's  a  lot  better  to  have 
an  independent,  separate  voice 
speaking  for  the  board  when  they're 
speaking  about  the  CEO."  Echoes  Jay 
W.  Lorsch,  corporate  governance  ex- 
pert at  Harvard  Business  School: 
"The  board  is  still  trying  to  protect 


Ties  That  Bind? 

Morgan  Stanley's  board  of  13  directors, 
including  outgoing  CEO  Purcell,  have 
been  a  tight-knit  group.  Here's  why: 

■  Four  directors  served  on  Dean  Witter's 
board  when  Purcell  ran  the  company. 
They  are:  Edward  Brennan,  Michael  Miles, 
Miles  Marsh,  and  C.  Robert  Kidder. 

■  One  director,  Brennan,  was  Purcell's  boss 
when  Dean  Witter  was  part  of  Sears, 
Roebuck. 

■  Two  directors,  Miles  and  Marsh,  worked  in 
the  company  that  evolved  into  Kraft  Foods. 
Brennan  was  on  the  board  for  one  year. 

■  Several  directors  nave  served  together 
on  other  boards:  Charles  Knight  and  Laura 
D'Andrea  Tyson  at  SBC  Communications, 
Knight  and  John  Jacob  at  Anheuser-Busch. 
Miles  and  Purcell  are  on  the  board  of 
AMR,  where  Brennan  was  executive 
chairman  in  2003. 

a  Two  directors  are  co-presidents. 
Zoe  Cruz  and  Stephen  Crawford.  Purcell 
Dromoted  them  to  their  new  jobs  in  March 
and  to  the  board  in  April. 

Data  Bloomberg  Financial  Markets  BusinessWeek 


Purcell's  feelings."  Through  a  company  spokesman,  the  boa| 
and  Purcell  declined  to  comment  for  this  story. 

Such  unflinching  loyalty,  though,  is  sorely  misplaced.  Tj 
most  vital  question  now  facing  Morgan  Stanley  is  whether  1 
board  can  chart  a  more  independent  path  as  it  faces  the  cruc  I 
tasks  of  searching  for  a  new  CEO  and  putting  an  end  to  tl 
damage  done  to  the  bank  by  the  long  fight.  Allowing  Purcell  f 
stick  around  for  up  to  nine  months— if  a  new  CEO  isn't  foi 
before  the  March,  2006  annual  meeting— certainly  complicat| 
the  task.  The  board  has  also  handicapped  itself  with  its  refuil 
to  consider  any  of  the  talented  senior  people  who  have  left  Md] 
gan  Stanley.  Says  Richard  Stein,  senior  partner  at  execut 
search  firm  Korn/Ferry  International:  "Some  of  the  most  cap 
ble  people  are  the  ones  who  have  already  been  ruled  out." 

If  a  successor  isn't  found  rapidly,  the  price  will  be  steep.  Eve  J 
day  the  search  goes  on,  the  firm  risks  losing  more  of  its  higrl 
profitable  traders  and  bankers,  as  well  as  clients.  Uncertainty  a\  [ 
Morgan's  future  in  retail  brokerage  and  asset  management— J 

the  core  of  the  management  fight] 
will  continue.  And   although  tj 
brain  drain  could  stop  once  a  succt  | 
sor  is  selected,  a  bad  pick  could  set  < 
another  wave  of  defections. 

Can  a  group  of  such  experienc  I 
and  intelligent  people  on  Morga 
Stanley's  board  do  a  more  effectil 
job?  Only  if  they  change  their  strip 
All  too  often  in  the  past,  they  have  1 1 
bed  too  heavily  on  information  frol 
Purcell  to  reach  important  decisior| 
In  2001,  the  board  wouldn't  even  ] 
ten    to    then-chairman    emerit 
Richard  B.  Fisher  when  he  asked 
speak  on  behalf  of  then-preside 
Mack,  who  was  quitting  because  oil 
dispute  with  Purcell.  More  recent| 
some  directors  agreed  only 
late— and  reluctantly— to  listen  to  til 
group  of  eight  former  Morgan  exel 
as  concerns  about  Purcell's  leade| 
ship  mounted. 

In  part,  that  reluctance  sterl 
from  the  board's  makeup.  Mail 
board  members  have  been  close 
Purcell  for  a  decade.  With  the  excel 
tion  of  Laura  D'Andrea  Tyson,  all 
the  directors  who  originally  can| 
from    Morgan    Stanley    when 
merged  with  Purcell's  Dean  Witt»| 
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Discover  &  Co.  have  decamped,  while  Pur- 
cell  has  brought  in  even  more  loyalists. 
Last  December,  for  instance,  his  72-year- 
old  former  boss  at  Sears,  Roebuck  &  Co., 
Edward  A.  Brennan,  rejoined  the  board.  In 
April,  he  appointed  his  two  co-presidents, 
Zoe  Cruz  and  Stephen  S.  Crawford.  "This 
board  was  slavish  to  the  interests  of  a  man 
as  opposed  to  the  interests  of  sharehold- 
ers," says  Samuel  L.  Hayes  III,  professor 


GOVERNANCE 


emeritus  of  investment  banking  at  Har- 
vard B-school.  "They  didn't  get  it  that  the 
leadership  is  failing." 

Now,  some  change  is  coming.  Directors 
have  begun  talking  more  with  investors, 
and  Miles  L.  Marsh  was  named  head  di- 
rector in  the  wake  of  Purcell's  announce- 
ment. Still,  that  the  board  has  been  forced 
by  the  fight  to  turn  to  an  outside  search— 
despite  naming  two  co-presidents— also 


How  the  Best  Boards 
Stay  Clued  In 


w 


hen  John  A.  Krol  became 
lead  director  at  scandal- 
ridden  Tyco  International 
Ltd.  in  2002,  he  aimed  to 
create  a  "plugged-in" 
board.  If  Tyco  was  to  regain  its  footing,  he 
felt,  directors  needed  unfettered  access  to 
managers  well  below  the  CEO.  Directors 
needed  to  know  what  was  happening  in  the 
field,  and  employees— particularly  new  mid- 
and  upper-level  managers-needed  to  feel 
free  to  discuss  challenges  they  faced.  The 
result,  says  Krol,  is  a  culture  of  openness 
that  has  helped  turn  Tyco  around.  "It  all 
starts  out  with  trust,"  he  says. 

Forget  the  idea  that  directors  should  hear 
mostly  from  the  CEO.  At  Tyco  the  board 
meets  about  six  times  a  year,  joined  for 
dinner  by  a  half-dozen  managers  of  different 
business  units.  The  dinnertalk  is  informal, 
followed  by  detailed  strategy  reviews  the 
next  day.  In  addition,  directors  regularly  visit 
business  units,  sometimes  meeting  with 
scores  of  employees,  typically  without  chief 
executive  Edward  D.  Breen  or  other  senior 
staff  hovering  nearby.  The  board  takes  these 
visits  so  seriously  that  open  access  is  now 
written  into  board  guidelines. 

That's  a  big  contrast  from  Morgan 
Stanley,  where  the  board's  reliance  on 
departing  CEO  Philip  J.  Purcell  for  much  of 
its  information,  combined  with  his  long  ties 
to  many  directors,  left  Morgan's  directors  ill- 
equipped  to  respond  to  the  bank's  growing 
crisis.  But  if  Morgan  shows  the  risks  of 
boards-knowing  too  little,  too  late,  other 
companies  are  on  the  vanguard  of 
boardroom  best  practices.  They're  movi 
to  ensure  that  directors  are  kepi1    h< 
of  what's  really  going  on  at  their  cor    anies 
rather  than  relying  on  sanitized  reports  from 


the  chairman  and  CEO.  Home  Depot,  Pfizer, 
and  Motorola  have  gone  out  of  their  way  to 
give  directors  open  access. 

Yet  boards  must  also  walk  a  fine  line 
between  good  governance  and  usurping 
the  CEO.  Defining  where  oversight  ends 


and  management  begins  isn't  easy, 
directors  say.  Betsy  S.  Atkins,  a  director  at 
Polycom,  Chico's  FAS,  and  Reynolds 
American,  says  she  listens  to  employees 
and  passes  on  input  to  CEOs.  "You  don't 
want  to  overstep  and  set  up  back  channels 
for  someone  to  undermine  the  CEO,"  she 
says.  The  mantra,  says  diaries  M.  Elson, 
head  of  the  Weinberg  Center  for  Corporate 
Governance  at  the  University  or  Delaware, 
is  "nose  in,  fingers  out— you  want  to  nose 
around,  but  don't  touch." 

At  many  companies,  life  in  the  post- 
scandal,  Sarbanes-Oxley  era  means  CEOs 
can't  easily  corral  directors.  More  directors 
are,  in  fact,  nosing  around.  Th'ey  are  making 
face-to-face  contacts  with  staff  a  regular 
part  of  their  jobs.  Some  companies  give 


shows  it  is  struggling  with  one  of  i 
jobs— to  groom  successors.  Wall  St 
firms  rarely  resort  to  hiring  a  headhuil 
to  find  a  new  CEO.  "If  they  don't  ha\  j 
credible  internal  candidate,  what  have  1 1 
been  doing  with  themselves?"  asks  "I 
Minow,  head  of  The  Corporate  Libr  [ 
The  answer,  unfortunately,  is  that  in  ba 
ing  PurceD  so  fiercely,  the  board  let  cred| 
candidates  walk  out  the  door.  ■ 


directors  the  office  and  home  phone 
numbers  of  dozens  of  mid-  and  upper-level 
managers  in  case  they  want  to  follow  up  on 
tidbits  discussed  in  presentations.  "Part  of 
your  job  is  getting  to  know  people  from  as 
many  levels  as  you  can,"  says  Elson,  who 
serves  on  several  boards.  "That's  being  a 
good  monitor." 

The  contacts  board  members  work  to 
develop  up  and  down  the  line  can  lead  to 
real  change.  Home  Depot  Inc.  directors  are 
urged  to  visit  at  least  12  stores  a  year. 
Richard  H.  Brown  says  his  visit  to  a  Maine 
Home  Depot  store  helped  to  set  up 
customized  displays  of  rakes  used  to  sweep 
snow  off  of  roofs.  Brown  leaves  his  business 
card  with  store  managers 
so  staff  can  contact  him. 
To  make  sure  directors 
hear  from  varied  sources, 
some  companies  have 
designated  executives  to 
open  doors  for  them. 
Motorola  and  Pfizer,  for 
instance,  have  vice- 
presidents  for  governance 
whom  directors  can  quiz 
about  company  issues. 
That  helps  directors  do 
their  homework.  At  board 
meetings  the  directors  "can 
speak  in  facts,  not 
generalities,"  says  Motorola 
Senior  Vice-President  Patrick  J.  Canavan. 

Some  directors  concede  that  such 
practices  may  threaten  CEOs.  But  with 
boards  being  held  to  ever  higher  standards 
of  accountability,  asking  good  questions  is 
"what  CEOs  should  be  encouraging  their 
boards  to  do,"  argues  Arthur  D.  Collins  Jr., 
CEO  of  Medtronic  Inc.  Adds  Pitney  Bowes 
Inc.  Chief  Michael  J.  Critelli:  "The  fact  that  I 
give  them  unfettered  access  makes  them 
feel  I'm  more  secure  in  the  job.  If  I  were 
trying  to  stage  manage  everything  they 
receive,  they'd  wonder  what  I  was  trying  to 
hide."  And  these  days  the  last  thing  a  CEO 
wants  to  do  is  raise  unnecessary  doubts. 
-By  Joseph  Weber,  with  Roger  0.  Crockett 
and  Michael  Arndt,  in  Chicago,  Brian  Grow 
in  Atlanta,  and  Nanette  Byrnes  in  New  York 
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YES,  WE'RE  AN  800 LB  GORILLA, 

BUT  WE'RE  YOUR 
800 LB  GORILLA. 


That's  right.  While  we  are  large,  our  focus  is  sharp.  You  see,  as  a 
$300  billion  financial  services  group  with  a  long  nonprofit  heritage, 
we  exist  to  serve  those  who  serve  others.  For  over  85  years,  we  have 
done  just  that.  Today,  we  continue  that  charge  by  helping  to  ensure 
the  long-term  financial  well-being  of  people  in  the  academic,  medical 
and  cultural  fields  whose  chosen  careers  advance  the  greater  good. 
People  like  teachers,  nurses,  researchers,  coaches,  hospital  staff 
and  millions  of  others.  We  appreciate  the  inherent  value  their  lifework 
has  on  the  rest  of  us  and  thought  that  it  might  be  nice  to  throw  our 
financial  weight  around  on  their  behalf. 

For  more  information  go  to  www.tiaa-cref.org. 
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WILL  THAT  BE  CASH, 
CREDIT,  OR  CELL? 

Finally,  the  technology  is  at  hand  to 
turn  phones  into  virtual  wallets 


OR  YEARS,  TECHIES  AND 
wireless  phone  companies 
have  coveted  a  dream:  turn- 
ing the  ubiquitous  cell 
phone  into  a  virtual  wallet. 
In  the  late  1990s  everyone 
from  Nokia  Corp.  to  Visa 
was  plotting  to  roll  out  services  in  the  U.S. 
that  would  let  people  use  their  cell 
phones  to  buy  everything  from  soft 
drinks  to  cars.  Startups  such  as  724  Solu- 
tions Inc.  teamed  with  banks  to  let  people 
check  balances  and  transfer  funds  from  a 
phone.  But  pokey  technology  and  tepid 
demand  snuffed  out  the  market. 

Now,  so-called  mobile  commerce 
seems  poised  to  make  a  lasting  comeback. 
Services  are  already  up  and  running  in 
Japan,  South  Korea,  Germany,  and  else- 
where. And  starting  next  year,  a  wave  of 
new  services  is  expected  to  roll  out  in  the 
U.S.— some  could  be  launched  by  wireless 
carriers,  such  as  Sprint  Corp.,  some  by 
small  technology  outfits  working  with  the 
phone  companies  and  banks.  One  such 
company,  C-SAM  Inc.,  a  tiny,  privately 
owned  software  developer  in  Oakbrook 
Terrace,  111.,  is  expected  to  announce 
plans  on  June  20  to  roll  out  a  service  ear- 
ly next  year  that  will  allow  people  to  use 
their  phones  as  credit  cards.  Says  C-SAM 
CEO  Sam  Pitroda:  "I  believe  die  whole 
concept  of  money  is  going  to  change." 

He  may  be  right,  but  he  and  other  evan- 
gelists of  mobile  commerce  face  formida- 
ble challenges  in  the  U.S.  Americans  love 
to  talk— but  haven't  warmed  to  using  cell 
phones  for  much  else  yet.  They  have  legit- 
imate concerns  about  security  and  how 
easy  it  will  be  to  make  a  transaction.  More- 
over, retailers  and  banks  will  have  to  spend 
hundreds  of  millions  to  upgrade  systems 
before  the  technology  goes  mainstream. 

Still,  analysts  and  wireless  execs  be- 
lieve the  time  is  ripe  for  mobile  com- 
merce. Cell  phones  have  become  one  of 
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the  few  items  that  many  peo- 
ple—nearly 2  billion  world- 
wide—rarely leave  home  with- 
out. Pitroda  admits  phone 
wallets  won't  interest  every- 
body. But  he  argues  the  tech- 
nology is  much  better  than 
even  a  few  years  ago— and  if 
he  and  others  get  just  a  frac- 
tion of  the  wireless  market,  a  big  business 
awaits.  "I  see  this  really  beginning  to  take 
off,"  says  Christopher  J.  Bierbaum,  head 
of  Sprint's  mobile  commerce  business. 

As  it  develops,  the  market  could  get 
crowded.  Wireless  operators  from  Sprint 
to  industry  leader  Cingular  Wireless  are 
seeking  ways  to  boost  revenues  as  the 
prices  for  their  voice  offerings  flatten.  The 
carriers  are  currently  weighing  whether 
to  offer  the  service  themselves,  as  NTT 
DoCoMo  Inc.  is  doing  in  Japan,  or  to  part- 
ner with  a  software  provider  or  a  bank. 
But  some  banks  will  want  to  go  it  alone 
and  launch  their  own  branded  service. 
Even  retailers  could  step  into  the  fray. 

The  renewed  interest  has  software 
vendors  developing  a  rash  of  different 


Dialing  for 
Groceries 


and  More 


SHOPPING  Credit  carcU  debit  cards,  or  electronic 
cash  will  be  stored  on  handsets.  Consumers  will  use 
their  phones  to  beam  data  to  electronic  checkout 
systems,  which  will  authorize  the  purchase  of 
everything  from  groceries  to  a  new  refrigerator. 

BANKING  People  will  be  able  to  pay  all  their  bills, 
manage  their  bank  accounts,  and  transfer  money  to 
that  needy  college  kid. 

K  I  'KETING  Down  the  road,  retailers  will  be  able  to 
s       customers  vrtual  coupons  for  in-store  specials, 
nteractive  billboards  could  let  phone-wielding 
pacsersby  purchase  the  product  advertised. 


technologies.  Some  PITRODA  "The 
require  buyers  to  dial  whole  concer. 
a  phone  number  to  of  money  is 
authorize  payment,  gomgtochan 
C-SAM,  on  the  other  ^^^^™ 
hand,  lets  users  navigate  through  a 
phone  menu.  Pitroda,  who  is  talking  \ 
Citibank,  Sprint,  and  others  about  lict 
ing  his  technology,  is  shooting  for  eas 
use.  India's  former  telecom  czar 
aimed  his  technology  at  Indians  v 
work  in  Dubai  and  wire  money  hoi 
With  his  system,  you  simply  click  on 
icon  to  start  a  money  transfer  or  pay  b 
At  retailers,  shoppers  will  use  the  ph( 
to  beam  their  card  data  to  an  electro 
checkout  system. 

User-friendly  technology  will  be 
key  to  success.  During  tn 
last  year  in  Japan,  Visa  Int 
national  found  that  custom 
dismissed  the  technology 
cause  it  was  too  much  worl 
punch  tiny  phone  butto 
"For  U.S.  consumers,  it  has 
be  simple  to  use,"  says  Ton 
Manessis,  Visa's  head 
emerging  opportunities, 
click  through  six  menus  is  r 
simple."  It  may  be  a  few  ye* 
before  Americans  are  as  coi 
fortable  with  phone  wallets 
with  leather  ones,  but  the  ir, 
bile  commerce  revolution 
nalfy  seems  to  be  coming. 
-By  Roger  0.  Crock 
in  Oakbrook  Terrace, . 


We  live  in  an  age  where  fearless  thinkers  are  transforming  the  way  we  live,  work 
and  play.  Organizations  are  realizing  that  the  true  power  of  their  information  is 
unleashed  only  when  it  is  readily  available,  not  safely  locked  away.  Business 
leaders  are  learning  that  success  comes  from  letting  their  people  do  what  they  do 
best— wherever,  whenever  and  however.  That  having  to  choose  between  protecting 
information  and  making  it  available  is  a  choice  from  the  past.  That  real  security  is  an 
open  door,  not  a  closed  one.  That  when  information  has  no  limits,  followers  become 
leaders  and  leaders  become  pioneers.  This  is  the  new  world.  And  in  this  world,  the 
ones  who  are  fearless  are  the  ones  who  will  lead.  l9 
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Analysis  &  Commentar 


COMMENTARY 


BY  AMY  BARRETT 


Color-Blind  Drug  Research  Is  Myopi< 

More-not  less-study  is  needed  on  the  ways  different  races  respond 


GET  READY  FOR  the  fireworks. 
On  June  16,  a  Food  &  Drug  Ad- 
ministration panel  was  expect- 
ed to  recommend  that  the 
agency  approve  the  heart  fail- 
ure drug  BiDil.  NitroMed  Inc.,  which  de- 
veloped it,  is  asking  that  the  drug  be 
cleared  specifically  for  use  by  African 
Americans.  The  move  is  stirring  up  critics 
who  say  that  the  company  is  simply  out  to 

extend  its  patent  life  with  such  a  targeted  approval— a 
charge  NitroMed  denies.  More  worrisome,  bioethicists 
warn  that  greenlighting  a  drug  for  only  one  race  sets  a  dan- 
gerous precedent.  "This  can  fuel  social  conceptions  that 
there  are  meaningful  genetic  differences  between  races," 
says  Jonathan  D.  Kahn,  assistant  professor  of  law  at  Hamline 
University  in  St.  Paul,  Minn. 

Yes,  NitroMed's  application  raises  some  tough  questions. 
But  there  should  be  more— not  less— study  of  how  people  of 
different  races  respond  to  drugs.  While  ethnicity  can  be  an  im- 
perfect measure,  understanding  the  interplay  between  race 
and  drug  efficacy  could  be  a  crucial  tool  in  ferreting  out  the  ge- 
netic traits  that  could  one  day 
allow  researchers  to  better 
tailor  drugs  to  individuals. 
"It's  imperative  that  we  look 
at    racially    specific    differ- 
ences," says  Dr.  Esteban  Gonzalez  Bur- 
chard,  assistant  professor  at  the  Universi- 
ty of  California  at  San  Francisco.  "The 
one-size-fits-all  approach  to  developing 
drugs  is  no  longer  valid."  Certainly  there  is 
growing  evidence  that  a  number  of  drugs 
seem  to  offer  different  benefits— or  pose  different  risks— de- 
pending on  race.  Studies  have  shown  that  hypertension  drugs 
called  ACE  inhibitors  are  less  effective  in  black  patients  than  in 
other  groups.  The  lung  cancer  drug  Iressa  has  shown  higher 
rites  of  effectiveness  in  Asians.  And  when  GlaxoSmithKline 
warned  of  a  possible  link  between  its  asthma  drug 
ent  and  life-threatening  asthmatic  episodes,  the  problem 
ed  to  be  more  common  in  blacks, 
case  of  BiDil,  critics  say  that  NitroMed  hasn't  done  a 
iefinitively  prove  that  blacks  using  th    -*rug  have 
rates  than  whites.  But  while  the  difft     ^\e  in  re- 
between  black  and  white  patients  i         'qtirely 


The  one-size-fits-all 
approach  to  developing 
drugs  is  no  longer  valid. 

-Dr.  Esteban  Gonzalez  Burchard, 

assistant  professor  at  University  of 

California  at  San  Francisco 


MORE  ENERGY  Wells  say 
the  heart  drug  BiDil  has 
improved  her  life 

clear,  there's   no   dou 
that  African  American 
who  experienced  a  43 
decrease  in  death  rate,  c 
benefit  from  the  drug.  D 
anna  S.  Wells,  a  custom 
service  representative 
Dallas,  says  that  after  tai 
ing  BiDil  she  sleeps  bettf 
and  she  has  more  energy 
"It  has  improved  my  li 
considerably."   Scientis 
are  struggling  to  unde 
stand  why  many  druj 
don't  work  alike  in  i 
races.  Dr.  David  B.  GoL 
stein,  director  of  the  Cei 
ter  for  Population  Genomics  &  Pharmacogenetics  at  Dui 
University  Medical  Center,  says  his  group  looked  at  42  varn 
tions  in  certain  genes  that  are  linked  to  how  people  respond  t 
a  variety  of  medications.  He  says  more  than  two-thirds  < 
those  variations  occur  with  differing  frequency  in  people  ( 
European   ancestry  than   in   those 
African  ancestry.  Still,  he  says,  much  moi 
research  is  needed. 

The  complex  interplay  of  genes  and  er 
vironment  makes  undei 
standing  race-based  diffei 
ences  exceedingly  difficul 
UCSF's  Burchard  was  part  c 
a  study  showing  that  Puert 
Rican  patients  with  asthma  reacted  lea 
well  to  the  drug  Albuterol  than  Mexic 
Yet  patients  of  both  nationalities  had  a  gene  that  previo 
had  been  linked  to  a  weaker  response  to  the  drug,  lead 
Burchard  to  suspect  other  genetic  and  environmental  facto; 
are  at  work,  too. 

Until  such  mysteries  are  solved,  researchers  will  sometime 
have  to  use  the  blunt  instrument  of  race  to  help  match  pa 
tients  with  the  right  drugs.  And  that,  ultimately,  will  help 
tients  of  all  races.  While  a  gene  that  makes  someone  respo: 
positively  to  a  drug  may  be  more  common  in  one  race,  it 
certainly  pop  up  in  individuals  in  other  ethnic  groups  as  wi 
More  study— not  less— is  the  key  to  moving  toward  an  era 
personalized  medicine.  ■ 
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Four  funds  on  MONEY" 
magazine's  "50  Best"  list. 


MONEY  magazine  chose  four!  Rowe  Price  funds  to  be  included  on  the  MONEY  50s  list,  "an  elite 
group  of  proven  funds  you  can  use  to  build  a  rock-solid  portfolio."  MONEY  chose  its  50  "best"  funds 
based  on  low  cost,  management  integrity,  and  a  consistent  investment  approach.* 

AtT  Rowe  Price,  we  apply  the  same  disciplined,  long-term  approach  to  all  of  our  funds— while  keeping 
costs  low.  In  fact,  almost  all  of  our  funds  for  individual  investors  have  expense  ratios  below  their  Lipper 
averages.**  And  we  offer  funds  with  no  loads,  commissions,  or  sales  charges.  So  no  matter  which 
T.  Rowe  Price  no-load  fund  you  choose,  you  can  be  confident  that  your  investment  will  go  further. 


As  of  3/31/05 


Blue  Chip  Growth  Fund  (TRBCX) 
Moderate-risk  approach  to 
long-term  growth  potential 

Equity  income  Fund  (PRFOX) 
Lower-risk  approach  to 
long-term  growth  potential 

International  Discovery  Fund1  (PRIDX) 
High-risk  approach  to 
long-term  growth  potential 

New  Era  Fund  (PRNEX) 
Moderate-risk  approach  to 
long-term  growth  potential 


1Year 


1.73% 


12.19% 


16.58% 


33.36% 


Expense 

5  Year 

10  Year 

Ratio 

-4.38% 

10.24% 

0.88%2 

8.17% 

12.05% 

0.74%2 

-2.14% 

13.05% 

1.32%3 

14.42% 

12.93% 

0.69%2 

Current  performance  may  be  lower  or  higher  than  the  quoted  past  performance,  which  cannot  guarantee 
future  results.  Share  price,  principal  value,  and  return  will  vary,  and  you  may  have  a  gain  or  loss  when 
you  sell  your  shares.  To  obtain  the  most  recent  month-end  performance,  call  us  or  visit  our  Web  site. 
Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses, 
and  other  information  that  you  should  read  and  consider  carefully  before  investing.  'To  protect  the 
interests  of  long-term  shareholders,  the  fund  charges  a  2%  redemption  fee  on  shares  held  for  three 
months  or  less.  The  performance  information  shown  does  not  reflect  the  deduction  of  the  redemption  fee. 
If  it  did,  the  performance  would  be  lower. 
All  mutual  funds  are  subject  to  market  risk,  including  possible  loss  of  principal. 


To  find  out  which  of  over  90  T.  Rowe  Price  mutual  funds  is  right  for  your  goals  and  tolerance  for 
risk,  call  our  Investment  Guidance  Specialists  or  visit  ourWeb  site  today.  And  discover  why  more 
and  more  investors  are  choosing  low-cost T.  Rowe  Price  funds. 


TROWEPRICE.COM/MUTUALFUNDS 


TRoweftice 


INVEST    WITH    CONFIDENCE 

Source:  MONEY  magazine.  The  funds  on  the  MONEY  50'  were  carefully  selected  using  the  collective  experience  and  knowledge  of  the  stall  ol  MONEY  magazine.  Some  of  the 
criteria  included  consistent  investment  approach,  solid  performance,  low  expenses,  and  a  history  ol  integrity  on  the  part  of  management.  The  ending  date  for  performance  was  f  2/1 6/04. 
The  publication  dale  of  the  MONEY  article  was  2/05.  MONEY  and  MONEY  50  are  registered  trademarks  of  Time,  Inc.  Used  with  permission. "  1 14  ol  116  funds  (excluding  institutional 
and  bank  institutional  funds  as  defined  by  Upper)  more  than  six  months  old  had  expense  ratios  below  their  Lipper  averages  based  on  fiscal  year-end  data  available  as  of  3/31/05.  (Source 
for  data:  Lipper  Inc.)  Average  annual  total  return  figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  JAs  of  12/31/04.  !As  of  ',0/31/04. 
T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  MPMON407I750 


In  Biz  This  Week 


EDITED  BY  MONICA  GAGNIER 


'AOL  IS 
FOR  KEEPS' 

Time  Warner  CEO  Richard 
Parsons  hasn't  given  up 
trying  to  convince  Wall  Street 
that  the  merger  with 
America  Online  is  a  winner. 
But  lately  his  musings  about 
a  possible  AOL  spin-off  have 
sparked  buzz  that  he's  about 
to  dump  the  unit.  Not  so,  say 
insiders.  Parsons  himself 
told  AOL  employees  that 
"AOL  is  for  keeps." 

BusinessWeekhas  learned 
that  Parsons  has  now 
committed  to  loosening  the 
purse  strings  so  that  AOL  can 
make  acquisitions  to  bolster 
its  Web  presence  and  attract 
online  ad  dollars.  The  move 
came  during  a  recent  visit  by 
Parsons  to  AOL  headquarters 
in  Dulles,  Va.,  when  execs 
complained  they  failed  to  get 
the  O.K.  to  buy  About.com, 
which  the  New  York  Times  Co. 
purchased  in  February. 

If  necessary,  Parsons 
added,  he  would  consider  a 
spin-off  to  give  AOL  its  own 
equity  to  acquire  new 
properties.  Analysts 
speculate  that  AOL  could  buy 
sites  such  as  CNET,  Milage,  or 
InfoUSA.  With  or  without  a 
spin-off,  Parsons  is  putting  his 
money  where  his  mouth  is. 

-Catherine  Yang 


SARBOX 
REDUX 


The  accounting  shakeup 
ushered  in  by  the  2002 
Sarbanes-Oxley  Act  may  not 
be  over.  A  massive  Securities 
&  Exchange  Commission  study 
of  off-balance-sheet 
transactions,  released  on 
June  15,  found  that  corporate 
balance  sheets  failed  to  show 
$535  billion  in  employee 
retirement  obligations  and 
$1.25  trillion  in  cash 
obligations  for  leases.  The 
study  "reinforced  for  us  that 
there's  a  lot  that  can  be  done 
for  the  sake  of  investors," 
says  SEC  Chief  Accountant 
Donald  Nicolaisen.  But 
complaints  are  rising  about 
SarbOx.  Nicolaisen  says 
compliance  is  onerous  partly 
because  companies  have 
resorted  to  off-balance-sheet 
deals  and  other  schemes  to 
mask  earnings  ups  and 
downs.  The  solution,  he  says, 
is  to  require  companies  to 
disclose  and  explain  the  real 
volatility  of  their  businesses. 
But  given  the  departure  of 
SEC  Chairman  William 
Donaldson,  it's  not  clear 
how  much  traction  the 
report  will  get. 


HERTZ  GETS 
THE  HEAVE-HO 


Selling  Ford  Motor's  Hertz 
car  rental  unit  is  CEO  Bill 
Ford  Jr.'s  latest  step  to  build 
up  the  carmaker's  balance 
sheet.  Analysts  say  the  initial 


public  offering,  followed  by 
sale  of  Ford's  remaining 
stake,  could  raise  a  total  of 
$6  billion.  Last  month,  Ford 
finalized  a  deal  to  take  back 
24  factories  from  V isteon,  the 
automotive-parts  business 
that  it  spun  off  in  2000. 
Although  costly,  the  pact 
removed  nagging 
uncertainties  about  Ford's 
Visteon  liabilities.  Wall  Street 
expects  Ford  on  July  19  to 
report  profits  of  roughly  $240 
million,  down  80%  from  a 
year  earlier.  Bill  Ford's 
toughest  act  will  be  reversing 
the  company's  steep  slide  in 
U.S.  market  share. 


A  SLAP 
FOR  BRISTOL 

The  government  has  finally 
moved  against  Bristol-Myers 
Squibb.  On  June  15,  the  U.S. 
Attorney  in  New  Jersey 
charged  the  drugmaker  with 
securities  fraud.  The 
complaint  stems  from  $2.5 
billion  in  revenue 
restatements  Bristol  had  to 
make  after  acknowledging  it 
artificially  boosted  sales  by 
enticing  wholesalers  to  buy 
more  drugs  than  they 
needed.  But  Bristol  struck  a 
deal  to  avoid  prosecution.  As 
part  of  the  pact,  Bristol  will 
pay  an  additional  $300 
million  to  shareholders.  The 
government  also  unsealed 
indictments  against  two 
former  Bristol  executives, 
Frederick  Schiff  and  Richard 
Lane,  on  securities  fraud.  An 
attorney  for  Lane  said  he  is 
innocent,  while  an  attorney 
for  Schiff  says  his  client 
denies  any  wrongdoing. 


BOOM  TIMES 
AT  BEST  BUY 

Sales  of  high-end  TVs  and 
other  digital  products  led 
Best  Buy  to  an  85%  increase 
in  fiscal  first-quarter 
earnings.  Also  driving 


profits:  a  doubling  of 
revenue  from  higher-margii 
services,  such  as  the 
retailer's  Geek  Squad 
in-home  computer 
troubleshooters,  and  strong 
demand  that  allowed  Best 
Buy  and  rivals  to  avoid  deep 
discounting.  The  question 
now:  Will  retailers  resist  the 
urge  to  start  slashing  prices: 
once  again  when  the  crucial 
holiday  season  rolls  around' 


ETCETERA... 

»  Blackstone  Group  will 
acquire  Wyndham  Internation. 
for  $3.2  billion. 
»  News  Corp.  will  buy  back 
$3  billion  of  its  shares. 
»  JPMorgan  Chase  will  settl 
the  Enron  class  action  for 
$2.2  billion. 


CLOSING  BELL 


Shares  of  Chiron 
dipped  6.5%  on 
June  15,  to  $35.47, 
after  the  company 
said  it  wouldn't  be 
able  to  produce  as 
many  closes  of  flu 
vaccine  as  it  had 
hoped  to  for  the 
upcoming  season. 
As  a  result,  the 
Emeryville  (Calif.) 
company  slashed 
its  annual  earnings 
forecast. 


DOLLARS 


JUNE  7. '05  JUNES 

Data:  Bloomberg  Financial  Martifts 
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TOSHIBA  CHOSE  COGNOS 
TO  HELP  THEM  SELL  MORE 
COPIERS.  THEIR  SUCCESS 
CAN  BE  DUPLICATED. 


Toshiba  America  Business  Solutions,  Inc.  needed  to  grow  their  business. 

So  they  turned  to  Cognos  Corporate  Performance  Management  software. 

Now  everyone  from  dealers  to  managers  can  access  the  reports 

and  analyze  the  key  metrics  they  need  to  optimize  sales. 

While  executives  plan  and  forecast  with  greater  accuracy  than  ever  before. 

The  end  result  is  more  informed  decisions.  And  more  business. 

Toshiba  is  just  one  high-performing  company 

that  improves  its  performance  with  Cognos. 

86  of  the  Fortune  100  do  the  same. 


To  learn  more  about  what  Cognos  can  do  for  you, 
visit:  www.cognos.com/proof 


THE  NEXT  LEVEL  OF  PERFORMANCE" 


V 


Copyright  ©  2004  Cognos  Incorporated.  All  rights  reserved. 


Toshiba  America  Bi 


Solutions,  Inc.  is  an  operating  company  of  Toshiba  Corporation 
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=  Certified  Pre-Owne^ 


Find  the  Certified  Pre-Owned  BMW  that  was  meant  for  you. 

With  our  wide  selection      premium  past-year  BMWs  and  a  protection  plan  that  covers 
you  for  up  to  6  years  or '    0,000  miles,*  the  inevitable  can  happen  as  soon  as  you  desire. 


"Protection  Plan  provides  coverage  for  up  to  2  years  or  50.000  miles  (whicheve.    omes  first)  from  the  date  of  the  expiration  of  the  4-year/50,000-mile  BMW  NewVehict 

Limited  Warranty.  See  participating  BMW  center  for  details.  I  irmore  information,  call  1-888-311-4BMW  or  visit  bmwusa.com. 

©2005  BMW  of  North  America.  LLC.  The  BMW  name  and  logo  are  registered  trademarks. 
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-obbyists  Are  Gushing 
This  Energy  Bill 


er 


BIG  ENERGY  COMPANIES  need  incentives  to  drill  for  oil  in  the 
rulf  of  Mexico?  President  Bush  doesn't  think  so.  On  Apr.  20 
|e  told  the  U.S.  Hispanic  Chamber  of  Commerce:  "With  oil 

more  than  $50  a  barrel,  energy  companies  do  not  need 
>ayer-funded  incentives  to  explore  for  oil  and  gas."  But  on 

ipitol  Hill,  lawmakers  figure  they  know 


tter  than  any  former  oilman.  The  ener- 

bill  under  consideration  on  the  Senate 

or  would  reduce  royalty  payments  for 

and  gas  producers  drilling  in  federal 

ters— a  break  worth  almost  $100  mil- 

m  over  10  years,  according  to  the  non- 

irtisan  Congressional  Budget  Office. 

After  two  attempts,  Congress  appears 

ady  to  move  a  major  energy  bill,  and  in- 

'astry  and  lawmakers  are  piling  on.  The 

ll's  authors  have  included  a  slew  of 

eeteners  to  reward  narrow  slices  of  the 

ergy  industry.  These  targeted  receipts 

e  usually  located  in  the  districts  and 

me  states  of  powerful  leaders— or  of 

vering  lawmakers  whose  votes  are 

eded.  Business  lobbyists,  who  haven't 

d  a  significant  energy  bill  to  carry  pet 

ojects  since  1992,  are  positively  giddy. 

scure  goodies 

SOME  OF  the  breaks  may  be  too 
er-the-top   even   for   Congress.   The 

use  version,  for  example,  includes 
out  $2  billion  to  help  producers  of 

oline  additive  MTBE.  The  argument: 
e  feds  required  MTBE  or  other  oxy- 
nators  to  help  gasoline  burn  more 
anly  until  it  was  discovered  that  the 
emical  was  contaminating  groundwa- 

,  now  they  should  help  producers 

tch  to  malting  different  additives. 

use  Majority  Leader  Tom  DeLay  (R- 
x.)  wants  to  go  further  by  protecting 
TBE  makers  from  liability.  The  fight 
rer  the  additive  killed  the  bill  in  2003, 
-j  id  Senate  Energy  Committee  Chairman 
;te  V.  Domenici  (R-N.M.)  says  he  doesn't 

Oant  any  MTBE  provisions  in  this  year's 
11.  Grouses  Senator  Richard  J.  Durbin 
*  Mil.):  "The  House  bill  is  just  a  gusher 
giveaways  to  the  oil  patch." 
But  the  Senate  has  been  fertile  territo- 
too,  for  lobbyists  wildcatting  for  ob- 


PAY  DIRT  There's 

$2  billion  for  oil- 
drilling  research 


scure  goodies.  This  year's  favorite 
theme:  Anything  that  can  claim  to  pro- 
mote cleaner  use  of  coal  deserves  a  break. 
For  example: 

■  The  Basin  Electric  Power  Cooperative 
in  North  Dakota  would  benefit  from  loan 
guarantees  in  the  Senate  bill  for  the  con- 
struction of  a  clean  lignite-coal  facility. 
That  may  help  win  the  support  of  Senator 
Byron  Dorgan  (D-N.D.)  to  whom  the  co- 
op's PAC  donated  $6,500  in  the  2004 
election  cycle.  "We  talk  to  our  congres- 
sional delegation  all  the  time  on  this 
and  a  lot  of  issues,"  says  Basin  Electric 
spokesman  Daryl  Hill. 

■  Senator  Ken  Salazar  (D-Colo.)  pushed 
through  loan  guarantees  for  a  coal  gasifi- 
cation project  "at  an  altitude  of  greater 


than  4,000  feet."  Such  curious  specifica- 
tions don't  come  out  of  thin  air:  Critics 
figured  this  one  was  designed  to  benefit 
Xcel  Energy,  a  utility  serving  Colorado. 
But  Salazar's  provision  drew  headlines 
when  Public  Citizen,  a  Ralph  Nader- 
founded  group,  discovered  that  it  could 
also  cover  DKRW  Energy,  a  company  set 
up  by  four  former  Enron  Corp.  executives. 
A  spokesman  for  Salazar  says  he  backed 
the  plan  to  prove  that  gasification  can 
work  at  Colorado's  mile-high  altitudes, 
not  to  benefit  any  specific  company. 
■  The  House  bill  establishes  a  consor- 
tium to  dole  out  up  to  $2  billion  over  10 
years  for  oil-drilling  research.  The  most 
likely  candidate  to  handle  the  money: 
The  Research  Partnership  to  Secure  En- 
ergy for  America,  a  nonprofit  in  DeLay's 
home  town  of  Sugar  Land,  Tex. 
That  group  shares  members  and 
office  space  with  the  Texas  En- 
ergy Center,  whose  executives 
have  made  contributions  to  De- 
Lay's  campaign. 

Even  when  Congress  isn't  dol- 
ing out  dollars,  it's  changing 
rules  to  help  industry.  If  the  En- 
vironmental Protection  Agency 
rejects  refineries'  permits  to  oper- 
ate in  certain  areas,  the  House 
bill  would  let  them  appeal  to  the 
Energy  Secretary— a  friendlier 
judge,  critics  say.  Another  clause 
would  let  natural  gas  drillers 
use  "hydraulic  fracturing"  to 
crack  open  coal  beds— some- 
times injecting  diesel  fuel  direct- 
ly into  the  ground— without  hav- 
ing to  worry  about  the  Safe 
Drinking  Water  Act.  Halliburton 
Co.  is  among  the  companies  em- 
ploying the  method. 

Energy  companies  argue  that 
these  breaks  are  policy— not 
pork— needed  to  reduce  depend- 
ence on  foreign  oil.  Supporters  of  offshore 
royalty  relief,  for  example,  say  it  will  spur 
exploration  for  domestic  natural  gas  and 
inject  over  $500  million  into  the  economy. 
But  critics  say  the  incentives  are  just 
not  necessary.  "The  only  beneficiary  is  the 
bottom  line  of  these  companies,"  says 
Keith  Ashdown,  vice-president  of  Tax- 
payers for  Common  Sense.  "It  will  really 
do  little  to  increase  production."  Exxon 
Mobil,  a  beneficiary  of  the  royalty  pro- 
posal, would  not  comment  on  the  bill's 
specifics  but  released  a  statement  saying 
the  company  "supports  passage  of  com- 
prehensive energy  legislation."  Compre- 
hensive, in  this  case,  means  big  enough  to 
shoulder  the  weight  of  many  wish  lists.  ■ 
-By  Eamon  Javers 
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THEANIMEBIZ: 
STILL  AN  ADOLESCENT 

It's  influential  around  the  world,  but  can  Japanese 
animation  become  the  nation's  next  big  export? 


I 
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UMETA  CO.  HARDLY 
screams  Big  Business. 
The  animation  studio, 
producer  of  Beyond  the 
Stream  of  Time,  a  TV  car- 
toon about  a  time-travel- 
ing high  school  girl,  is 
based  in  the  Tokyo  suburb  of  Kiyose,  an 
hour  or  more  by  train  from  the  city  cen- 
ter. On  arrival,  you'd  be  forgiven  for 
thinking  you  were  in  the  wrong  place. 
There's  no  sign  on  the  door.  Inside  the 
cramped,  nearly  windowless  building, 
the  company's  30  or  so  jeans-clad 
staffers  busily  draw  by  hand  the  thou- 
sands of  frames  necessary  for  cartoons. 
They  work  quietly,  pausing  only  occa- 
sionally to  sharpen  a  pencil  or  skip  a 
track  on  their  iPods.  "It's  a  lot  of  work, 
but  that' s  how  we  do  it  in  Japan,"  says 
Chief  Executive  Satoshi  Yamaguchi. 

Yet  Yumeta's  humble  establishment  is 
part  of  a  business  that  has  achieved  plen- 
ty of  fame  at  home  and  abroad:  anime. 
This  is  the  realm  of  iconic  Japanese  car- 
toons in  which  doe-eyed  characters  with 
waiflike  faces  have  fantastic  adventures 
that  inspire  devotion  in  millions  of  fans. 
(Indeed,  the  reason  Yumeta's  building 
bears  no  identifying  sign  is  that  some  fans 
are  so  rabid  that  they  rifle  through  the 
garbage  in  search  of  discarded  drawings.) 
Box-office  receipts  and  DVD  sales  from 
anime  films  are  expected  to  reach  $5.2  bil- 
lion globally  this  year,  according  to  trade 
group  Nasscom.  And  games,  toys,  and  the 
myriad  marketing  tie-ins  to  anime  char- 
acters and  films  represented  some  $18.5 
billion  in  Japan  alone,  according  to  Digital 
Contents  White  Book,  an  industry  guide. 
What's  more,  the  images  that  roll  out  of 
Japan's  studios  inspire  eveiything  fr< 


Hollywood  blockbusters  to  high  fashion. 
Anime  "has  been  hugely  influential,"  says 
John  Lasseter,  creative  chief  at  Pixar  Ani- 
mation Studios,  which  produced  The  In- 
credibles  and  Finding  Nemo. 

He  and  other  foreign  media  execs 
think  the  role  of  anime  could  expand 
much,  much  more.  "It  has  the  potential  to 
be  Japan's  next  big  export,"  says  Todd 
Miller,  managing  director  for  Asia  at  Sony 
Pictures  Television.  At  the  high  end  of  the 
craft  is  Hayao  Miyazaki.  While  Miyazaki 
eschews  the  label  of  anime  for  his  films— 


Big  Draws 

Three  of  the  five  top-grossing  films 
in  Japanese  history  are  anime 

L  Spirited  Away  (2001)         $284  Million 


2.77famc(200i) 


245  Million 


3.  Harry  Potter  and  the 
Sorcerer's  Stone  (2001) 


189 


Million 


4.  Howl's  Moving  Castfe*(2004)  187  Million 


5.  Princess  Mononoke  (1997)     181 


Million 
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he  associates  the  term  with  low- 
brow fare— for  fans  both  in 
Japan  and  overseas  he  repre- 
sents the  apex  of  the  genre.  His 
Spiri ted  Away  won  the  Academy 
Award  for  Best  Animated  Fea- 
ture in  2003.  Miyazaki's  latest 
adventure,  Howl's  Moving  Cas- 
tle, about  a  wizard,  and  a  young 
girl  trapped  in  the  body  of  an 
old    woman,    earned    critical 
praise  in  advance  of  its  nation- 
wide opening  in  the  U.S.  on 
June  17.  Three  films  from  his  Studio  ( 
bli  are  among  the  all-time  top-five  h 
est-grossing  movies  in  Japanese  bo> 
fice  history.  "Miyazaki-san's  films  tak 
somewhere  we  have  never  been  befoi 
and  fire  up  our  imaginations  with  w 
derful  images,"  says  Richard  Cook,  ch 
man  of  Walt  Disney  Studios,  whicl 
distributing  Howl's  Moving  Castle. 

SCI-FI  AND  FANTASY 

BUT  MIYAZAKI  is  just  a  small  part  of 
phenomenon.  The  genre— characteri 
by  rich,  dynamic  drawings,  exaggera 
expressions,  and  sci-fi  and  fantasy  theme 
goes  back  decades.  Its  roots  are  in  man 
the  thriving  Japanese  comic  book  indus 
and  like  manga  it  caters  to  just  about 
ages  and  tastes.  The  earliest  example 
probably  Osamu  Tezuka's  Astro  B 
Japan's  first  hit  anime  TV  series,  launch 
in  1963.  Tezuka  laid  the  groundwork 
anime  by  studying  Disney  characters;  h 
said  to  have  watched  Bambi  80  times 

Today  anime  is  at  the  center  of  Japa 
entertainment  industry.  There  is  the  wc 
of  masters,  such  as  Katsuhiro  Otomo,  w 
last  year  released  Steamboy,  and  Mam< 
Oshii,  whose  Innocence  was  nominated 
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m(j  Palme  d'Or  at  Cannes 
^  it  year.  Multibillion-dollar 
:0I)bal  TV  and  game  fran- 
;ukfises,  such  as  Yu-Gi-Oh 
m]A   Pokemon,  have   their 

*pte  in  anime.  And  at  the 

"v  end,   anime   includes 

™  undess       productions— 

ned  at  adults— that  are 

perviolent     and      often 

rnographic.    "The    best 

n)'  rt  of  anime  is  that  it's  not 

::ttry  formulaic,"   says  24- 

P*  ir-old  Nathan  Chang,  who  stood  in  line 

iae  •  10  hours  to  catch  a  sneak  preview  of 

m  \wl's  Moving  Castle  at  New  York's  Muse- 

n ins  \y  0f  Modern  Art  on  June  6. 

tom  The  reach  of  anime  is  so  broad  that  you 

•*  ght  think  the  shops  that  produce  it  are 
*'  'l  e  the  Japanese  auto  industry:  full  of 
lUDC  irld-beating  giants.  Yet  you'll  find  no 
a  mpanies  as  big  or  strong  as  Toyota, 
•r;;'  >nda,  or  Nissan  in  the  land  of  anime.  By 
»&  ;hts  the  industry  should  have  nurtured 
W   now  a  company  akin  to  Walt  Disney 

1  .,  the  media  giant  whose  strength  is 

1  sed  on  decades  of  excellence  in  anima- 
to  n.  But  behind  the  fast-paced  tales  and 
$  h  images,  there's  a  business  that  hasn't 


Anime  hasn't 
moved  far 
beyond 
its  cottage- 
industry 
roots 


progressed  very  far  from  its 
roots  as  a  cottage  industry 
of  sensitive  artistes.  "Be- 
cause of  the  success  of  Ghi- 
bli,  Pokemon,  and  Yu-Gi-Oh, 
there's  a  myth  that  the  in- 
dustry is  profitable,"  says 
Yumeta's  Yamaguchi.  "But 
for  every  100  animations, 
only  around  10  make  any 
real  money." 

Scale  is  another  issue. 
Japan  has  some  440  anime 
studios,  from  big  operations  such  as 
Miyazaki's  Studio  Ghibli,  with  150  staffers, 
to  tiny  two -person  shops  scratching  out  a 
living  making  cheap  series  for  kids'  TV. 
Even  success  stories,  such  as  Production 
I.G.,  which  created  Oshii's  first  big  interna- 
tional hit,  Ghost  in  the  Shell,  and  a  critical- 
ly acclaimed  anime  sequence  in  Quentin 
Tarantino's  Kill  Bill,  Vol  I,  earned  just  $4.6 
million  on  sales  of  $52  million  in  the  year 
through  May,  2004.  By  contrast,  Pixar 
posted  net  income  of  $141.7  million  on 
sales  of  $273.5  million  last  year— margins 
Japan's  anime  producers  can  only  dream 
of.  "It's  a  difficult  industry,"  says  Hiroshi 
Kamide,  an  analyst  at  KBC  Securities 


in  Tokyo.  "For  most  anime  companies, 
success  is  very  hit-and-miss,  while  earn- 
ings streams  are  ridiculously  lumpy." 

Just  as  problematic  is  a  widespread 
lack  of  business  savvy.  Although  toymak- 
ers  and  TV  broadcasters  have  made  bil- 
lions from  marketing  anime  characters, 
most  studios  are  run  by  artists  who  rose 
through  the  ranks  but  have  little  experi- 
ence in  management.  That  has  often  led 
to  a  focus  on  production  over  profits  and  a 
failure  to  make  money  even  with  success- 
es. Until  recendy  almost  all  anime  studios 
simply  sold  their  programs  to  TV  compa- 
nies for  a  one-off  fee,  giving  up  any  claim 
to  further  rev- 
enues from  their 
creations.  And  the 
TV  companies  of- 
ten sell  animation 
series  into  over- 
seas markets  for 
a  pittance,  hop- 
ing to  bolster 
their     sales     of, 

GHOST  IN  THE 

SHELL  A  major 
international  hit 
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games  and  merchandise. 
Then  there's  the  issue  of 
keeping  the  pipeline  filled 
with  eager  young  artists.  In 
the  past  five  years  the  num- 
ber of  full-time  animators 
in  Japan  has  declined  from 
3,500  to  3,000,  estimates 
the  Media  Development 
Research  Institute  in 
Tokyo.  It's  easy  to  see  why. 
Anime  is  still  largely  drawn 
by  hand,  which  means  a  master  animator 
renders  one  frame  for  each  second  of  film, 
with  an  assembly  line  of  low-level  "in-be- 
tweeners"  drawing  the  other  24  frames.  At 
some  studios  the  pay  for  in-betweeners  is 
as  low  as  $2  for  a  frame  that  can  take  up  to 
a  half-hour  to  draw— meaning  some 
artists  subsist  on  about  $700  a  month. 

KOREAN  LABOR 

THAT'S  DRIVING  the  business  overseas,  as 
many  Japanese  studios  outsource  lower- 
level  work  to  Korea  and  elsewhere  in  Asia. 
Two-thirds  of  the  top  Japanese  animation 
studios  outsource  to  Korea,  according  to 
the  Korea  Animation  Producers  Assn.  The 
1,000  artists  at  Dongwoo  Animation  Co., 
Korea's  biggest  studio,  did  most  of  the 
work  on  the  film  and  TV  versions  of  Yu-Gi- 
Oh,  and  the  company  won  the  Grand  Prix 
award  at  last  year's  Tokyo  Animation  Fes- 
tival. "I  expect  someone  like  Miyazaki  will 
emerge  in  Korea  within  three  to  four 


years,"  says  Dongwoo 
President  Kim  Young  Doo. 
The  most  successful 
studios  have  started  look- 
ing overseas  for  more 
than  just  help  with  low- 
level  drawings.  Miyazaki's 
Studio  Ghibli  markets  its 
films  through  Disney  out- 
side of  Japan,  while  Pro- 
duction I.G.  hooked  up 
with  DreamWorks  LLC  to 
release  Innocence.  Tokyo-based  studio 
GDH  is  working  on  a  cartoon  for  U.S.  tel- 
evision called  Afro  Samurai  starring 
Samuel  L.  Jackson,  and  has  provided  an- 
imation for  a  music  video  by  rap-metal 
band  Linkin  Park. 

Still,  too  many  others  have  been  unable 
to  crack  foreign  markets,  leaving  distribu- 
tion deals  to  Japanese  TV  companies.  "To 
realize  their  full  international  potential, 
anime  producers  need  an  aggressive  mar- 
keting strategy,  like  the  major  Hollywood 
studios  do,"  says  Miller  of  Sony,  which  last 
year  launched  Animax  Asia,  a  24-hour  ani- 
me channel.  There's  certainly  room  for 
growth.  Shrek  2  took  in  $437  million  at  the 
box  office  in  the  U.S.,  compared  with  the 
$10  million  in  U.S.  sales  for  Spirited  Away, 
the  most  successful  anime  film  to  date. 

To  expand  anime's  global  reach,  pro- 
ducers may  have  to  rethink  the  kind  of 
projects  they  make  for  the  foreign  mar- 
ket. "There  are  still  gaps  between  Japan- 


ese anime  and  Hollywood  anin 
and  we  need  to  fill  them,"  says 
Kawashiro,  CEO  of  Bandai  Visual, 
sidiary  of  game  maker  Bandai  Co 
Pokemon  and  Yu-Gi-Oh  crossed  t 
vide  in  part  because  of  their  Jap 
quirkiness— and  no  one  does  sci 
toons  like  the  Japanese— but  for  evt 
there  are  too  many  misses. 

Even  Steamboy,  which  took  nine 
and  $22  million  to  produce,  has  ta] 
just  $410,000  since  its  March  debut 
U.S.  and  a  mere  $11  million  since  bei 
leased  in  Japan  a  year  ago.  One  prob 
that  its  story  line,  a  retro-science  ficti 
in  Victorian  Britain,  failed  to  grip  f; 
Akira,  which  brought  the  films'  di 
Otomo  to  international  attention.  "I 
to  Japan's  animation  companies  to 
anime  that's  interesting  for  work 
viewers,"  says  Production  I.G.  CEO 
suhisa  Ishikawa.  "If  it's  good  enough 
pie  will  watch  it"  That  has  always  bee 
formula  for  Hollywood.  And  it  has  W( 
for  anime  inside  Japan.  But  to  reali 
global  potential,  this  business  still  hal 
of  growing  up  to  do.  ■ 

-By  Ian  Rowley  in  Tokyo 

Chester  Dawson  in  New  York,  H 

Tashiro  in  Tokyo,  and  Moon  Ih 

in. 

For  a  slide  show 
on  the  anime  business,  go  to 
www.businessweek.com/extras 
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The  Sincerest  Form  of  Flattery? 

Anime  has  inspired  everything  from  Hollywood  hits  to  haute  couture  handbags 


^  THE  MATRIX 

Andy  and  Larry  Wachowski  credit 
Mamoru  Oshii's  1995  cyborg 
classic  Ghost  in  the  Shell  and 
Katsuhito  Otomo's  1988  antihero 
fantasy  Akira  for  inspiring  the  fast- 
paced  storytelling,  bleak 
landscapes,  and  violent  action 
scenes  of  the  1999  film. 


*  LOUIS  VUITTON 

Vuitton  designer  Marc  Jacobs 
collaborated  with  pop  artist 
Takashi  Murakami  in  2002  and 
2003  on  handbags  featuring 
colorful  monograms,  cherry- 
blossom  patterns,  and  anime- 
style  characters  with  names 
such  as  Flower  Hat  Man  and 
Onion  Head. 


X  THE  LION  KING 

Disney  denies  any  connection,  but 
critics  say  the  1994  film  strongly 
resembles  Osamu  Tezuka's  1966 
TV  series  Jungle  King.  Both 
feature  a  lion  cub-Tezuka's  Kimba 
and  Disney's  Simba-mentored 
by  an  old  baboon  and  confronted 
by  an  evil  lion  with  eye  damage. 


::; 


£  LOONATICS 
UNLEASHED 

Warner  Brothers'  latest 
incarnation  of  its  Looney  Tunes 
stable  due  out  this  fall  features 
sleek,  neon-hued  "descendants 
of  Bugs  Bunny,  Daffy  Duck,  and 
Wile  E.  Coyote  set  in  the  year 
2772,  designed  to  appeal  to  a 
generation  weaned  on  anime. 
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;iete  Generate  and  speed  up  your  expansion 
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osing  a  growth  bank  means  gaining  the  momentum  to  get  ahead.  Driven  by  its  dynamism, 
iete  Generale  now  has  a  workforce  of  92,000  in  80  countries  and  has  become  steadily  stronger  in 
hree  key  fields,  offering  its  customers  ever  more  opportunities  for  expansion.  With  16  million 
tomers  C>  in  retail  banking,  315  billion  euros  fl)  managed  by  global  investment  management  and 
vices  and  a  confirmed  worldwide  leadership  in  corporate  and  investment  banking  (euro  capital  markets, 
ivatives  and  structured  finance),  Societe  Generale  has  become  a  first  choice  partner  for  its  customers 
und  the  world.  If  you  too,  have  a  taste  for  growth,  you  will  soon  see  what  the  "Societe  Generale  red  and 
:k  effect"  can  do  for  you.  (1)  at  31/12/04.  www.socgen.com 


..   s  United  States,  certain  securities,  underwriting,  trading,  brokerage  and  advisory  activities  are  conducted  by  Societe  Generale  Group's  wholly-owned 
,  diaries  SG  Americas  Securities,  LLC,  and  SG  Cowen  &  Co.,  LLC,  both  registered  broker-dealers  and  members  of  NYSE,  NASD  and  SIPC 
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GUANGZHOU  STEEL 

China  has  bee 
a  net  exporter 


CHINA 


THE  DOWNSIDE  TO 
CHINA'S  GIANT  BUILDUP 

If  the  country's  economy  slows,  factory 
overcapacity  could  crunch  profits 


ANY  DAY  NOW,  GERMAN 
chemical  giant  BASF 
and  its  partner  China 
Petroleum  &  Chemical 
Corp.— better  known  as 
Sinopec— will  fire  up  a 
$2.9  billion  petrochemi- 
cal complex  along  a  stretch  of  the 
Yangtze  River  outside  Nanjing.  It  will  be 
able  to  turn  out  600,000  metric  tons  a 
year  of  ethylene,  a  base  material  used  to 
make  plastic  products.  By  yearend  two 
other  plants— one  in  Shanghai  by 
Sinopec  and  Britain's  BP,  the  other  in 
Huizhou,  courtesy  of  CNOOC  Ltd.  and 
Royal  Dutch/  Shell  Group— will  kick  in  an 

Glut  Machine 

Runaway  investment  in  China 
is  creating  surpluses  in  a  range 
of  industries 


-■conductor  Equipment  &  Materials  Institute.  SRI 
Consulting.  Chinese  gov  e  • 
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additional  1.7  million  tons  of  capacity.  All 
told,  China's  ethylene  output  could  rise  by 
36%  this  year  from  2004  levels. 

Now  consider  this:  Six  additional  Chi- 
nese ethylene  crackers,  as  they're  known 
in  the  industry,  are  expected  to  win  gov- 
ernment approval  and  come  online  by 
2010.  If  that  happens,  China's  ethylene  ca- 
pacity will  grow  by  22%  annually,  while 
domestic  demand  will  climb  by  just  13%, 
says  Qu  Guangdong,  a  chemicals  analyst 
with  SRI  Consulting.  Already  the  excess 
capacity  has  helped  whack  global  ethylene 
prices  by  50%,  to  about  $600  per  ton. 

Sinopec  says  the  company  is  not  wor- 
ried about  overcapacity.  That's  because 


SEMICONDUCTORS 

Although  the  global 
chip  glut  has  eased, 
a  new  one  already 
s because  of 
plans  for  22  new 
sen  conductor 
plants  in  China 
by  2008. 


PETROCHEMICALS 

Capacity  for 
ethylene— used  in 
plastics-will  likely 
jump  an  average  of 
22%  a  year  through 
2009,  while  Chinese 
demand  will  grow 
just  13%  annually. 


petroleum  companies  are  used  to  seei 
domestic  customers  soak  up  all  the  pn 
uct  they  can  make.  China  has  grown 
9%-plus  annually  in  the  past  two  yes 
and  hit  9.4%  in  the  first  quarter  of  20( 
Until  recently  domestic  demand 
sorbed  that  fresh  industrial  capacity— r 
to  mention  vast  quantities  of  machine 
chemicals,  and  building  materials  ii 
ported  from  abroad. 

OMINOUS  SIGN 

BUT  WHAT  IF  China  slows?  That  cou 
create  serious  overcapacity,  which  wou 
drive  down  prices.  Already,  the  outsi 
profits  of  recent  years  seem  to  be  histo 
Gluts  are  emerging  in  steel,  cement,  a 
tos,  chips,  and  petrochemicals.  In  the  fix 
four  months  of  this  year,  profits  at  Chin; 
industrial  companies  grew  by  a  mode 
15.6%,  after  surging  46%  for  the  same  p 
riod  last  year,  according  to  China's  N 
tional  Bureau  of  Statistics. 

In  the  cutthroat  auto  sector,  pro 
growth  slowed  to  4%  from  Janua 
through  the  end  of  April,  vs.  9%  in  tt 
same  period  last  year,  says  the  China  A 
sociation  of  Automobile  Manufacturer 
The  most  ominous  sign  of  a  slowdown 
that  some  joint  ventures  (he  won't  nan 
them)  are  laying  off  workers,  says  Micha 
J.  Dunne,  president  of  auto  consultant  A' 
tomotive  Resources  Asia  Ltd.  "We  are  d 
tering  a  war  of  attrition,"  he  says.  In  ste« 
total  capacity  is  expected  to  surge  43%  1 
2010.  Inventories  so  far  are  manageabl 
because  steelmakers  have  become  net  e 
porters.  China  is  also  headed  for  a  massrv 
buildup  in  chip-fabrication  facilities.  It  a 
ready  has  35  silicon-wafer  plants,  with 
more  in  the  planning  stage. 

Of  course,  if  you  have  the  right  prot 
uct,  there's  still  serious  yuan  to  be  mad 
Producers  of  semiconductor-manufactu 
ing  equipment,  such  as  Nikon,  can  sti 
sell  gear  to  all  those  new  chip  plants.  An 
wealthier  Chinese  are  still  willing  to  pa 
$7,000  for  the  latest  in  flat-screen  TV 
Unfortunately  for  companies  in  man 
other  sectors,  the  fat  margins  of  recei 
years  look  increasingly  out  of  reach. 

— By  Brian  Bremner  in  Hong  Kong  an 
Frederik  Balfour  in  Shanghc 


STEEL 

China's  production 
of  345  million  tons 
this  year  will  likely 
exceed  domestic 
demand,  and 
capacity  is  expected 
to  add  an  additional 
43%  by  2010. 


AUTOS 

Manufacturing 
capacity,  now  at 
5.5  million  vehicles. 
will  climb  to  nearly 
15  million  by  2007- 
about  double  that 
year's  projected 
demand. 
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Our  secret 
is  no  secret. 


Bear  Stearns  has  been  voted  America's  Most 
Admired  Company  in  the  Securities  Industry. 

A  growing  list  of  clients — and  industry  honors  —  have  been  coming  to  Bear  Stearns. 
The  firm  has  been  voted  No.  1  Securities  Company  in  the  Fortune®  magazine 
"America's  Most  Admired  Companies"  surveyt  twice  in  the  past  three  years.  It 
has  been  named  Bank  of  the  Year  in  2004,*  and  ranks  No.  1  in  stock  picking  for  total 
returns  over  the  past  seven  years**  But  the  secret  to  our  success  is  no  secret — 
it's  our  people.  Their  skill,  dedication  and  entrepreneurial  spirit  have  been  building 
value  for  our  clients  for  over  80  years. 


A  great  deal  depends  on 
working  with  the  right  people. 
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AT   LAST,    A    $2,599'  ALTERNATIVE   TO   THE    STANDARD   COPIER. 


SAVE  $249 
INSTANTLY 

Likg  getting  free 
fax  mode  on 
select  models2 


The  new  HP  LaserJet  4345mfp  series  is  designed  to  streamline  your  schedule,  workload  and  budget. 
Powerful,  multifunctional  and  network  ready,  it  delivers  a  200,000-page  duty  cycle  per  month, 
rapid  45  ppm  monochrome  output  and  a  choice  of  finishing  options.  Best  of  all,  its  small  footprint 
and  $2,599  starting  price  fit  both  tight  corners  and  budgets.  Make  your  savings  multifunctional 
with  the  HP  LaserJet  4345mfp  series.  The  latest  breakthrough  from  HP  Smart  Office  Solutions. 


HP  LaserJet  4345mfp  series 


CALL  800-888-3370  CLICK  hp.com/smb/mfp   CONTACT  an  HP  reseller 
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m  is  the  HP  LaserJet  4345xs  mfp,  priced  at  $4,450. 
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motions6  Offers  available  from  HP  Direct  and  participating  HP  resellers  only  All  prices  are  HP  Direct  prices,  are  sublet  to  change  and  do  n 
s  taxes  or  shipping  costs:  reseller  and  retailer  prices  may  vary  ©  2005  Hewlett-Packard  Development  Company.  L  P 


News  International  Outlook 


)ITED  BY  CHRISTOPHER  POWER 


ran:  Rafsanjani's 
econd  Shot  at  Reform 


"  HASHEMI  RAFSAN JANI'S  presidential  campaign  headquarters 
Tehran,  press  agent  Siavash  Daryabar  shows  off  a  vast  wall 
lart  of  Iran's  regions  with  hundreds  of  circles,  each  indicat- 
g  a  local  campaign  operation.  There's  plenty  of  support  for 
afsanjani,  but  in  Iran's  increasingly  uninhibited  political 

vironment,  there's  also  plenty  of  oppo-      ry  will  vindicate  his  campaign  theme- 


ion.  For  the  past  few  weeks,  Daryabar 
s  been  churning  out  rebuttals  to  oppo- 
ion  attacks  on  Rafsanjani  for  everything 
m  using  his  influence  to  enrich  himself 
being  photographed  with  inappropri- 
;ly  dressed  women.  "I  have  never  seen 
ch  smears,"  says  the  campaign  veteran. 
Amazingly,  Rafsanjani,  who  served  as 
esident  from  1989  to  1997, 
ten  he  was  a  faithful  partner  of 
:  conservative  mullahs,  is 
owing  enough  flexibility  to  take 
e  attacks  in  stride  and  even  bol- 
:r  his  candidacy.  The  70-year- 
cleric  broke  new  ground  in  a 
evised  spot  on  June  11  in  which 
genially  submitted  himself  to  a 
Uing  from  young  Iranians. 

inoff  Bound 

:CAUSE  OF  HIS  willingness  to 
gage  young  voters,  and  because 
jst  Iranians  view  him  as  a 
gmatic,  can-do  politician,  Raf- 
ijani,  a  onetime  aide  to  the  late 
atollah  Khomeini,  leads  in  the 
lis.  If  he  wins,  Iraq,  the  world's 
).  4  oil  exporter,  can  expect  a  se- 
>us  attempt  at  economic  reform 
d  maybe  even  rapprochement 
th  the  U.S.  So  far,  though,  Raf- 
njani  hasn't  been  garnering  the  major- 
f  required  for  a  first-round  win  in  mid- 
ne.  The  other  top  vote-getters  are  likely 
be  Mohammad  Baqer  Qalibaf,  a  former 
tional  police  chief  backed  by  some  con- 
rvatives,  and  Mustafa  Moin,  a  former 
lucation  Minister  and  the  hope  of 
any  backers  of  the  current  President, 
-  ohammed  Khatami.  If  no  one  gains  a 
ajority,  the  top  two  candidates  will  com- 
te  in  a  runoff  a  week  later. 
The  assumption  is  that  Rafsanjani  will 
obably  win  in  a  runoff.  If  so,  the  victo- 


that  only  he  has  the  experience  and  grav- 
itas  to  cool  down  tense  relations  with  the 
U.S.  and  set  Iran  on  a  path  to  solid  eco- 
nomic growth. 

Rafsanjani  is  appealing  to  Iranians' 
concerns  that  their  country  is  falling  be- 
hind in  an  increasingly  globalized  world. 
Iran's  isolation  now  deprives  the  vital  oil 


SUPPORTER 

Rafsanjani's  pitch 
is  that  he'll  get  Iran 
up  to  global  speed 


and  gas  industry  of  Ameri- 
can investment  and  tech- 
nology. Iran  also  risks  in- 
creasing political  isolation 
thanks  to  international  op- 
position to  its  nuclear  program  and  criti- 
cism of  its  human  rights  record. 

Adding  to  such  worries,  Iran's  growth 
dropped  below  5%  for  the  last  fiscal  year, 
ending  in  March,  as  foreign  and  domestic 
investors  waited  for  election  results  be- 
fore committing  more  capital  to  the  econ- 
omy. While  5%  growth  isn't  bad  for  most 
countries,  it  is  not  enough  to  put  a  dent  in 
Iran's  unemployment  rate  of  14%  or 
higher.  The  business  community  hopes 
that  Rafsanjani  will  repeat  the  achieve- 
ments of  his  first  term,  when  he  made  the 


first  moves  to  energize  the  economy.  "The 
next  President  has  to  be  a  leader  who  can 
create  jobs  and  push  everything  forward," 
says  Shahin  Shayan  Arani,  president  of 
Ezam  Investment  Co. 

As  President,  Rafsanjani  would  likely 
try  to  take  power  back  from  the  supreme 
leader,  Ayatollah  Ali  Khamenei,  who  has 
assumed  an  increasingly  executive  role. 
That  might  lead  to  tensions,  but  as  one 
with  well-burnished  revolutionary  cre- 
dentials, Rafsanjani  would  have  a  far  bet- 
ter chance  than  the  other  candidates  at 
making  an  impact  in  areas  such  as  for- 
eign relations,  where  Khatami  has  lost 
control.  Some  observers  even  think  Raf- 
sanjani will  try  to  push  clerics  out  of  most 
government  posts. 

"We  Should  Accept" 

IN  ECONOMIC  MATTERS,  Rafsanjani 
would  probably  try  to  attract  Western  in- 
vestment and  cut  the  government's  dom- 
inant role  in  the  economy  through  priva- 
tization. In  his  June  11  broadcast  he  said 
the  way  to  prevent  youths  from  being  ex- 
ploited by  rapacious  employers  was  to 
"bring  in  the  private  sector  so  that  com- 
panies will  be  coming  after  you 
with  job  offers." 

Rafsanjani  also  displays  his 
pragmatism  when  discussing 
the  U.S.  He  wouldn't  have  any 
ideological  qualms  about  cutting 
a  deal  with  Washington,  a  goal 
backed  by  wide  swaths  of  Iran- 
ian society.  "If  they  come  for- 
ward and  show  goodwill,  we 
should  accept,"  he  said  in  his 
campaign  broadcast.  The  shape 
of  such  a  deal  is  not  yet  clear,  but 
Rafsanjani  would  want  an  end 
to  U.S.  sanctions  and  military 
threats,  while  the  U.S.  would 
want  verifiable  safeguards  on 
Iran's  nuclear  program  and 
good  behavior  by  Iran  in  Iraq.  Despite  the 
favorable  signals,  reaching  an  agreement 
could  prove  agonizingly  difficult. 

At  the  same  time,  Rafsanjani  would 
split  the  difference  between  the  liberal  re- 
formers and  hard-liners  on  issues  such  as 
press  and  political  freedom.  Now  a  mod- 
erate conservative,  he  can  be  expected  to 
be  more  tolerant  of  criticism  in  the  media 
than  the  hard-liners,  who  have  closed  re- 
formist newspapers  by  the  dozen. 

Rafsanjani  knows  that  reshaping  the 
regime  he  did  so  much  to  create  is  bound 
to  be  a  grueling  and  often  thankless  task. 
But  he  is  apparently  determined  to  take 
one  last  shot  at  burnishing  his  legacy.  ■ 
-By  Stanley  Reed,  with 
Babak  Pirouz,  in  Tehran 
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HOW  THE  DIRT  UNDER 

OUR  NAILS 


HELPED  US  BUILD  A 


FORTUNE  500"  COMPANY. 


The  secret  to  our  success  is  hard  work.  Roll  up  your  sleeves  and  get  your  hands  dirty,  kind  oj  work. 
And  though  this  way  not  seem  like  a  secret  at  all,  it's  helped  us  stay  focused  during  the  unpredictable 
market  trends  that  have  taken  over  the  business  world.  As  for  being  a  Fortune  500  Company, 
sure  we're  proud  of  that.  But  it  doesn't  begin  to  compare  to  what  our  hard  work  has  done  for 
our  customers,  our  employees  and  our  earth.  UK  (^\.jr  Nature* 
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SHOULD  THE  PRIME  RATE  EVER  COME  AL  RENTE, 
WE'LL  MAKE  ONE  KIND  OF  SOFTWARE  SOLUTION 


business  is  unique.  Your  goals  are  defined.  But  che  issues  you  deal  with  every  day  are  complex.  Which  is  why 
SAP  makes  modular  software  solutions  for  the  business  you're  in.  Whether  you're  a  large  company  or  a  not-so-brge 
company?  Whether  your  eye  is  on  pasta  sales  or  periodic  rate  caps.  We  have  an  SAP-  solution  for  you -and  it's  grounded 
in  our  years  of  working  with  the  best-run  businesses  in  your  industry.  Because  we  know  business  fundamentals. 
And  we  know  what  makes  your  business  fundamentally  different.  And  so  docs  our  software.  Visit  sap.com/unique  or 
call  800  880  1727  to  see  how  we  can  help  vour  business. 
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ompanies  today  must  safeguard  and  precisely 
catalog  millions  of  bits  of  data  every  day  that, 
until  recently,  they  rarely  even  bothered  retain- 
ing at  all.  Those  crucial,  everyday  employee,  contractor 
and  customer  communications  are  hidden  in  seemingly 
innocuous  instant  messages,  voicemails  and  files  beamed 
among  Palm  Pilots,  BlackBerries  or  other  types  of  per- 
sonal digital  devices. 

Companies  must  not  only  keep  such  data  safe  from 
hackers  and  crooks,  but  executives  must  be  able  to  quickly 
find  critical  information  within  that  data  when  an  accoun- 
tant (or  a  lawyer)  demands  it.  That  holds  true  whether  the 
data  is  in  a  spreadsheet  e-mailed  to  a  customer,  a  USB  drive 
belonging  to  a  disgrunded  employee  or  a  lost  laptop  with 
crucial  procurement  contract  changes. 

Experts  recommend  focusing  security  efforts  on  the 
data  that  is  most  crucial  for  critical  business  operations. 
In  today's  world  of  mobile  devices  and  mobile  workers, 
that  can  be  harder  than  it  seems. 

Take  voicemail,  for  instance.  Voicemail  messages  are 
especially  hard  to  index  and  retrieve  because  there  are  so 
many  of  them  and  each  message  is  short  and  often  ad- 


dresses multiple  issues.  The  best  speech-to-text  technol- 
ogy today  can  barely  translate  in  real  time,  which  means 
that  people  will  need  to  listen  to  every  voicemail  message, 
summarize  it,  catalog  it  and  then  link  those  text  descrip- 
tions with  the  audio  file. 

Considering  that  it's  not  unusual  for  a  large  corpora- 
tion to  literally  generate  as  many  as  one  million  voice- 
mails  a  day,  the  task  is  a  challenge.  Add  to  that  the  fact 
that  voicemail  messages  are  often  in  multiple  languages 
and  filled  with  industry  shorthand,  and  voicemail  catego- 
rization becomes  almost  impossible.  On  the  other  hand, 
it's  equally  critical  that  companies  do  track  such  mes- 
sages, both  to  defend  against  various  legal  (criminal,  civil 
and  regulatory)  efforts  and  to  provide  advance  notice  to 
executives  about  improper  activities  such  as  insider  trad- 
ing, harassment  or  theft. 


Data,  Data  Everywhere 


Traveling,  telecommuting,  part-time  or  contract  workers 
roam  the  country  or  the  world  with  sensitive  corporate 
information  on  their  laptops.  They  read  and  store  sensi- 
tive e-mail  on  handheld  BlackBerries  and  download  files 
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Where  14-billion  Web  addresses  and  emails  get  directed. 

Where  2.7-billion  phone  connections  get  routed. 

Where  3,000  global  enterprises  get  secured. 

Where  $100-million  in  online  commerce  gets  transacted. 

Every  day. 


FIND 


^E         '  ' 


®' 


m 


r 


■—- 


■MMMaav 


' 


<* 


■ 


Verisign.  Where  it  all  comes  together. 

Billions  of  times  each  day.  the  world  interacts  with  a  company  you  may  not  realize  is  there.  One  that  is  driving  dynamic  transformations  at  tl 
core  of  commerce  and  communications  'VeriSign.  Through  our  Intelligent  Infrastructure  Services,  we  enable  businesses  and  in 
connect,  secure,  and  transact  across  today's  complex  Internet,  telecom,  and  converged  networks.  We  operate  the  systems  that  manage  c< 
handling  14-billion  Web  address^  ails  every  day.  We  run  one  of  the  largest  telecom  signaling  networks  in  the  world,  enabling  si 

such  as  cellular  roaming,  text  messaging,  caller  ID,  and  multimedia  messaging.  We  manage  network  security  services  for  over  3.000  global  busii 


ttw  venSign  logo,  "Where  it  alt  comes  together."  and  other  trademarks,  service  marts,  and  designs  are  registered  or  unregistered  trademarks  of  venSign  and  its  _  -i  led  StJ 
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www.VeriSign.com 
Download  now:  free  white  paper  on  Intelligent  Infrastructure  Services 


VeriSign8 


SPECIAL  ADVERTISING   SECTION 


onto  inexpensive  "thumb"  drives  that  can  store  up  to  a 
gigabvte  of  information  on  a  key  chain. 

E-mail  is,  in  some  ways,  as  great  a  threat  as  small 
USB  drives  when  it  comes  to  stealing  or  sending  sensitive 


Why  Protect  Data? 


Security  managers'  top  reasons  for  protecting  data. 
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information  to  people  who  should  not  have  it,  says 
Paulus  Sachar,  chief  security  officer  at  independent  soft- 
ware supplier  SAP  AG  in  Walldorf,  Germany.  Although 
some  U.S.  companies  use  e-mail  filtering  and  blocking  to 
prevent  such  unauthorized  data  transmissions,  compa- 
nies elsewhere  in  the  world  are  not  because  of  a  growing 
trend  by  governments  to  preserve  users'  privacy  while 
using  e-mail.  "The  trend  toward  more  privacy  worldwide 
makes  it  harder  for  security 
professionals  to  protect  com- 
pany data.    Sachar  says. 

Even  within  the  corporate 
network,  e-mail  poses  a  huge 
security  challenge  because  of 
the  rate  at  which  it  is  growing 
and  the  critical  nature  of  files 
sent  as  e-mail  attachments. 

Telephone  conversations,  voicemail  and  instant  messaging 
chats  also  can  be  used  to  send  sensitive  information  and 
may  be  subject  to  "discovery"  as  evidence  in  regulatory  or 
legal  proceedings. 


What  s  more,  keeping  data  secure  is  harder  these  da 
because  companies  share  confidential  information  (sue 
as  prices,  designs  and  production  schedules)  with  supp: 
ers,  customers  and  shippers.  When  network  and  infr 
structure  services  provider  \  eriSign  Inc.  joins  anoth 
company  to  bid  on  a  project,  "We  might  put  a  lot  of  pr< 
prietary  information  into  this  document,  such  as  tr 
strength  of  our  infrastructure,  the  scale  of  our  infrastru 
ture,  the  kinds  of  software  we  use,"  says  Ken  Silva,  chi 
security  officer  at  the  Mountain  Mew,  Calif,  compan 

the  conclusion  of  the  bid,  we  want  to  make  sure  bo 
parries  destroy  each  other's  proprietary  information 
that  information  be  used  against  VeriSign  in  a  futu 
bid — or  to  breach  its  s\"stems. 
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OK 


At  Chase-Pitkin  Home  Centers  in  Rochester,  N.Y.,  CI 
and  Controller  Chris  Dorsey  is  happy  that  new  dat 
sharing  technology  lets  any  employee  with  a  We 
browser  access  critical  corporate  reports.  But  he  worri 
about  what  happens  "if  some  people  began  to  learn  oth 
people's  user  IDs  and  passwords."  And  with  mor 
employees  using  handhelds  to  take  orders  in  the  fielc 
"the  discussion  quickly  became,  'What  if  they  lose  th 
device?'"  with  all  that  customer  data  on  it,  E)orsey  says. 
"Full  or  partial  copies  of  key  corporate  data  may  b 
anywhere — on  PCs,  laptops,  PDAs,  removable  storag 
media,  (network)  file  shares,  backup  media,  insecur 
paper  and  media  disposal  systems,"  says  Daniel  Blum 
senior  vice  president  and  group  research  director  at  Burtoi 
Group,  an  IT  research  and  advisory  firm  in  Salt  Lake  Cin 
This  underscores  the  fact  that  executives  today  mus 
look  at  security  issues  differently.  The  "perimeter"  mode 
of  security,  in  which  company  insiders  can  access  informa   < 
tion  and  outsiders  cannot,  "is  not  adequate  anymore  fo 
securing  company  confidential  data,"  SAP's  Sachar  says. 
A  wave  of  high-profile  corporate  scandals — com 
plete  with  jail  sentences — has  made  C-level  executive 

and  corporate  boards  eager  tc 
show  they're  keeping  corpo- 
rate financial  information 
clean.  Even  though  the  Sar- 
banes-Oxley  Act  and  its  stria 
record-keeping  requirements 
apply  only  to  public  compa- 
nies, privately  held  firms  are 
also  scrambling  to  comply  to 
reassure  nervous  customers  and  business  partners.  That's 
why  regulatory  compliance  overall,  and  with  Sarbanes- 
Oxley  specifically,  were  the  top  two  priorities  for  2005 
cited  by  security  managers  in  a  study  conducted  by 


.dheld  device  is 
_-y  officer 

remol  (temporarily 

permanently 

de  ice  data. 
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ThelnfoPro  Inc.,  a  New  York-based  research  firm. 

"The  whole  world  of  corporate  governance  has  ex- 
ploded," says  Peter  Mojica,  vice  president  of  product 
management  and  strategies  at  AXS-One 
Inc.,  a  vendor  of  records  compliance 
management  software  in  Rutherford, 
N.J.  New  regulations  require  many 
companies  (not  just  traditionally  regu- 
lated financial  services  firms)  to  keep 
more  information  longer  and  to  be  able 
to  quickly  find  all  references  to  a  specific 
company  or  transaction.  This  is  in  addi- 
tion to  earlier  regulations  governing,  for  example,  how 
long  certain  types  of  companies  must  keep  records  and 
when  those  records  may  be  destroyed. 

If  a  company's  regulators  don't  force  it  to  do  all  this 
work,  its  lawyers  might.  "Any  company  in  the  world  can  get 
sued,"  Mojica  says,  "and  e-mail  is  the  new  'discoverable' 
item  during  litigation."  Telephone  conversations  and  voice- 
mail  might  be  next  to  come  under  the  microscope,  adds 
AXS-One  Chief  Marketing  Officer  Richard  Dym. 

To  avoid  getting  overwhelmed  with  these  challenges, 
it's  important  for  businesses  to  classify  information  assets 
according  to  business  value.  Properly  judging  the  business 
value  of  different  types  of  data  and  IT  infrastructure  is  a 
tough  challenge  for  many  companies,  says  Vince  Rossi, 
senior  vice  president  of  product  management  and  product 
marketing  at  McAfee  Inc.,  a  Santa  Clara,  Calif,  security 
vendor.  The  result:  Time-consuming  and  expensive  work 
such  as  installing  security  patches  isn't  always  done  on  the 
most  important  systems  first. 


Security  Tools 


Not  all  the  technology  needed  to  protect  data  is  expen- 
sive or  complicated.  Authentication  (verifying  that  some- 
one is  who  he  or  she  claims  to  be)  can  be  as  simple  as 
enabling  the  password  capability  built  into  every  note- 
book, PDA  and  Pocket  PC,  or  as  elaborate  as  two-factor 
authentication  requiring  the  user  to  key  in  a  number 
from  an  electronic  token.  Many  word  processing  and 
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document  management  programs  allow  content  creators 
to  control  who  can  receive  a  specific  file  or  to  set  a  date 
beyond  which  the  file  cannot  be  opened. 

Tokens  are  rapidly  becoming  more 
popular  because  "they  provide  strong 
authentication,"  says  Arthur  Coviello 
Jr.,  president  and  CEO  of  security  ven- 
dor RSA  Security  Inc.  in  Bedford,  Mass. 
"Many  people  now  believe  passwords 
are  not  enough." 

Victor  Wheatman,  managing  vice 
president  at  IT  research  firm  Gartner  Inc. 
in  Stamford,  Conn.,  says  some  token  vendors  are  replacing 
electronic  code-generating  tokens  with  less  expensive 
printed  cards  on  which  the  user  must  match  numbers  to 
log  into  the  system. 

Encrypting  data  so  it  can  be  read  only  by  a  person 
with  the  proper  decryption  key  is  a  powerful  tool,  espe- 
cially for  protecting  data  on  a  lost  mobile  device.  But 


Big  Bucks  to  Protect  Big  Bytes 


Worldwide  sales  of  intrusion  detection,  spam  controls  and 
other  secure  content-management  products. 

20 

$16.0 
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Source:  International  Data  Corp. 

encryption  is  only  as  good  as  the  system  in  place  to  manage 
the  encryption/decryption  keys  and  the  electronic  certifi- 
cates needed  to  get  a  decryption  key.  "There's  nothing 
worse  than  a  disgruntled  employee  sitting  down, 
encrypting  all  their  data  and  walking  out  the  door," 
VeriSign's  Silva  says,  leaving  no  way  to  decrypt  that  data. 
In  cases  where  an  employee  misplaces  a  handheld  device 
containing  company  information,  he  remotely  "stuns" 
(temporarily  disables)  or  "wipes"  (permanendy  deletes)  all 
information  on  that  device.  "We  have  to  assume  that 
device  will  wind  up  in  the  wrong  hands,"  Silva  says.  After 
all,  "The  capital  loss  of  a  PDA  or  a  cell  phone  or  a  laptop  is 
nothing  compared  to  the  intellectual  property  loss."  ■ 
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Science&Technoloev  Biotech 


Stem  Cells  to  Go 

ViaCelTs  goal  is  to  mass-produce  them 
from  umbilical  cord  blood 


ACH  TIME  MARC  D.  BEER 
crosses  the  atrium  at  Via- 
Cell  Inc.,  he  finds  himself 
looking  up.  There,  on  the 
upper  floors  of  the  biotech 
company  he  runs  in  Cam- 
bridge, Mass.,  lie  70,000 
square  feet  of  glistening  new  labs.  In  Au- 
gust, ViaCell  will  start  using  the  space  to 
study  a  potentially  rich  source  of  life-sav- 
ing stem  cells:  blood  from  newborn  ba- 
bies' umbilical  cords.  Yet  the  "wet  paint" 
signs  taped  to  the  walls  and  the  plastic 
lining  the  floor  say  something  about  the 
science  as  well  as  the  facility— if  s  new, 
and  not  yet  ready  for  business.  "There's  a 
lot  we  don't  know  about  the  value  of  these 
cells,"  says  CEO  Beer. 


Doctors,  patients,  and  quite  a  few  in- 
vestors are  counting  on  ViaCell  to  unlock 
the  therapeutic  promise  of  umbilical  cord 
stem  cells.  These  have  been  used,  on  a 
small  scale,  to  treat  more  than  30  differ- 
ent diseases.  Now  ViaCell  would  like  to 
make  such  cells  available  on  a  much  larg- 
er scale.  Backed  by  a  $20  million  partner- 
ship with  biotech  giant  Amgen  Inc.,  it  has 
launched  clinical  trials  to  test  whether 
doctors  could  use  its  specially-prepared 
cells  in  transplant  procedures,  instead  of 
bone  marrow.  And  a  big  boost  could  come 
from  Washington,  which  is  weighing 
laws  to  fund  a  national  storage  system  for 
cord  blood,  currently  in  short  supply. 

If  its  research  pans  out,  ViaCell  may 
end  up  in  the  sweet  spot  of  stem-cell  ther- 


Miracle  Workers 


apies.  Umbilical  cord  blood  contains  tl| 
same  kind  of  therapeutic  stem  cells  foi 
in  bone  marrow,  which  is  often  tranl 
planted   into   patients   suffering   froi 
blood-based  diseases  such  as  leukemil 
Umbilical  cord  cells  behave  like  tht 
counterparts  in  marrow,  transformi 
into  healthy  white  blood  cells.  And  coi 
pared  with  bone  marrow,  umbilical  co 
cells  are  relatively  easy  to  match  with  p 
tients  who  need  them.  That's  becau    iff 
younger  cord  cells  are  less  likely  to  trigg 
immune-system  responses  that  cau  )* 
some  patients  to  reject  transplanted  ma 
row  cells.  In  fact,  only  half  of  patients  wl 
need  bone  marrow  can  find  a  match  fro 
an  unrelated  donor.  Experts  estima 
umbilical  cord  blood  could  boost  th 
match  rate  to  80%. 

JUST  A  CUPFUL 

RESEARCHERS  ARE  particularly  exciti 
by  data  suggesting  that  cord  cells  m 
possess  some  of  the  near-magical  flexib 
ity  of  stem  cells  harvested  from  huma 
embryos.  It  appears,  for  example,  thi 
umbilical  stem  cells  can  mature  into  ne 
ral  cells  and  heart  muscle.  And  becau 
they  are  obtained  from  tissue  discard 
after  a  baby  is  born,  umbilical  cells 
free  of  the  political  controversy  surromT 
ing  embryonic  cells. 

The  drawback  with  umbilical  ste 
cells  is  scant  supply.  A  single  umbilic 


Stem  cells  from  umbilical  cord  blood  can  treat  people  who  need  bone  marrow  transplants  and  can't 
find  a  match.  The  umbilical  cells  may  have  other  medical  uses,  too— but  the  cells  are  scarce. 
Here's  how  ViaCell's  technique  gets  around  that  problem: 


lThree  different  proteins  that 
promote  growth  are  added  to 
the  stem  cells  (green) 


2  As  the  cells  begin 
to  multiply,  some  start 
differentiating  into 
unwanted  cells  (red) 


•L 


3  Five  different  antibodies  are  4  That  leaves  undifferentiated 

added  to  the  mix,  which  attach  stem  cells,  which  can  easily 

to  the  differentiated  cells  and  be  matched  to  patients  who 

whisk  them  away  need  them 
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itting  Heard  on  the  Street: 
s  Not  So  Easy 


it  Small  Companies  Need  in  an 
stor  Relations  Strategy 

st   how   efficient   is   the   stock   market? 

ons  of  academic  economists  have  argued 
investors   already  know   the   pertinent 

;  about  publicly  traded  companies,  and 
jj  the  companies  are  priced  accordingly. 
as  tell  that  to  CEOs  of  countless  small-cap 

s.  with  no  analyst  coverage  and  little  or 

Ittention  from  institutional  investors, 
ca 


ere  are  thousands  of  such  companies,  in 

S.  and  overseas.  They  are  publicly  list- 

Dut   thinly  traded   and   largely  ignored. 

f  have  attractive  stories  that  go  unheard. 


They  fail  to  reach  the  long-term,  committed 
shareholders  they  need. 

The  IR  Effect 

This  is  where  an  investor-relations  strategy 
comes  in.  A  good  IR  firm  makes  a  difference 
by  helping  a  company  refine  its  story  and,  if 
needed,  improve  its  disclosure.  The  IR  firm 
also  connects  its  client  with  serious 
investors,  institutional  and  retail,  who  are 
capable  of  giving  it  long-term  support.  IR 
consultants  also  use  their  own  visibility  in 
the  investor  community  to  generate  trading 
activity  and  liquidity. 

Lasting  Value  at  Home  and  Abroad 

Companies  pay  plenty  of  attention  to 
investor  relations  when  they  go  public  or 
complete  a  financing.  But  IR  is  crucial  after- 
wards as  well.  Share  prices  of  most  compa- 
nies that  have  completed  a  financing  typical- 
ly decline  until  they  hit  the  discount  level  at 
which  the  financing  was  completed.  A  good 
IR  program  helps  offset  this  momentum  by 
building  and  maintaining  support. 


Investor  Relations 


IR  also  helps  overseas  companies  fight  the 
lost-in-translation  syndrome.  Take  a  Chinese 
manufacturer.  American  investors  are 
intensely  interested  in  the  Chinese  economy, 
which  has  lately  been  growing  at  over  9%  a 
year.  But  most  individual  Chinese  firms  need 
IR  help  to  explain  their  business  models  and 
to  meet  U.S.  standards  for  disclosure.  Good 
IR  makes  the  operations  and  finances  of  over- 
seas firms  more  transparent.  It  reduces  the 
sense  of  risk  that  comes  with  uncertainty. 

A  small  company  trying  to  be  heard  should 
be  asking  itself  some  simple  questions:  Who 
are  the  investors  we  are  trying  to  reach?  What 
do  they  need  to  know?  Who  can  connect  us 
with  them?  What  is  our  story,  and  can  we 

Good  IR  makes  the  operations 
and  finances  of  overseas  firms 
more  transparent.  It  reduces 
the  sense  of  risk  that  comes 
with  uncertainty. 

improve  it?  The  next  step  is  to  ask  if  the  firm 
has  the  specialized  skills  and  investor  net- 
work to  deal  with  these  issues  on  its  own.  If 
the  answer  is  no,  outside  help  is  in  order. 


To  read  the  full  report,  go  to 
www.expert-insights.com/IRI.asp 


Investor  Relations  International 

You  provide  the  story...We  provide  the  results 


INTERNATIONAL 

IRI  Client  Index  vs.  Major  Indices 


vestor  Relations  International  (IRI)  is  a  leading  investor  relations 
jency  providing  a  full  range  of  IR  services  to  publicly  traded  companies. 
II  designs  and  implements  custom  marketing  programs  to  meet  each 
)mpany's  unigue  needs  and  to  make  the  most  of  its  strength!  IRI  has  well- 
toWished  relationships  with  stockbrokers,  analysts,  institutional  deci- 
on-makers  and  fund  managers  nationwide,  and  it  maintains  a  detailed 
itabase  of  thousands  of  investment  professionals. 


2003  Total  Returns 
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IRI  prides  itself  on  performance,  unsurpassed  results  and  client  retention.  Let  IRI  show  you  what  it  can  do  for  your  company. 

For  more  information,  visit  www.irintl.com  or  call  818-382-9700. 


L- 


WHY  DO  WE  WORK? 


^ys 


To  be  different.  To  show  them  something  they've  never  seen  before.  Because  you  know 
that  making  a  name  for  yourself  means  doing  what  it  takes  to  stand  out.  Like  making  sure 
you  get  the  best  people.  That's  why  the  Principal  Financial  Group3  offers  growing  businesses 
like  yours  the  kind  of  services  that  help  your  people  feel  more  secure  about  their  benefits. 
We  support  the  benefits  you  provide  with  a  nearly  endless  supply  of  solutions  and  answers, 
like  401  (k)  plan  administrative  services,  group  medical  insurance  and  non-medical  products. 
So  your  employees  can  feel  more  confident  about  the  future.  And  so  can  you.  principal.com 

We  understand  what  you're  working  for 
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Why  Oo  We  Work7"* "  is  a  service  mark  of  Principal  Financial  Services.  Inc  Insurance  products  issuec  .  funds  and  older  securities  products  offered  through  Princor  Financial  S 

300-247-4123  Member  SIPC  Bank  Products  offered  through  Principal  Bank.  Member  FDIC  Prim  and  Principal  Bank  are  members  of  the  Prv  .  jo.  Des  Moines  IA  o0392  Annuities.  Insurance.  Retirement  Plans.  Mutual  i 

and  Other  Securities  are  not  insured  by  the  FDIC:  are  not  obligations  or  deposits  for  Principal  Bank  nor  guaranteed  Oy  Principal  Bank;  and  are  subject  to  investment  risks,  including  possible  loss  of  the  principal  invested  1306942007 
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-d  produces  only  enough 
>od  to  fit  in  a  coffee  cup. 

I  at  may  provide  ample 
m  cells  for  a  child,  but 
not  nearly  enough  to 
at  an  average-size  adult. 
ViaCell  licensed  two  of 
ngen's  "growth  fac- 
s"— proteins  that  prompt 
Is  to  multiply— and  the 

0  companies  are  working 
aether  to  try  to  turn  that 
ffee  cup  into  a  pitcher 
cells. 

Producing  umbilical 
^d  stem  cells  on  an  indus- 
al  scale  is  one  of  the  most 
light-after  goals  in  stem- 

1  research.  And  it  has  he- 
me more  urgent  as  re- 

irch  sheds  light  on  the  cells'  multiple 
ents.  At  Duke  University,  for  example, 
entists  were  stunned  when  they  stud- 
1  the  brain  of  a  young  girl  who  had 
id  of  a  rare  enzyme  disorder.  Earlier, 
e  had  received  a  transplant  of  umbili- 
l  cord  blood  from  a  boy.  The  re- 
archers  found  that  many  of  the  trans- 
inted  cells— carrying  the  telltale  XY 
romosome— had  passed  the  normally 
penetrable  blood-brain  barrier  and 
ferentiated  into  brain  cells. 

JCCESS  STORY 

IE  DISCOVERY  SOMEDAY  could  yield 
ibilical  cell  treatments  for  disorders 
ch  as  Alzheimer's  and  Parkinson's, 
lich  are  often  thought  to  be  beyond  the 
ich  of  adult  stem-cell  therapies.  "If  this 
a  way  to  get  healthy  cells  into  the  brain, 
would  be  much  more  effective  than 
ything  we  do  now,"  says  Dr.  Joanne 
irtzberg,  director  of  Duke's  pediatric 
3od  and  marrow  transplant  program. 
In  the  arena  of  blood  disorders,  the 
od  of  results  has  left  little  room  for 
epticism.  Keone  Penn,  19,  a  culinary 
hool  student  from  Atlanta,  is  one  of  a 
Jidful  of  patients  with  sickle  cell  ane- 
ia  who  have  received  transplants  of  um- 
lical  cord  blood.  Sickle  cell  is  an  often 
tal  disease  in  which  misshapen  blood 
lis  get  stuck  in  arteries,  causing  clots, 
okes,  and  other  complications.  Prior  to 
e  transplant,  which  Penn  had  when  he 
is  12,  he  endured  frequent  blood  trans- 
I  sions  and  often  doubted  he  would  sur- 
ve  past  30.  Now  his  doctors  have  pro- 
mnced  him  cured.  Cord  stem-cell 
erapy  "works  miracles,"  says  Penn.  "It 
es  lives." 

Despite  such  success  stories,  some  sci- 
itists  continue  to  doubt  that  ViaCell  will 
>me  through  with  cells  that  work.  After 


The 

drawback  of 
cord  cells: 
tight  supply 
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BEER  It  took  some 
convincing  to  sway  Amgen 


all,  attempts  by  other  com- 
panies and  academic  re- 
searchers to  propagate  um- 
bilical cord  cells  have 
failed— largely  because  the 
concoctions  used  to  stimu- 
late growth  also  prompted 
the  immature  cells  to  differ- 
entiate into  specific  types  of 
cells.  Once  a  stem  cell  de- 
cides what  it's  going  to  be 
when  it  grows  up,  it  loses  its 
ability  to  transform  itself 
into  all  the  types  of  thera- 
peutic cells  that  are  actually 
needed.  Because  hopes 
have  been  dashed  in  the  past,  Beer  and 
his  colleagues  initially  had  trouble  gain- 
ing Amgen's  confidence.  "We  knew  about 
the  failures,"  says  Scott  J.  Foraker,  vice- 
president  of  licensing  for  Amgen,  who 
adds  that  it  took  several  months  of  dis- 
cussions before  the  company  felt  com- 
fortable placing  a  bet.  "With  ViaCell's 
knowhow,  we  thought  there  was  a  chance 
these  guys  could  be  victorious." 

Nobody  questions  that  ViaCell  is  in  for 
a  long  slog.  When  the  company  went 
public  on  Jan.  21,  investors  bid  the  stock 
up  68%,  to  $11.75,  making  it  one  of  the 
few  successful  biotech  initial  public  offer- 
ings in  recent  memory.  Yet  the  company 
lost  $34.2  million  last  year  on  revenues  of 
$38.3  million— most  of  those  sales  from  a 
separate  cord  blood-banking  unit.  Since 
its  high,  ViaCell's  stock  has  fallen  28%,  to 
$8.45.  Beer  says  animal  trials  of  his  com- 
pany's cells  have  been  promising,  but  the 
real  test  begins  with  trials  for  effective- 
ness in  humans— possibly  as  early  as  next 
year.  "We  believe,"  he  says.  "Now  we 
have  to  prove." 

ViaCell  hopes  to  get  a  boost  from  Capi- 
tol Hill.  On  May  24,  the  House  of  Repre- 
sentatives passed  a  bill  that  proposes  a  fed- 
erally funded  system  for  storing  umbilical 
cord  blood.  The  bill  got  little  attention  be- 
cause on  the  same  day,  the  House  also 
passed  legislation  that  aims  to  free  up  fed- 
eral funds  for  embryonic  stem-cell  re- 
search—touching off  a  storm  of  controver- 
sy and  a  veto  threat  from  President  George 
W.  Bush.  Amid  the  din,  Beer  was  quietly 
cheering  the  umbilical  cord  bill.  "It's  a 
great  validation,"  the  CEO  says.  "It's  a 
shame  no  one  heard  about  it."  If  positive 
news  on  cord  stem  cells  continues,  doctors, 
patients,  and  investors  will  be  all  ears.  ■ 
ByArlene  Weintraub 
in  Cambridge,  Mass. 
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I  Affairs  Lawsuits 


COMMENTARY 


BY  NANETTE  BYRNES 


The  Tobacco  Suit 
Thafs  Going  Up  in  Smoke 

How  the  government  blew  $135  million  in  six  years 


AFTER  MONTHS  of  obscurity,  the  U.S.  Justice 
Dept.'s  lawsuit  against  Big  Tobacco  has 
bloomed  into  an  all-out  controversy— but  for 
all  the  wrong  reasons.  Critics  charge  that 
Bush  appointees  within  the  agency  may  have 
pressured  the  Justice  trial  team  to  go  light  on  the  final 
penalties  sought  in  court.  But  that  unproven  charge, 
even  if  true,  is  far  from  the  most  shocking  thing  about 
this  case.  The  real  affront  is  that  this  ill-conceived  legal 


campaign  was  not  halted  years  ago. 

The  tobacco  lawsuit  is  the  most  ex- 
pensive case  in  the  Justice  Dept's  histo- 
ry. Filed  back  in  1999  by  the  Clinton  Ad- 
ministration, it  has  cost  the  government 
more  than  $135  million.  Some  250  wit- 
nesses have  testified  and  16,000  docu- 
ments have  been  admitted  into  evi- 
dence, resulting  in  45,000  pages  of  trial 
transcript.  The  cigarette  companies  have 
not  disclosed  how  much  all  this  is  cost- 
ing them,  but  William  S.  Ohlemeyer,  as- 
sociate general  counsel  of  the  biggest  de- 
fendant, Altria  Group  Inc.,  says  a 
"substantial  portion"  of  the  $268  mil- 
lion that  the  company  spent  on  litigation 
last  year  went  to  this  case. 

And  what  has  been  the  payoff?  Pre- 


cious little.  The  Justice  Dept.  took  a  moun- 
tain of  evidence,  much  of  it  uncovered  by 
other  investigators,  applied  speculative  le- 
gal theories,  and  then  proceeded  to  seek 
ridiculously  overinflated  damages.  Now 
most  of  its  original  case  has  been  thrown 
out  by  the  courts,  and  the  agency  is  scram- 
bling to  devise  a  remedy  that  will  justify  all 
the  effort.  "This  began  as  a  900-pound  go- 
rilla and  is  beginning  to  now  look  like  a 
rhesus  monkey,"  says  Jonathan  Turley,  a 
law  professor  at  George  Washington  Uni- 
versity who  has  criticized  the  case  in  testi- 
mony before  the  Senate  and  the  House  of 
Representatives.  Turley  thinks  it  likely  that 
this  suit  will  now  settle  before  any  verdict 
This  is  not  to  say  that  the  tobacco  in- 
dustry is  above  reproach— far  from  it.  It's 


just  that  this  suit  has  been  a  case  c  ii% 
productive  piling  on  from  the  start  or. 
mer  Attorney  General  Janet  Reno's  .§: 
nal  complaint  was  filed  at  a  time  ia: 
Big  Tobacco  was  far  more  disinger  )* 
about  the  dangers  of  smoking,  an>  Jf 
courts  were  willing  to  entertain  ere  if 
lawsuits  intended  to  bring  cigarette  t  * 
to  heel.  The  case  borrowed  heavily  yk 
the  controversial  litigation  that  a  coal  at 
of  state  attorneys  general  brought  ag.h 
cigarette  companies  in  the  mid-199( 
argued  that  Big  Tobacco  should  r 
burse  the  federal  government  for  m 
spent  on  behalf  of  injured  smokers, 
key  part  of  the  suit  was  dismissed  by 
District  Judge  Gladys  Kessler  in  2 
She  held,  among  other  things,  that 


FROM 
BANG  TO 
WHIMPER 

The  Justice  Dept.'s 
lawsOit  started  with 
great  ambitions, 
but  its  scope 
has  dwindled 


SEPTEMBER,  1999  Clinton 
Attorney  General  Janet  Reno 
sues  the  six  largest  tobacco 
companies. 

SEPTEMBER,  2000  Judge 

Gladys  Kessler  dismisses  the 
government's  theory  that  it's 
entitled  to  compensation  for 
medical  expenses.  The 
remaining  claim  is  based  on 
the  speculative  notion  that 
the  domestic  tobacco  indus- 


try was  a  racketeering 
conspiracy. 

SEPTEMBER,  2004 The  trial 

begins.  Based  on  its  RICO 
accusation,  the  government 
seeks  disgorgement  of  the 
industry's  profits  for  nearly 
three  decades,  a  sum 
adding  up  to  $280  billion. 

FEBRUARY,  2005  A  federal 
appeals  court  rules  that  RICO 


law  doesn't  permit  disgorge- 
ment of  past  profits,  reducing 
the  potential  penalties. 

JUNE,  2005  Scrambling  for 
remedies  that  are  legally 
supportable,  the  govemmer 
asks  Judge  Kessler  to  fund  a  | 
smoking-cessation  program 
But  it  seeks  only  $10  billion 
despite  witness  testimony 
that  such  a  program  would 
cost  $130  billion. 


70    BusinessWeek  I  June  27.  2005 

Kunoes  are  not  insured  by  me  FOC  are  not  obfgaWSV asrosis  w  Prmopa  uannws 


/  f  ment  lawyers  had  failed  to  identify  the 
tims  on  whose  behalf  the  government 
allegedly  spent  federal  funds, 
at  ruling  left  the  Justice  Dept.  with 
one  controversial  legal  claim:  that  the 
parries  had  violated  the  Racketeer  In- 
mced  &  Corrupt  Organizations  (RICO) 
:.  Using  the  civil  version  of  a  criminal 
r  originally  intended  to  target  the  mob, 
eral  lawyers  accused  the  industry  of 
-ticipating  in  a  decades-long  coordinat- 
conspiracy  to  hide  the  health  conse- 
ences  of  smoking  and  to  market  ciga- 
tes  to  children.  As  punishment,  Justice 
ight  the  breathtaking  sum  of  $280  bil- 
n— or  all  the  profits  of  the  top  six  manu- 
turers  from  sales  to  smokers  addicted  at 
ath  from  1971  to  2000,  plus  interest. 


few  Game  Plan 


1  \D  JUSTICE  WON  THE  damages  it  want- 
■ ,  the  money  might  have  been  put  toward 
■Dgrams  that  would  have  helped  Ameri- 
1ns  cut  back  on  smoking.  That  certainly 
wuld  have  been  a  logistical  nightmare. 
|*ie  companies  would  have  been  driven 
jto  bankruptcy,   and   the  government 
ight  well  have  found  itself 
hctionally  in  charge  of  the 
;arette  business.  Of  course, 
as  c  it's  not  what  happened.  In 
bruary  a  federal  appeals 
( urt  dealt  the  government 
ire  \  lOther  blow,  ruling  that  Jus- 
e  could  not  seek  allegedly 
nit  -gotten  past  profits  under 
CO.  (The  government  has 
enes  >t  yet  said  whether  it  will 
•peal  that  ruling  to  the  U.S. 
al  ipreme  Court.) 
nap  So  halfway  through  the 
W  al,  Justice  had  to  rewrite  its  game  plan, 
ridable  to  impose  a  significant  financial 
at  'nalty,  it  is  focusing  instead  on  a  wide  va- 
>ty  of  so-called  conduct  remedies,  bl- 
ading checks  on  cigarette  marketing.  But 
H  me  of  these  new  limits,  including  the 
iding  of  campaigns  specifically  de- 
_  med  for  the  youth  market,  have  proven 
r  less  effective  than  measures  such  as  in- 
>or  smoking  bans  and  hikes  in  tobacco 
r^xes.  Neither  of  those  are  on  the  govern- 
enf  s  wish  list. 

To  make  sure  the  industry  behaves,  the 
ivernment  has  devised  another  propos- 
:  establishing  an  industry  monitor  with 
oad  rights,  including  the  power  to  fire 
bacco  executives.  But  this  type  of  high- 
detailed  regulatory  oversight  requires  a 
g  bureaucracy— it's  not  the  type  of  job 
at's  appropriate  for  the  judiciary.  Dur- 
g  the  government's  closing  arguments, 
dge  Kessler  repeatedly  asked  how  any 


■~ 


The  claim 
that  Big 
Tobacco 
had  violated 
RICO  was 
controversial 


fines  against  the  industry  would  be  spent. 
The  court,  she  noted,  could  not  supervise 
that  spending— which  must  be  prudently 
and  cautiously  invested. 

After  all  the  time  and  money  devoted  to 
this  case,  the  Justice  Dept.  now  appears  to 
be  vacillating  and  uncertain.  On  Mar.  17, 
Dr.  Michael  C.  Fiore,  a  professor  of  medi- 
cine at  the  University  of  Wisconsin  and  a 
government  witness,  told  Kessler  that  the 
government  would  need  $130  billion  to 
fund  a  massive  25-year  national  smoking- 
cessation  program.  The  program  would 
need  to  include  a  national  tobacco  quit 
line,  universal  access  to  counseling  and 
medication,  money  for  research,  and  an 
extensive  media  campaign  to  encourage 
Americans  to  stop  using  tobacco. 

But  then  on  June  7,  the  government  ap- 
peared to  reverse  course,  asking  for  only 
$10  billion  to  set  up  a  five-year  cessation 
program.  Now  the  Justice  Dept.  is  scram- 
bling to  explain  its  apparent  flip -flop  as 
only  the  request  for  the  first  year  of  the 
program  and  that  more  requests  could  fol- 
low. Even  some  of  the  case's  tried-and- 
true  supporters  are  confused.  Gregory  N. 
Connolly,  longtime  director  of  the  Massa- 
chusetts Tobacco  Control 
Program  and  a  professor  at 
the  Harvard  School  of  Pub- 
he  Health,  says  that  without 
multiyear  commitments, 
setting  up  800  numbers  for 
addicted  smokers  or  getting 
hospitals  to  launch  pro- 
grams will  be  impossible. 
"You  can't  do  it  for  $10  bil- 
lion," he  says.  "At  $10 
billion,  why  bother?" 

Why  indeed?  Like  so 
many  attempts  to  bring  to- 
bacco to  heel,  this  case  has  fallen  far  short 
of  its  early  promise.  The  Master  Settlement 
Agreement  won  by  the  states,  universally 
lauded  at  its  signing,  has  itself  become  a 
political  hot  potato  as  states  have  siphoned 
off  funds  meant  for  education  and  medical 
care  and  put  them  instead  into  the  general 
government  coffers.  Today  only  three 
states  are  meeting  the  Centers  for  Disease 
Control  &  Prevention  minimum  funding 
guidelines  for  these  programs. 

Now  Washington  is  embroiled  in  polit- 
ical infighting  as  Rep.  Henry  A.  Waxman 
(D-Calif.)  and  other  Dems  call  on  the  in- 
spector general  to  investigate  whether  the 
drop  to  $10  billion  was  the  result  of  pres- 
sure from  advisers  close  to  the  Bush  Ad- 
ministration. If  they  indeed  are  trying  to 
get  rid  of  a  Clinton- era  case  they  have 
never  embraced  ideologically,  as  Waxman 
suggests,  the  weakness  of  the  case  itself 
only  made  that  all  too  easy  to  do.  ■ 
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Comeback: 


If  I  Can 

Make  It  There . . . 

George  Shaheen  sees  his  job  at  Siebel  as 
a  chance  to  restore  a  battered  reputation 


GEORGE  T.  SHAHEEN. 
Mention  the  name  in 
tech  circles,  and  people 
think  Webvan.  The 
Webvan  fiasco.  People 
may  have  forgotten  that 
Shaheen  had  a  sterling 
career  as  CEO  of  Andersen  Consulting, 
renamed  Accenture  Ltd.  in  2001.  But  they 
remember  he  jumped  from  a  top-notch 
job  to  head  up  the  online  grocer,  only  to 
see  it  collapse  amid  nearly  $1  billion  in 
losses.  He  was  pilloried  by  investors  and 
employees.  Set  aside  those  accused  of 


fraud  or  malfeasance,  and  George  Sha- 
heen may  have  taken  the  biggest  hit  to  his 
name  in  the  dot-com  bust. 

After  lying  low  for  four  years,  Shaheen 
wants  his  reputation  back.  On  Apr.  13  he 
accepted  the  post  of  CEO  at  corporate 
software  maker  Siebel  Systems  Inc.  Re- 
viving the  deeply  troubled  company  may 
be  one  of  the  hardest  jobs  in  tech.  But  that 
seems  to  be  part  of  its  appeal.  Shaheen, 
60,  is  determined  to  prove  his  mettle  and 
wipe  out  the  lingering  image  of  Webvan. 
"No  one  wants  to  have  the  final  point  in 
their  career  a  failure,"  says  Shaheen. 


Shaheen  On  the  Record 


Raised  in  an  Illinois  town  of 
1,600,  George  Shaheen  grew  up 
without  thinking  of  getting  into 
Big  Business.  Almost  everyone 
he  knew  was  a  farmer  or  factory 
worker.  After  graduating  from 
Bradley  University  in  Peoria  with 
a  degree  in  marketing  and  then 
an  MBA  in  1966  (photo),  he  took 
a  job  with  Andersen  Consulting, 
rising  to  CEO.  The  description  of 
his  first  consulting  job  made  his  father's 
"eyes  glaze  over,"  he  says. 

The  small-town  style  is  evident  in  his 
management  approach.  He  concentrates 
on  a  few  simple  themes  and  repeats  them 
until  employees  get  behind  him.  So  far  at 
Siebel,  "better  execution"  is  one  of  them. 
Unlike  most  other  Silicon  Valley  execs, 
Shaheenjsn't  a  job  hopper;  Siebel  is  only 
his  third  employer. 

ON  WHY  HE  WENT  TO  ONLINE  GROCER 
WEBVAN:  What  really  appealed  to  me  was 
that  it  was  a  mature  industry  where 
technology  could  change  it,  and  I  liked  the 
thrill  of  that. 


ON  WHY  WEBVAN  FAILED:  The 

basic  mistake  was  it  was  built 
for  scale.  It  was  conceived 
under  the  belief  that  if  you  build 
it,  they  will  come.  There  weren't 
enough  loyal  customers  for 
repeat  shopping,  and  the 
reason  is  a  huge  behavioral 
science  problem. 

ON  WHY  SIEBEL  FACES 
SKEPTICAL  ANALYSTS  AND  INVESTORS: 

I  don't  think  people  know  Siebel  anymore. 
Siebel  has  gone  radio  silent.  It's  always  a 
mistake.  If  you  don't  tell  your  own  story, 
somebody's  going  to  tell  it  for  you. 

ON  WHETHER  HE'S  UNDER  PRESSURE  TO 
PRODUCE  QUICK  RESULTS:  I  think  any 
CEO  who  doesn't  feel  pressure  on 
performance  is  in  a  different  world  from 
the  one  I  live  and  breathe  in.  I  think 
leadership  is  sort  of  simple.  To  be  a  good 
leader,  you  have  to  have  a  vision.  You  have 
to  have  courage  to  go  after  it.  And  you 
have  to  have  a  reasonable  track  record  of 
success.  At  the  end  of  the  day,  you  have  to 
do  what  you  think  is  right. 


"This  is  an  opportunity  to  win  agaii 

Can  Shaheen  really  turn  Siebel  int< 
winner?  The  onetime  Silicon  Valley  hig 
flier,  which  makes  software  companies  v 
to  manage  salespeople  and  call  cente 
has  been  in  a  tailspin  for  three  years.  Rt 
enues  have  tumbled  as  a  result  of  fiei 
competition  from  bigger  companies 
as  SAP  and  Oracle  and  scrappy  up: 
salesforce.com.  As  if  that  weren't  enoug 
shareholders  are  in  open  revolt,  pushi 
for  the  company  to  be  sold.  Several  hedg 
fund  managers  say  if  Siebel  isn't  turn 
around  by  next  year,  they'll  wage  a  pro 
battle.  "They're  basically  on  a  clock,"  sa 
Marc  Lehmann,  a  partner  at  Jana  Partne 
a  San  Francisco  hedge  fund  that  h 
bought  15  million  Siebel  shares,  making) 
the  sixth-largest  shareholder.  "If  th 
think  next  year  [will  come]  along  with 
shareholders  seeking  alternative  bo 
members,  they're  out  of  their  minds." 

Shaheen's  plan  to  reverse  Siebel's 
tunes  is  steeped  in  risk.  The  centerpiec 
software  code-named  Nexus  to  be 
veiled  next  month.  The  offering,  whi 
Siebel  spent  three  years  and  $500  milli 
developing,  breaks  the  core  customer 
lationship  management  (CRM)  prod 
into  LEGO-like  components  that  can 
on  standard  Microsoft  and  IBM  pk 
forms.  Customers  can  buy  the  pieces  th 
want  a  la  carte  and  snap  them  togeth 
with  other  software.  It  gives  Siebel  its  fit 
product  for  companies  that  want  to  bui 
their  own  CRM  applications— a  $24  b 
lion  market  that's  now  mostly  served  1 
internal  techies  and  pricey  consultants, 

Shaheen  knows  it  will  take  near-perfe 
execution  to  build  a  business  arour 
Nexus:  Salespeople  must  supply  tech  sa  * 
vy  along  with  software.  "Every  day  has 
be  our  best  day,"  he  says.  "If  we  fall  into 
mood  where  we  have  a  best  day  eva 
once  in  a  while,  it  ain't  good  enough." 

The  strategy  makes  sense,  as  far  as i  ' 
goes.  Nexus  will  let  Siebel  deliver  its  toj 
notch  software  in  more  flexible  ways.  Bi 
chances  are,  there  won't  be  enough  be 
days  to  make  this  work  Siebel  has  bee 
losing  ground  to  SAP  and  Oracle  becaus 
those  rivals  provide  broader  suites  of  sof 
ware  that  run  everything  from  accountin 
systems  to  call  centers.  Customers  like  tfc 
convenience  of  those  offerings,  and  Next 
doesn't  change  Siebel's  tight  focus  on  or  ; 
software  category. 

Siebel  has  taken  small  steps  toward  d 
versification.  In  2000,  it  introduced  bus 
ness-intelhgence  software,  called  Anab 
tics,  that  helps  companies  analyze  dat 
But  Siebel  doesn't  have  the  money  or  tirr 
to  become  as  broad  as  its  rivals.  Mear  ' 
while,  salesforce.com  is  eating  away  at  tb 
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w  end  of  its  market,  selling  inexpensive, 
sy-to-use  software  over  the  Web. 
ihey're  fighting  a  two -front  battle,  and 
^P  has  considerably  more  resources.  At 
e  other  end,  there's  a  more  flexible,  nim- 
e  company  in  salesforce,"  says  analyst 
tter  Coleman  of  ThinkEquity  Partners 
XJ,  a  San  Francisco  investment  bank. 
Shaheen's  best  bet  may  be  to  stabilize 
e  company,  then  sell  it  off.  He's  aggres- 
vely  cutting  costs  and  trimming  his 
:ad  count,  research  projects,  and  prod- 
:t  line.  The  plan  is  to  slice  $50  million  in 
penses  this  quarter.  And  he  says  he's 
)t  opposed  to  a  sale,  if  the  price  is  right, 
'm  here  to  run  the  company  as  best  as  I 
m,  and  if  that  attracts  an  investor  or  an 
rquirer,  so  be  it,"  says  Shaheen.  Oracle  is 
ie  likely  buyer,  analysts  say,  but  SAP, 
\M,  and  Microsoft  are  also  possibilities. 
While  buying  Siebel  software  used  to 
:  a  no-brainer  when  it  came  to  CRM,  the 
)mpany  is  now  fighting  for  every  deal  it 
oses.  The  company  has  a  reputation  for 
oviding   solid   technology,  but   cus- 


tomers complain    SHAHEEN  "No  one 

its    software    is    wants  to  have  the 
too  complex  to    final  point  in  their 
install  and  use.     careerafallure,, 
"Five  years  ago,  I 

favored  best  of  breed,  like  Siebel,"  says 
Jan  D.  Dressel,  chief  information  officer  of 
telecom  company  Siemens  USA  Now, 
Siemens  is  standardizing  on  SAP,  and 
phasing  out  Siebel.  "The  complexity  is  so 
high  that  we're  better  off  going  with  a 
more  integrated  approach." 

Shaheen  is  counting  on  new  products 
to  change  that  attitude.  Siebel's  Analytics 
and  CRM  OnDemand,  which  provides 
CRM  software  over  the  Web,  are  grow- 
ing—from a  small  base.  Analytics  is  big- 
ger, with  $140  million  in  revenues  last 
year,  up  40%  from  2003. 

But  OnDemand  is  playing  catch-up  to 
salesforce.com.  Siebel  has  just  33,000 
users,  vs.  salesforce's  267,000.  OnDe- 
mand added  only  $10  million  to  the  com- 
pany's first- quarter  revenues,  vs.  $64 
million  for  salesforce.  It's  a  key  product  if 


Siebel  is  to  penetrate  small  and  midsize 
businesses,  where  it  hasn't  had  much 
presence.  Salesforce  CEO  Marc  Benioff 
scoffs  at  that  prospect.  "Customers  don't 
trust  them,"  he  says.  "They  have  sold 
more  software  that's  not  being  used  than 
any  other  vendor  in  the  history  of  enter- 
prise software.  That's  the  bull  in  Siebel." 

"HUGE  OPPORTUNITY" 

NEXUS  IS  THE  PRODUCT  Siebel  is  bank- 
ing on  most.  Siebel  Executive  Vice-Presi- 
dent David  Schmaier  expects  customers  in 
financial  services  and  telecom  to  be 
among  the  first  users.  Virgin  Mobile  USA 
LLC  is  a  good  example.  The  company  built 
its  own  Web-services  architecture  that  the 
Nexus  components  could  just  plug  in  to. 
"I'm  impressed  they  haven't  stood  still," 
says  Virgin  Mobile  CIO  Michael  Parks. 

But  moving  more  traditional  cus- 
tomers will  take  longer  and  require  more 
hand-holding.  While  customers  want  in- 
dustry-standard Web  systems,  most  want 
to  get  there  gradually.  That  means  Nexus 
won't  bring  the  revenue  boost  that  Siebel 
badly  needs.  Meanwhile,  SAP  and  Oracle 
are  also  breaking  their  applications  into 
components.  "This  is  not  going  to  be  an 
overnight  thing  for  them,"  says  analyst 
Rebecca  Wettemann  of  market-research 
firm  Nucleus  Research  Inc. 

Shaheen's  solution  is  to  position  Siebel 
as  the  only  company  that  can  sell  CRM 
any  way  a  customer  wants  it.  He  says  his 
company,  with  more  than  4,000  clients, 
knows  more  about  how  to  run  phone  cen- 
ters and  other  customer-relationship  sys- 
tems than  anyone  else.  He  admits  that 
Siebel  has  done  a  poor  job  of  leveraging 
that  expertise.  But  if  Shaheen,  the  former 
consultant,  can  change  that,  Siebel  could 
once  again  become  the  go -to  company  for 
managing  customer  relations.  "Go  after 
the  custom  business.  Go  after  the  ugly, 
very  complicated  problems  that  aren't 
solvable  with  current  technology,"  advises 
analyst  Coleman.  "That's  a  huge  opportu- 
nity and  a  way  to  get  away  from  SAP." 

That  is,  if  investors  give  Shaheen  a 
chance.  Some  Siebel  executives  dismiss 
the  most  vocal  shareholders  calling  for 
Siebel's  sale  as  "share  traders."  But  like  it 
or  not,  Siebel  now  has  impatient  in- 
vestors. If  Shaheen  doesn't  quickly  per- 
suade them  that  Siebel  can  thrive  on  its 
own,  it  could  foil  the  company's  come- 
back—and his  shot  at  redemption.  ■ 
-By  Sarah  Lacy  in  San  Mateo,  Calif, 
with  Steve  Hamm  in  New  York 


For  an  extended 
Q&A  with  George  Shaheen,  go 
to  www.businessweek.com/extras 
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HEALTH  HORIZONS 


NEWS  FOR  YOUR  WELL-BEING 


The  Health  of  All  Children 

Richard  H.  Carmona,  M.D.,  M.P.H. 
U.S.  Surgeon  General 

How  often  have  you  taken  time  off  work 
to  care  for  your  child  who  is  injured  or 
ill?  You  have  probably  also  experienced 
how  easy  it  is  to  pass  a  contagious 
illness  from  home  or  work  to  your  child's 
daycare  or  school.  And  back  again. 

Coping  with  children's  illnesses 
and  injuries  significantly  impacts  the 
efficiency  and  effectiveness  of  American 
workers,  and  often  brings  increased 
economic  burdens  as  well.  Working 
parents  miss  over  1 26  million  workdays 
each  year  to  care  for  children  with  colds, 
costing  the  U.S.  economy  more  than  $3 
billion  from  loss  of  productivity. 

It  is  our  responsibility  as  a  nation  to 
ensure  that  all  children  achieve  their  full 
potential  for  healthy  and  productive  lives. 
To  help  achieve  this  goal,  the  Office  of 
the  Surgeon  General's  2005  agenda  is 
'The  Year  of  the  Healthy  Child." 

We  set  this  agenda  because 
childhood  health  impacts  every  aspect  of 
our  lives,  from  how  children  learn,  to  how 
productive  business  can  be,  to  how  we 
maintain  our  health  and  independence 
into  our  senior  years. 

Prevention  is  the  key  to  a  healthy 
childhood  and  a  productive  and 
independent  life.  With  a  resurgence  in 
diseases  such  as  whooping  cough  and 
diphtheria,  it  is  as  important  as  ever  to 
make  sure  that  children  receive  their 
vaccines  on  time.  Immunizations  have 
prevented  death  and  disease  for  millions 
of  children  throughout  the  United  States 
and  the  rest  of  the  world.  Talk  with  your 
child's  primary  health  provider  about 
keeping  up  to  date  on  all  vaccinations. 

Preventing  Accidents 

Prevention  is  also  the  key  to  reducing 
injuries.  More  than  5,000  children  die 


each  year  because 

of  motor  vehicle  and 

other  preventable 

injuries.  Make  sure 

that  children  are 

correctly  buckled 

in  their  seatbelts 

or  car  seats  every 

time  they  ride  in  a 

vehicle.  If  you  have 

any  questions  about 

how  to  install  your  child's  safety  seat, 

many  local  fire  and  police  departments 

can  help. 

Because  the  majority  of  childhood 
drowning,  burns,  firearm  injuries,  falls, 
and  poisoning  happen  at  home,  some 
simple  accident-proofing  steps  can 
make  a  big  difference  in  protecting 
your  children.  To  prevent  accidental 
poisoning,  move  all  medications  and 
cleaning  products  to  high  shelves.  To 
prevent  burns,  set  your  hot  water  heater 
to  120  degrees  Fahrenheit,  and  never 
leave  cups  of  hot  liquid  on  tables  or 
counter  edges. 

Also  make  sure  small  children  do  not 
play  with  toys  with  parts  small  enough 
to  choke  on.  You  can  test  any  toy  part 
by  simply  dropping  it  through  a  paper 
towel  roll.  If  it  goes  through,  the  piece  is 
too  small  and  could  become  a  choking 
hazard.  Never  allow  an  infant  to  play  with 
balloons  or  plastic  bags.  And,  to  prevent 
drowning,  install  a  lid  lock  on  every  toilet 
in  your  home.  Drowning  can  happen  in 
less  than  a  couple  of  inches  of  water. 

Supporting  Emotional  Health 

Mental  and  emotional  well  being  are 
also  part  of  our  overall  health.  Receiving 
affection,  positive  reinforcement,  and 
feeling  wanted  are  all  key  to  a  child's 
emotional  development  and  self  esteem. 
As  parents  and  role  models,  we  cannot 
be  absent  from  our  children's  lives.  We 
must  consistently  provide  the  support 


that  they  need  by  praising  good  behavio 
and  accomplishments.  Many  times 
with  our  kids,  as  with  us,  the  very  best 
medicine  is  a  big  hug  from  a  loved  one. 

Healthy  Choices 

We  can  also  make  lifestyle  choices  that 
reduce  the  risk  of  illness.  For  example, 
physical  activity  and  healthy  eating 
combat  excess  weight  and  obesity  in 
children  and  adults.  Offer  children 
nutritious  foods,  and  avoid  foods  and 
drinks  that  are  high  in  sugar.  We  must 
also  educate  our  children  about  the 
dangers  of  illegal,  over-the-counter,  and 
prescription  drugs.  And  we  must  live 
what  we  expect  our  children  to  leam  —  a 
drug-free  life. 

We  shouldn't  smoke  or  allow  anyone 
else  to  smoke  around  our  kids.  Second-* 
hand  smoke  can  have  a  harmful  effect 
on  a  child's  breathing  and  can  have 
long-term  respiratory  consequences 
like  impaired  lung  growth,  chronic 
coughing,  and  wheezing.  Diseases  of 
the  respiratory  system  (aggravated  by 
second-hand  smoke)  are  the  leading 
causes  of  child  hospitalization  in  our 
country. 

Nurturing  our  children  and  teaching 
them  to  live  healthy  lifestyles  is  a  sound 
investment  in  their  development,  their 
success,  and  our  nation's  future  and 
prosperity.  All  Americans  can  reap 
the  benefits  of  a  healthy  lifestyle  —  for 
generations  to  come. 


Conceived  and  produced  by  New  Futures  Media  Inc  Health  Horizons  provide  information  from  leading  medical  experts  that  contributes  to  the  health  and 
well-being  of  our  readers  and  their  families.  New  Futures  ledia  also  creates  special  advertising  features  that  raise  public  awareness  of  other  important  social 
issues.  The  information  and  opinions  expressed  in  this  special  section  do  not  constitute  endorsement  of  advertisers  or  their  products  by  New  Futures  Media  or 
the  contributing  authors.  For  information  about  our  company  and  our  work  see  www.NewFuturesMedia.com  or  contact  us  at  info@NewFuturesMedia.com. 


I 


We 

want 

you  to 

know 


Health  Savings  Accounts 


Sometimes  all  you 
need  is  a  little  help 
getting  started. 

When  you're  ready  to  offer 
consumer-directed  health  insurance 
plans  with  Health  Savings  Accounts, 
Aetna  can  help  the  transition  go 
smoothly.  Before  enrollment,  we'll 
help  your  employees  understand 
how  tax-advantaged  savings 
accounts  work,  and  how  to 
determine  their  HSA  contribution. 
Once  enrolled,  they'll  have  access 
to  easy-to-use  online  tools  that  can 
help  them  estimate  health  care 
costs  and  better  manage  their  plan 
spending.  To  get  started  now,  call 
your  broker,  Aetna  representative, 
or  visit  us  today  at  aetna.com. 


We  want  you  to  know 
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KAetna* 


Health 

Dental 

Pharmacy 

Disability 

Long-Term  Care 

Life 


©2005  Aetna  Inc.      Plans  and  Health  Savings  Accounts  are  offered  by  Aetna  Life 
Insurance  Company.  Health  insurance  plans  contain  exclusions  and  limitations.  Policy 
form  numbers  include  GR-29  and  GR-700-W. 
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BETTER  HEALTH  WITHOUT  SMOKING 


Workplace  Smoking  Cessation 

Tommy  G.  Thompson, 
Former  Secretary  of  Health  and 
Human  Services 

One  of  the  most  important  steps  we  can 
take  for  our  own  health  and  the  health  of 
our  children  is  to  set  an  example  by  not 
smoking.  And,  we  can  make  sure  we  live 
in  a  smoke-free  environment,  not  just  at 
home,  but  at  work  too. 

Tobacco  use  is  a  death  sentence 
for  millions  of  Americans.  It's  also  a 
major  drain  on  the  nation's  economy  as 
business  profitability  is  eroded  by  costs 
arising  from  smoking-related  illnesses. 

Smart  employers  are  turning  to 
tobacco  cessation  programs  to  reduce 
healthcare  costs,  increase  productivity, 
protect  the  bottom  line  and  -  more 
importantly  —  save  lives. 

How  costly  is  healthcare  to  American 
employers  right  now?  Consider: 
»  Americans  now  spend  more  than 
$1.8  trillion  per  year  on  healthcare.  This 
will  rise  to  $3.6  trillion  —  or  roughly  1 9 
percent  of  our  gross  national  product 
-by  the  year  201 4. 
»  Employee,  retiree,  and  dependent 
healthcare  costs  General  Motors 
more  than  $'i,500  for  each  vehicle 
it  produces. 

»  Overall,  the  Big  Three  spent  $10 
billion  on  healthcare  in  2004  —  more 
than  they  spent  on  steel. 

Studies  show  that  smoking  costs  the 
American  economy  $1 25  billion  a  year, 
while  killing  more  than  440,000  people 
every  year.  Smokers  typically  have 
18  percent  higher  annual  healthcare 
charges,  miss  more  days  of  work, 
and  suffer  higher  rates  of  workplace 
accidents  and  injuries  than  nonsmokers. 

The  First  Step 

Controlling  costs  and  improving  the 


Resource  Directory 


Smoking  Quit  Tips 

Cheryl  G.  Healton,  Dr.  P.H.,  President  and  CEO,  American  Legacy  Foundation 

For  the  46  million  Americans  who  still  smoke,  the  struggle  to  quit  is  often  difficult 
The  American  Legacy  Foundation  —  a  public  health  foundation  devoted  to  tobaccc 
use  prevention  and  cessation  —  endorses  these  effective  quit  guidelines: 


1  »  Plan  ahead:  Plan  to  quit  at  least  five  days  before  you  actually  stop. 
During  this  time,  talk  to  a  doctor  and  consider  over-the-counter  or  prescriptioi 
pharmacotherapy  (the  patch,  gum,  lozenges,  inhaler,  etc.)  to  help  with 
nicotine  withdrawal  symptoms. 

2  »  Build  a  team:  Quitting  is  hard  work.  Research  has  shown  that  smokers 
can  increase  their  chances  of  success  by  50%  by  surrounding  themselves 
with  people  who  support  their  goal. 

3  »  Use  community  resources:  Utilize  smoking  cessation  clinics  or  group 
support  meetings  in  your  community,  or  take  advantage  of  telephone  counseling. 

4  » Identify  your  "triggers"  and  smoking  patterns  —  Smokers  often  pair 
smoking  with  another  behavior:  their  morning  coffee,  talking  on  the  phone, 
during  evenings  out  with  friends.  These  activities  can  become  "triggers." 
Identify  yours  and  compile  a  list.  You'll  then  be  able  to  see  smoking  cessation  asj 
a  series  of  small  steps  that  you  can  manage  one  step  at  a  time. 


Telephone  Support:  1  -800-QUITNOW 
Online  Guide:  www.smokefree.gov 
www.americanlegacy.org  or  1-800-4-A-LEGACY 
www.surgeongeneral.gov 
www.  aetna.com 


quality  of  life  for  their  employees  are 
reasons  enough  for  businesses  to  play  a 
major  role  in  their  workers'  efforts  to  quit 
smoking.  Clearly,  the  first  step  is  making 
workplaces  smoke-free. 

According  to  the  American  Legacy 
Foundation,  smokers  smoke  fewer 
cigarettes  per  day  when  they  work  in 
smoke-free  work  places.  If  all  U.S. 
workplaces  were  tobacco-free,  within 
one  year  there  would  be  an  estimated 
1.3  million  new  ex-smokers,  1,500  fewer 
heart  attacks,  350  fewer  strokes  and 
600  fewer  deaths  from  heart  attack  and 
stroke  each  year.  And,  medical  costs 
would  be  reduced  by  nearly  $60  million. 

For  all  of  these  reasons,  as 
Secretary  of  the  Department  of  Health 
and  Human  Services,  I  made  all  HHS 
properties  -  not  just  the  buildings,  but 
the  entire  properties  -  smoke-free.  If 

corporate  executives  are  going 
to  encourage  Americans  to  quit 
smoking,  it  is  important  to  lead 
by  example  and  take  steps  to 
discourage  smoking  among 
employees. 

Most  smokers  want 
to  quit:  One  recent  survey 
showed  that  nearly  70%  of 


smokers  who  were  offered  free  help  to 
quit  smoking  took  up  the  offer.  It's  also  i 
fact  that  tobacco  is  highly  addictive  - 
and  quitting  is  very  difficult. 

That's  why  simply  making  the 
workplace  smoke-free  is  not  enough. 
Employers  must  give  their  workers  the 
counseling,  support,  and  other  tools  th« 
need  to  quit.  At  HHS,  we  made  cessatic 
programs  available  to  all  employees  whc 
use  tobacco. 

I  also  worked  with  experts  on 
smoking  cessation  to  help  give 
Americans  the  tools  they  need  to  stop 
smoking.  We  established  a  new  nations 
quitline  phone  service  to  put  people  in 
touch  with  programs  that  can  help  them 
quit  and  launched  a  website  that  provide 
advice  to  make  it  easier  to  quit. 

By  adopting  smoke-free  workplaces 
and  giving  employees  the  tools  they 
need  to  quit,  employers  will  have 
healthier,  happier  workforces  —  and 
that  means  a  stronger  economy  and  a 
stronger  America. 

For  information  on  BusinessWeek 
Special  Advertising  Sections  contact 
Stacy  Sass-McAnulty  at  21 2-51 2-6296  or 
stacy_sass-mcanulty@businessweek.com. 
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I  ke  most  companies,  we're  out  to  improve  the  bottom  line. 
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Helping  your  employees  learn  about  quitting  smoking  can  lead  to  a  healthier  work  force  and 
a  healthier  bottom  line.  The  human  toll  of  tobacco-related  disease  is  devastating.  Its  cost  in  the 
U.S.  alone  is  $157  billion  per  year  in  lost  productivity  and  increased  healthcare  costs. 

The  American  Legacy  Foundation  has  created  an  innovative  workplace  pilot  program  to  help  people 
quit  smoking,  and  it's  proving  to  be  effective.  There  are  tangible  steps  that  companies  can  take  right 
now  to  help  their  employees  quit  smoking  successfully. 

If  you'd  like  to  learn  more  about  these  and  other  programs,  please  contact  us  at  1  -800-399-5589 
or  visit  www.americanlegacy.org. 
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UNmiM  TO  M  SMOKI-Fftll 

Giving  support  to  smokers 
who  want  to  quit 


The  real-life  story  of  one  woman 's 
struggle  to  quit  smoking 
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Surprise!  The  graying  of  the  workforce 
is  better  news  than  you  think 


BY  PETER  COY 

PHOTOGRAPHS  BY  BRAD  TRENT 


EMMA  SHULMAN  IS  A  DYNAMO.  THE  VETERAN  SOCIAL  WORKER  WORKS 

up  to  50  hours  a  week  recruiting  people  for  treatment  at  an  Alzheimer's 
clinic  at  New  York  University  School  of  Medicine.  Her  boss,  psychiatrist 
Steven  H.  Ferris,  dreads  the  day  she  decides  to  retire:  "We'd  definitely 
have  to  hire  two  or  three  people  to  replace  her,"  he  says.  Complains  Shul- 
man:  "One  of  my  problems  is  excess  energy,  which  drives  me  nuts." 

Oh,  one  more  thing  about  Emma  Shulman.  She's  nearly  93  years  old. 

Shulman  is  more  than  one  amazing  woman.  She  just  might  be  a  har- 
binger of  things  to  come  as  the  leading  edge  of  the  78  million-strong 
Baby  Boom  generation  approaches  its  golden  years.  Of  course,  nobody's 
predicting  that  boomers  will  routinely  work  into  their  90s.  But  Shul- 
man—and  better-known  oldsters  like  investor  Kirk  Kerkorian,  87,  and 
Federal  Reserve  Chairman  Alan  Greenspan,  79— are  proof  that  produc- 
tive, paying  work  does  not  have  to  end  at  55, 60,  or  even  65. 

Old.  Smart.  Productive.  Rather  than  being  an  economic  deadweight, 
the  next  generation  of  older  Americans  is  likely  to  make  a  much  bigger 
contribution  to  the  economy  than  many  of  today's  forecasts  predict.  Sure, 
mosi  people  slow  down  as  they  get  older.  But  new  research  suggests  that 

OLD.  SMART. 


Frederick  R.  Simms, 
is  an  emergency  fielc 
manager  for  Consolk 
Edison  Inc.  As  a  49-ye 
veteran  of  Con  Ed,  Sir 
is  on  a  first-name  ba< 
with  rescue  workers 
throughout  Manhattaj 
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■ 

boomers  will  have  the  ability— and  the  desire— to  work  prrl 
ductively  and  innovatively  well  beyond  today's  normal  retim 
ment  age.  If  society  can  tap  their  talents,  employers  will  bend 
fit,  living  standards  will  be  higher,  and  the  financing  problem  I 
of  Social  Security  and  Medicare  will  be  easier  to  solve.  The  I 
ic  is  so  powerful  that  it  is  likely  to  sweep  aside  many  of  the 
gal  barriers  and  corporate  practices  that  today  keep  older  woi 
ers  from  achieving  their  full  productive  potential 


INTERNET  MEMORY  TOOLS 

IN  COMING  YEARS,  MORE  AMERICANS  reaching  their  60s 
70s  are  going  to  want  to  work,  at  least  part-time.  Research 
are  finding  that  far  from  wearing  people  down,  work  can  ac 
ally  help  keep  them  mentally  and  physically  fit  (page  84).  M 
highly  educated  and  well-paid  workers— lawyers,  physicis 
architects— already  work  to  advanced  ages  because  their  ski    ! 
are  valued.  Boomers,  with  more  education  than  any  generati    Inst 
in  history,  are  likely  to  follow  that  pattern.  And  today's  rapid  c    idro 
solescence  of  knowledge  can  actually  play  to  older  workers' ; 
vantage:  It  used  to  be  considered  wasteful  to  train  peo] 
near  retirement.  But  if  training  has  to  be  refresh    1 
every  year,  then  companies  might  as  well  retrain  o 
employees  as  young  ones. 

f  my  problems 

Equally  important,  high-level  work] 
getting  easier  for  the  old.  Thanks 
medical  advances,  people  are  stay 
healthy,  enabling  them  to  wc 
longer  than  before.  Fewer  jobs  i 
quire    physically    demanc 
tasks    such    as    heavy 
ing.  And  technology— f 
memory-enhancing  i 
to   Internet  search 
gines  that  serve  as  at 
iary  memories— will  he 
senior  workers  compens 
for  the  effects  of  aging, 
suming    that    the    impro\ 
health  trends  continue,  boome 
should  be  able  to  work  producti\ 
into  their  late  70s"  if  they  choose 
says  Elizabeth  Zelinski,  dean  of 


Today's  older  workers  are  healtr 
and  better  educated,  and  toi 
will  be  even  more  so.  That  bode 
for  future  productivity. 


. 


mnard  Davis  School  of  Gerontology  at  the  University  of 

iithern  California. 

■But  realizing  that  potential  requires  that  government  and 
siness  discard  the  outdated  rules,  practices,  and  prejudices 
t  prematurely  retire  people  who  would  prefer  to  keep  work- 
.  In  many  corporations,  there's  an  unspoken  assumption 
t  older  workers  are  much  less  capable  than  their  younger 
interparts.  So  in  addition  to  ensuring  older  workers  get  their 
■  share  of  training,  CEOs  may  also  need  to  directly  confront 
ntended  age  discrimination. 

Society  will  also  have  to  grapple  with  the  tricky  question  of 
»v  to  change  the  Social  Security  system  to  suit  an  aging  but 
dthier  population.  A  balanced  approach  might  be  to  increase 
Social  Security  retirement  age  at  a  more  rapid  clip  while 
:fing  up  the  Social  Security  disability  program— which  now 
ers  8  million  disabled  workers  and  dependents, 
rhis  optimistic  vision  of  aging  in  America  stands  in  sharp 
ltrast  to  the  conventional  wisdom,  which  looks  ahead  with 
ad  to  the  60th  birthday  parties  of  the  first  boomers  in  2006. 
isimistic  pundits  expect  that  boomers  will  retire  in  droves 
>n  after  hitting  60,  as  their  predecessors  did,  while  those  who 
keep  working  will  dial  back  to  less  challenging  and  less  pro- 
ve jobs.  The  fear  is  that  boomers  will  finally  heed  Timothy 
ay's  call,  dropping  out  (of  the  workforce)  and  turning  on 


yields  higher  tax  revenues.  And  there's  little  doubt  that  encour- 
aging people  to  work  longer  in  step  with  longer  life  spans 
would  do  much  to  guarantee  the  solvency  of  Social  Security. 

The  idea  that  citizens  of  a  wealthy  nation  such  as  the  U.S. 
would  choose  to  work  extra  years  is  still  a  little  new.  For  most  of 
the  20th  century,  retirement  ages  fell  as  life  spans  grew.  The 
trend  seemed  unstoppable:  While  in  1950, 46%  of  men  65  and 
older  were  in  the  labor  force,  by  1985  the  fraction  had  plum- 
meted to  16%.  An  influx  of  women  into  the  labor  force  only  par- 
tially offset  the  overall  decline. 

But  starting  in  the  mid-1980s,  something  highly  unexpect- 
ed began  to  happen:  The  trend  reversed,  and  more  older  Amer- 
icans chose  to  keep  working.  The  upsurge  accelerated  even  in 
the  weak  labor  markets  of  recent  years.  The  share  of  men  65 
and  over  in  the  labor  force  is  back  up  to  almost  20%— the  high- 
est since  the  1970s. 

In  part,  of  course,  the  latest  uptick  in  working  ages  can  be 
blamed  on  the  stock  market's  drop  from  its  2000  peak,  which 
dented  retirement  savings.  Also,  fewer  workers  have  good  de- 
fined-benefk  pension  plans,  which  would  allow  them  to  retire 
young.  But  financial  need  can't  be  the  whole  reason  older  Amer- 
icans are  working  more.  Federal  Reserve  surveys  show  that  old- 
er families  have  been  getting  richer,  not  poorer.  The  average  net 
worth  of  families  headed  by  55-  to  64-year-olds  soared  by  74% 


cess  energy,  which  drives  me  nuts 


e  TV).  "This  explosion  in  the  number  of  elderly  Americans 
1  place  an  unprecedented  economic  burden  on  working-age 
dts,"  investment  banker  Peter  G.  Peterson  wrote  last  year  in 
latest  book,  Running  on  Empty. 

But  the  burden  won't  be  nearly  so  heavy  if  people's  produc- 
e  careers  stretch  out  in  synch  with  their  extended  lifetimes. 
>w  much  could  the  economy  benefit  from  people  working 
ftger  and  better? 

lAn  analysis  by  BusinessWeek  finds  that  increased  productivi- 

lof  older  Americans  and  higher  labor-force  participation  could 

Id  9%  to  gross  domestic  product  by  2045,  on  top  of  what  it 

lierwise  would  have  been.  (This  assumes,  for  example,  that 

it  the  next  40  years  better  health  and  technology  reduce  the 

)ductivity  gap  between  older  workers  and  their  younger 

mterparts.)  This  9%  increase  in  gross  domestic  product 

uld  add  more  than  $3  trillion  a  year,  in  today's  dollars,  to 

momic  output. 

The  added  growth  would  be  a  pure  win  for  government  fi- 
nces,  since  a  bigger  economy  with  more  productive  workers 


from  1992  to  2001,  after  adjusting  for  infla- 
tion, and  likely  has  gone  up  since  then. 

At  least  as  important  is  that  many  institutional  barriers  to 
working  longer  have  been  removed.  In  1986,  in  the  name  of 
equal  rights,  Congress  banned  mandatory  retirement  for  all  but 
a  handful  of  workers,  such  as  airline  pilots.  And  401(k)  plans, 
which  are  gradually  replacing  defined-benefit  plans,  don't  in- 
duce people  to  retire  at  a  certain  age. 

YOUNG  AS  YOU  FEEL 

BETTER  YET,  WORK  DOESN'T  FEEL  like  a  burden  to  today's  fit, 
older  Americans.  Many  people  over  60  don't  think  of  them- 
selves as  old.  A  good  example  is  Theodora  Emiko  "Teddy" 
Yoshikami,  61,  who  organizes  cultural  programs  at  New  York's 
American  Museum  of  Natural  History.  In  her  spare  time,  she 
whacks  big  drums  in  a  Japanese  percussion  group.  "People  are 
always  surprised  to  hear  how  old  I  am,"  says  the  former  dancer. 
The  Baby  Boom  generation  is  even  fitter  for  its  age  and  more 


ericans  are  already 
working  longer... 
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determined  to  stay  active.  Two-thirds  of  the  people  surveyed 
last  year  by  the  Employee  Benefit  Research  Institute,  a  compa- 
ny-backed organization,  said  they  expect  to  work  for  pay  in  re- 
tirement. A  survey  of  boomers  by  AARP  in  January  found  that 
two  in  five  workers  age  50  to  65  were  interested  in  a  gradual, 
"phased"  retirement  instead  of  an  abrupt  cessation  of  work— 
and  nearly  80%  of  those  said  that  availability  of  phased  retire- 
ment programs  at  work  would  encourage  them  to  keep  working 
longer.  While  if  s  likely  that  many  boomers  won't  stick  to  those 
brave  resolutions,  the  trend  in  work  is  clearly  up. 

Good  health  will  help.  The  share  of  65-  to  69-year-olds  with 
a  disability  affecting  their  ability  to  work  fell  from  nearly  28% 
in  1995  to  less  than  22%  last  year.  Advances  in  medicine  are 
curing  many  of  the  problems  that  once  forced  older  workers 
into  retirement.  For  example,  Genentech  Inc.  announced  on 
May  23  that  a  drug  undergoing  trials  for  treatment  of  macular 
generation  improves  eyesight  in  the  elderly.  And  better  health  is 
coinciding  with  less  strenuous  work,  thanks  to  automation  and 
the  shrinkage  of  manufacturing.  The  share 


Older  workers  who  thrive  tend  to  have  skills  that  are  prized 
the  workplace,  even  if  they  can't  easily  be  measured  by  standai 
tests.  What  matters  most,  according  to  psychologist  Regir 
Colonia-Willner,  president  of  consultancy  Practical  Intelhgenc 
at  Work  Inc.  in  Boca  Raton,  Fla.,  is  the  ability  to  solve  ill-define 
business  problems  using  rules  of  thumb  that  can't  be  put  dow 
on  paper.  Example:  how  to  deal  with  a  difficult  boss.  In  a  stuc 
of  200  banking  executives,  she  found  that  the  ones  who  exhil 
ited  the  highest  "practical  intelligence"  were  as  likely  to  be  ol 
as  young— and  the  older  among  them  excelled  even  though  the 
scores  on  traditional  intelligence  tests  were  no  better  than  ave 
age  for  their  age.  "Practical  intelligence  stays  with  you,"  say 
Colonia-Willner.  "You  don't  lose  it  when  you  get  older." 

The  rap  that  older  workers  are  inflexible  and  uncreative 
also  overstated.  Research  by  economists  David  W  Galenson  ( 
the  University  of  Chicago  and  Bruce  A.  Weinberg  of  Ohio  Stav 
University  finds  that  the  innovations  of  older  people  are  moi 
likely  to  be  "experimental,"  vs.  the  break- the-mold  "concept^ 
al"  innovations  of  younger  types.  The  conceptual  types  tend  t 


UuOnce  I  got  gray  hair,  people  actually 


of  workers  55  to  60  who  said  their  jobs  did  not  require  lots  of 
physical  effort  rose  from  32%  in  1992  to  38%  in  2002,  accord- 
ing to  an  Urban  Institute  study. 

TRIAL  AND  ERROR 

MENTAL  HEALTH  APPEARS  TO  BE  IMPROVING  as  well.  USC's 
Zelinski  has  discovered  that  heart  disease,  hypertension,  and  di- 
abetes directly  impair  brain  functioning— and  she  sees  evidence 
that  modern  medicine  is  getting  a  better  handle  on  those  dis- 
eases. As  a  result,  memory  and  other  functions  are  improving 
among  the  elderly.  Emma  Shulman's  boss  at  NYU  Medical  Cen- 
ter, Steven  Ferris,  expects  further  gains  for  older  workers  from 
the  spreading  use  of  memory-enhancing  drugs  and  technolog- 
ical aids  such  as  personal  digital  assistants  and  search  engines. 
Says  Ferris:  "I  remember  my  father  with  little  scraps  of  paper  to 
remember  things.  People  don't  have  to  do  that  anymore." 


have  a  bolt  from  the  blue,  whereas  the  experimenters  build  nc 
ideas  from  a  lifetime  of  observation,  trial,  and  error.  Among  th 
"experimental"  innovators  who  produced  some  of  their  be* 
work  later  in  life:  painters  Henri  Matisse  and  Paul  Cezanne,  at 
thor  Fyodor  Dostoevsky,  and  architect  Frank  Lloyd  Wright. 

Some  enlightened  companies  are  catching  on  to  all  of  thi 
They're  hiring  or  retaining  older  workers  with  flexible  wor 
schedules  and  ample  training.  United  Technologies  Corr 
spends  more  than  $60  million  a  year  on  its  Employee  Scholf 
Program,  which  pays  the  costs  of  workers  of  any  age  who  stud 
in  their  spare  time.  At  UTC's  Hamilton  Sundstrand  facility  i 
Miramar,  Fla.,  61-year-old  lead  mechanic  Ed  Perez  is  workin 
on  a  bachelor's  degree  in  legal  studies.  He  finished  an  assoc: 
ate's  degree  in  aviation-maintenance  management  two  year 
ago  and  hopes  to  go  to  law  school.  "If  I  don't  run  out  of  tun 
and  UTC  doesn't  run  out  of  money,  I'll  keep  going,"  he  says. 

UTC  Chairman  and  Chief  Executive  George  David,  at  63 


Businesses  often 
act  as  if  older 
workers  are  a 
liability  in  an 
economy  that 
prizes  productivity, 
flexibility,  and 
innovation.  But 
research  suggests 
that  they  are 
underestimating 
these  employees. 
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candidate  himself  for  discounted  movie  tickets,  argues  that  an 
educated  worker  like  Perez  is  a  better  worker,  regardless  of  age 
or  area  of  study.  What's  more,  the  free  education  incentive  tends 
to  appeal  to  UTC's  most  skilled  and  motivated  employees,  so  it's 
a  way  for  the  company  to  retain  the  people  it  most  wants.  Re- 
tention rates  among  "employee  scholars"  are  about  20%  high- 
er than  for  regular  U.S.  workers. 

HOLDING  ON  TO  EXPERIENCE 

CONSOLIDATED  EDISON  INC.,  a  New  York  power  company 
with  an  aging  workforce,  is  trying  to  hang  on  to  its  valuable  old- 
er workers  with  benefits  like  an  elder- care  referral  service  and 
career-long  training.  It  wants  to  retain  the  experience  of  work- 
ers like  Frederick  R.  Simms,  67,  an  emergency  field  manager 
who  has  seen  just  about  everything  in  his  49  years  with  the 
company,  from  water  main  breaks  to  the  collapse  of  the  World 
Trade  Center.  In  a  job  where  trust  and  rapport  are  vital,  Simms 
is  on  a  first-name  basis  with  Fire  Dept.  officials  and  other  emer- 


is  working  really 


Theodora  Emiko  "Teddy" 

Yoshikami,61,  whoisjust 
ahead  of  the  leading  edge 
of  the  Baby  Boom, 
organizes  cultural 
programs  at  the  American 
Museum  of  Natural  History 
in  New  York.  For  fun,  she 
bangs  on  huge  drums  in  a 
Japanese  ensemble. 


gency  workers  all  over  Manhattan.  Con  Ed 
recently  sent  him  for  a  two-day  "working 
people-smart"  class.  "I  don't  have  the  zip  I  used  to  have,  but  I'm 
good  enough  to  work  16  hours  if  I  had  to  today,"  says  Simms, 
adding:  "I  know  the  company  likes  having  me  around." 

It's  common  these  days  to  find  older  workers  on  the  sales 
floor  of  retailers  like  Home  Depot  Inc.  and  CVS  Corp.,  but  what's 
new  is  the  growing  presence  of  older  workers  in  high-pay,  high- 
productivity  careers.  MITRE  Corp.,  a  research  and  development 
outfit  in  Bedford,  Mass.,  is  worried  about  losing  its  expertise  in 
fields  such  as  radar,  which  is  something  of  a  lost  art  for  young 
engineers.  So  it  brings  back  retirees  on  what  it  calls  a  "part- 
time,  on-call"  basis.  The  Energy  Dept.'s  National  Energy  Tech- 
nology Laboratory  in  Morgantown,  W  Va.,  also  recognizes  the 
value  of  older  workers  with  technical  expertise.  It  has  clung  to 
chemical  engineer  Hugh  D.  Guthrie,  86,  as  a  full-time  technical 
adviser  in  part  because  he  has  ideas  that  younger  engineers 
might  never  think  of.  Says  Guthrie:  "My  experience  gives  me  a 
perspective  on  questions,  which  may  not  always  be  right  but 
nearly  always  will  be  different.  The  greatest  service  I  provide  is 
in  stimulating  the  thinking  of  people  involved  in  a  project." 

Unfortunately,  many  other  companies  haven't  gotten  the 
message.  The  Society  for  Human  Resource  Management,  an  as- 
sociation of  personnel  execs,  says  59%  of  members  surveyed 
don't  actively  recruit  older  workers  and  65%  don't  do  anything 
specific  to  retain  older  workers.  The  Bureau  of  Labor  Statistics 
found  in  1995,  the  last  time  it  looked,  that  workers  age  55  and 
up  got  only  one-third  as  many  hours  of  formal 
training  as  workers  45  to  54.  Marian  Stoltz- 
Loike,  CEO  of  SeniorThinking  LLC,  a  consul- 
tancy, says  executives  often  aren't  even  aware 
that  older  workers  are  getting  a  subtle  message 
that  training  isn't  for  them. 

Economists  have  found  that  businesses  are 
missing  an  opportunity  by  giving  less  training 
to  their  older  workers.  Research  shows  that 
they  tend  to  operate  information  technology 
more  slowly  but  with  fewer  errors.  Research  on 
displaced  workers  who  got  retraining  in  corn- 
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munity  colleges  in  Washington  State  found  that  the  pay  gains 
were  just  as  big  for  older  workers  who  took  training  as  for 
younger  ones— indicating  that  the  training  they  got  took  hold. 

Will  longer-working  boomers  block  the  advancement  of 
younger  workers?  Maybe.  But  what  worries  employers  more  is 
the  opposite— labor  shortages  that  could  emerge  if  boomers  re- 
tire en  masse  and  there  aren't  enough  people  to  take  their  place. 
The  Congressional  Budget  Office  is  forecasting  that  labor-force 
growth  will  slow  by  almost  half  over  the  next  10  years. 

The  U.S.  takes  better  advantage  of  the  potential  of  its  older 


citizens  than  does  most  of  Europe,  where  extremely  early 
tirement  is  routine  because  of  rich  retirement  benefits.  Six  in 
Americans  are  still  working  at  ages  55  to  64,  vs.  just  four  in 
in  the  European  Union. 

Smart  policy  choices,  such  as  the  abolition  of  most  mant 
tory  retirement  rules,  have  helped  put  the  U.S.  in  a  position 
tap  the  ability  and  energy  of  older  people.  Since  2000,  Soc 
Security  recipients  have  been  allowed  to  receive  their  full  bt 
efits  no  matter  how  much  they  earn  from  working  after  age  i 
The  Internal  Revenue  Service  has  proposed  rules,  starti 


UVE  LONG  AND  PROSPER. 
SERIOUSLY 


Ahhhh,  retirement.  It  sounds 
enticing,  with  its  promise  of 
freedom  from  the  daily  grind.  But 
think  carefully  before  trading 
employment  for  a  poolside 
retreat.  Why?  There's  growing  evidence  that 
people  who  work  during  the  years  typically 
spent  in  retirement  live  longer,  healthier,  and 
more  independent  lives  than  those  who  do 
not.  "There's  a  strong  argument  for 
continuing  to  work  throughout  life,"  says  Dr. 
Jochanan  Stessman,  head  of  the  geriatric 
and  rehabilitation  department  of  Hadassah- 
Hebrew  University  Medical  Center  in 
Jerusalem  and  co-author  of  a  study  that 
links  work  to  greater  health  and  longevity. 

That  doesn't  mean  you  have  to  remain  in 
a  full-time  job  or  career  track  to  reap  the 
health  and  longevity  benefits.  In  fact,  one 
study  by  researchers  at  the  University  of 
Michigan  and  National  Taiwan  University 
found  that  just  100  hours  per  year  of  work  is 
all  it  takes,  leaving  plenty  of  time  for 
leisurely  pursuits.  Nor  is  it  necessary  to 
receive  a. paycheck:  Several  studies  have 
shown  that  volunteerism  has  the  same 
association  with  better  health  and  greater 
longevity  as  paid  work  does. 
So  what's  the  evidence7  Looking  at 


a  representative  sample  of  4,860  U.S. 
residents  born  before  1924,  the  Michigan 
and  Taiwan  researchers  compared  those 
who  worked  100  or  more  hours  in  1998  with 
those  who  worked  less.  After  controlling  for 
the  impact  on  mortality  and  health  of  factors 
aside  from  work-including  age,  marital 
status,  and  preexisting  conditions-they 
concluded  that  by  2000,  "those  working  for 
pay  were  only  half  as  likely  to  have  reported 
bad  health  and  one-quarter  as  likely  to  have 
died"  as  nonworkers,  says  Ming-Ching  Luoh, 
co-author  and  associate  economics 
professor  at  National  Taiwan  University.  In  a 
study  slated  for  publication  in  the  journal 
Aging— Clinical  and  Experimental  Research, 
Stessman  and  his  co-authors  found  similar 
results  held  for  231  Jerusalem  residents 
born  in  1920  and  1921. 

While  the  studies  strongly  suggest  that 
work  promotes  health  and  longevity,  they  do 
not  prove  a  cause-and-effect  relationship. 
One  reason:  Although  the  researchers  use 
statistical  methods  to  correct  for  the 
possibility  that  people  who  work  are 
healthier  to  begin  with,  "it's  very  hard  to 
control  for  all  the  nuances"  of  health,  says 
Laura  Carstensen,  psychology  professor  at 
Stanford  University. 


To  prove  that  work  promotes  health,  it's 
necessary  to  take  a  page  from  the  way  drug 
trials  are  done  and  randomly  assign  some 
people  to  work  while  others  remain  idle.  One 
2004  study  that  takes  this  approach— by 
researchers  including  Dr.  Linda  Fried, 
director  of  the  Center  on  Aging  &  Health  at 
the  Johns  Hopkins  Medical  Institutions- 
shows  that  four  to  eight  months  after 
starting  work  in  late  1999  and  early  2000, 
retirees  putting  in  15  or  more  hours  a  week 
in  Baltimore  public  schools  were  stronger 
and  more  physically,  cognitively,  and 
socially  active  than  a  nonworking  control 
group.  The  people  in  the  study  had 
volunteered  for  Experience  Corps,  a 
program  that  places  older  volunteers  in 
public  schools  in  14  cities  nationwide. 
The  decision  of  which  applicants  got  jobs 
was  random. 

Why  is  work  associated  with  better  health 
and  greater  longevity?  Work  requires  you  to 
have  social  contact,  use  your  mind,  and  get 
some  exercise,  all  of  which  promote  health 
and  longevity.  Doing  something  you  enjoy 
can  contribute  to  better  mental  health,  too. 
And  a  paycheck  can  help  you  take  better 
care  of  yourself. 

Thinking  of  going  back  to  work?  Some 
online  job  sites  and  organizations  that  cater 
to  experienced  workers  can  help  (table). 
Whatever  you  do,  make  sure  work  is 
on  your  retirement  agenda.  After  all,  it's 
more  than  a  paycheck.  It's  a  way  to  do 
something  satisfying  and  keep  active  and 
healthy  in  old  age. 

-By  Anne  Tergesen 
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RESOURCE 

RETIRED  BRAINS 

(www.retiredbrains.com) 


Research  indicates  that 
working  during  retirement 
can  help  you  live  longer 
and  healthier.  Here  are 
some  employment 
resources  for  older  workers. 


SENIOR  JOB  BANK 

(www.seniorjobbank.org) 

THE  NEXT  CHAPTER 

(www.civicventures.org) 

THE  PHOENIX  LINK 

(www.thephoenixlink.com) 

YOURENCORE 

(www.yourencore.com) 


DESCRIPTION 

ParKime,  full-time,  and  temporary  job  listings  for  retirees 

Job  listings  for  those  o  er  50 

National  community-  based  organization  for  those  over  age  55  to  network 
and  explore  options 

You  can  post  your  resume  on  this  site,  which  caters  to  experienced 
executives 

Recruits  mainly  experienced  scientists,  engineers,  and  product  developers 
for  projects  at  clients  including  Procter  &  Gamble 
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•  UARANTEED  INCOME  FOR  LIFE  When  you  retire,  you're  not 
bout  to  sit  on  the  sidelines.  Your  MetLife  advisor  can  show  you  how  you  can 
ontinue  to  do  the  things  you  love  with  an  annuity  that  offers  you  a  safe  and 
ecure  income.  So  you'll  enjoy  financial  freedom  to  explore  all  life  still  has  to 
ffer  For  more  information,  call  1-800-MetLife  or  visit  metlife.com 


iave  you  met  life  today? 
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next  year,  to  allow  people  59  V2  and  older  to  receive  part  of 
their  pensions  even  while  they  are  still  working.  Because 
people  would  not  have  to  retire  outright  to  get  a  pension, 
more  are  likely  to  remain  on  the  job,  experts  predict.  The 
proposed  rules  are  a  step  in  the  right  direction,  although 
employer  groups  are  complaining  that  there's  too  much  red 
tape  involved. 

CREATING  INCENTIVES 

WHAT  MORE  CAN  BE  DONE  TO  TAP  the  productivity  potential 
of  older  workers?  The  goal  is  to  introduce  more  flexibility  into 
pay  and  retirement  systems,  to  create  more  options  as  workers 
age.  Consultant  Ken  Dychtwald,  author  of  Age  Wave,  recom- 
mends the  example  of  Deloitte  Consulting  LLC,  which  lures 
highly  valued  older  employees  to  stay  by  designating  them 
"senior  leaders"  and  giving  them  incentives  such  as  flexible 
hours  and  work  location,  special  projects,  and  opportunities  for 
mentoring  and  research. 

Another  possibility  is  to  allow  companies  to  convert  tradi- 
tional defined-benefit  pensions,  which  encourage  retirement  as 
early  as  age  55,  to  cash-balance  plans,  which  have  no  built-in 
incentives  to  retire.  Such  conversions  have  been  frozen  since 
1999  over  legitimate  age-discrimination  concerns,  though  the 
Bush  Administration  has  proposed  legislation  that  would  break 
the  logjam.  It's  prudent  to  make  sure  that  switching  to  cash- 
balance  plans  doesn't  harm  older  workers,  but  such  caution  is 
also  preserving  a  system  that  lures  people  into  retiring  when 
they  still  have  much  to  contribute  in 
the  working  world. 

Perhaps  the  most  controversial 
idea  is  to  break  the  typical  link  be- 
tween pay  and  seniority.  As  more 
people  work  into  their  late  60s  and 
70s,  pay  should  be  adjusted  to  match 
how  much  people  work  and  what 
they  accomplish  on  the  job. 

If  s  also  critical  to  rethink  the  role 
of  Social  Security  in  an  economy 
where  incomes— and  life  spans— are 
rising.  In  theory,  Social  Security 
should  provide  a  secure  safety  net 
for  those  who  are  truly  too  old  to 
work  and  lack  savings,  while  en- 
couraging the  huge  boomer  genera- 


Hugh  Guthrie,  86,  is  a  technical 
adviser  at  the  National  Energy 
Technology  Laboratory  in 
Morgantown,  W.  Va.  "Recognize 
what  your  particular  talents  are, 
and  use  them,"  he  says.  "That's  the 
greatest  satisfaction  in  the  world." 


More  on  Old,  Smart  Productive 
Only  at  BusinessWeek.com 

Should  You  Keep  Working?:  It's  not  just  about  money.  Our  quiz 
covers  all  the  issues  you  need  to  consider. 

Voices  of  Experience:  Older  workers  share  their  thoughts  on  life, 
work,  and  aging  in  a  slide  show. 

Resources:  An  extended  table  of  Web  sites  to 
look  at  if  you're  considering  paid  or  volunteer  work 
during  retirement. 
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tion  to  stay  employed  and  productive  for  the  good  of  the 
selves  and  the  economy. 

The  logical  conclusion:  raise  Social  Security's  normal  re 
ment  age  incrementally  to  70.  From  then  on,  peg  further 
creases  to  gains  in  longevity.  If  s  also  essential  to  increase 
age,  now  62,  at  which  people  can  first  choose  to  take  early 
tirement.  Research  suggests  that  many  take  the  official  early 
tirement  age  as  a  signal  that  it's  O.K.  to  drop  out  of  the  worl 
force,  even  though  they  will  get  much  smaller  checks  for 
rest  of  their  lifetimes.  Raising  the  early  retirement  age  wo 
signal  that  62  is  too  young  for  most  people  to  quit  in  an  era 
marathon-running  septuagenarians. 

Increasing  Social  Security's  ear 
retirement  age  would  be  hard 
workers  with  health  problems, 
whose  jobs  require  more  physi 
exertion.  A  possible  solution  is  to  hi 
eralize  the  qualifications  for  Soci 
Security's  disability  insurance  p: 
gram.  The  extra  expense  of  disab 
payments  to  aging  laborers  would 
far  outweighed  by  the  savings  fra 
raising  the  normal  and  early  re 
ment  ages  in  tandem. 

There's  no  dispute  that  America 
graying.  But  the  solution  to  the  de 
ographic  shift  is  staring  us  in 
face.  As  Urban  Institute  senior  fell' 
C.  Eugene  Steuerle  told  the  Ho 
Ways  &  Means  Committee  in  Ma; 
"People  in  their  late  50s,  60s, 
70s  have  now  become  the  larg 
underutilized  pool  of  human 
sources  in  the  economy." 
working  longer— and  more  pr 
ductively— boomers   will   he| 
the  U.S.  economy  thrive  even  i 
their  personal  odometers  ke 
clicking  forward.  ■ 
-With  Diane  Brady  in  New  Yoi 


is  in  stimulatinj 
project 


j  he  best  view  in  the  city,  the  country,  the  world. 

\t  one  time,  DHL  had  a  data  center  in  every  country  in  which 
operated.  The  result  was  a  massive  collection  of  small  IT 
letworks-without  a  mission  control.  With  the  help  of  HP 
ervices  and  HP  OpenView  software,  hundreds  of  data  centers 
>ecame  three.  By  consolidating,  DHL  is  now  better  able  to  share 
iformation,  implement  IT  changes  globally  and  "see"  their 
•ntire  network  from  a  single  point  of  control.  Now,  change  never 
loes  unnoticed.  For  more  on  HP's  Consolidation  Solutions,  visit 
'p.'com/info/consolidation 
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CHARNEY  He 

says  his  "love 
affairs"  with 
staffers  have 
all  been 
consensual 


Livingon  the  Edge  at 
American  Apparel 

Dov  Charney's  fast-growing  clothing 
company  is  built  on  pro-labor  policies, 
racy  ads,  and  a  sexually-charged  culture 
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Oin  their  own  ads.  E1 
fewer  appear  in  th 
without  any  pants 
But  Dov  Charney, 
36-year-old  in  charge 
hip  clothing  maker  American  Appi  k- 
Inc.,  is  not  your  typical  corporate  chj  t  fy 
tain.  His  sense  of  style— evoking 
seedy  side  of  the  disco  era— permea  e 
the  company's  in-store  experience  a  Hon 
advertising,  including  one  ad  picturi  i,^ 
his  bare  backside.  It  also  carries  throu  ipw 
to  the  workplace:  Charney  feels  free  »i " 
engage  in  consensual  sexual  relationsh  Cki 
with  his  staff.  "I've  had  relationships,  1<  fct[ 
ing  relationships,  that  I'm  proud  of,"  ■  KM 
says.  "I  think  ifs  a  First  Amendmt  $n 
right  to  pursue  one's  affection  for  anoi  s  o 
er  human  being."  nseh 

Chances  are  you've  never  met  an  ex*  ms  i 
utive  quite  like  Charney.  The  muttc  PM 
chops-wearing  entrepreneur  has  bofo 
American  Apparel  into  a  $250  million  16. 1 
year  rising  star  of  the  rag  trade,  selli  ,rer 
T-shirts,  swimsuits,  and  underwear,  nan 
made  at  his  downtown  Los  Angel  sk 
plant.  Since  November,  2003,  wh  reLr 
American  Apparel  opened  its  first  sto  5W 
53  retail  outlets  in  five  countries  ha  You 
opened.  Charney  claims  to  have  stor  Am 
such  as  one  in  Manhattan's  Soho,  tl  Pi 
produce  $1,800  a  square  foot  in  sal  e  . 
seven  times  the  apparel  industry  avera}.  ems 
He  talks  of  building  a  $1  bilhon-a-yefiny 
business  in  a  few  years,  with  1,000  loc 
tions.  He  even  wants  to  open  stores 
Hong  Kong,  exporting— of  all  things  |is 
American-made  T-shirts  to  China 


■ 


GLOWING  PROFILES 

BUT  THE  freewheeling  culture  that  Cha 
ney  has  cultivated  at  American  Apparel 
being  put  to  the  test.  Charney  is  a  self-d 
scribed  "husder,"  who  as  a  teen  used 
hawk  T-shirts  on  the  streets  of  his  nari 
Montreal.  But  now,  he  and  his  4,500  en 
ployees  are  bumping  up  against  the  coi 
strictions  of  the  modern  workplace.  In 
world  in  which  the  CEO  of  Boeing  C 
was  forced  to  step  down  over  an  affa 
with  an  underling,  Charney  has  mac 
himself  an  easy  target.  In  May,  he  wi 
sued  by  three  women— all  former  Amei 
can  Apparel  employees— who  claim  the 
were  sexually  harassed  by  him  at  wor 
He  denies  that  he  has  harassed  anyon 
He  attributes  the  lawsuits  to  disgrunde 
former  employees.  In  addition,  he  denii 
that  he  has  ever  pressured  employees  in! 
a  sexual  relationship. 

Under  Charney's  watchful  eyes,  Ami 
ican  Apparel  has  become  the  epitome  <| 


B 

ssa 
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ster  cool,  with  its  slim-fitting,  logo-free 
'P  thes;  a  savvy,  sexy  ad  campaign;  and  a 
E\»-labor  philosophy.  Charney  promotes 
i  business  as  "sweatshop-free,"  and  to 

:k  that  up  he  pays  his  mostly  Latino 
itory  workers  nearly  twice  the  mini- 
mi im  wage,  throwing  in  health  insurance, 
h  jsidized  lunches,  and  paid  time  off  to 
lii.e  English  classes  on  the  premises, 
tch  jobs— let  alone  ones  with  perks— are 
ale  in  the  U.S.  apparel  industry,  where 
al%  of  the  goods  are  imported.  As  a  re- 
ri  t,  Charney  has  been  the  subject  of  pos- 

II  e  profiles  in  such  places  as  Time,  The 
e  w  Yorker,  and  CNN. 

III  Charney  has  tried  to  incorporate  some 
It  that  pro-labor  message  into  the  retail 
'  oerience.  Typically  located  in  edgy 
it  ghborhoods  such  as  Los  Angeles'  Los 
j  iz   or   Chicago's   Wicker   Park,   his 

irsely  furnished  stores  feature  concrete 
6  ars  and  stacks  of  American  Apparel's 
i  isonably  priced  merchandise,  such  as 
I  $  fitted  T-shirts  and  $45  hooded  sweat- 
1  irts.  In  the  windows  you'll  often  find  a 
S  >  replaying  one  of  Charney's  many  ap- 
irances  in  which  he  talks  about  manu- 
:  Turing  in  the  good,  old  U.S.  of  A.  "I 
I  |/e  the  highest-paid  apparel  workers  in 
t  world,"  he  boasts. 

You'll  also  see  the  blatantly  sexual  side 
American  Apparel.  The  stores'  white 
Us  are  dotted  with  product  shots.  Like 
:  company's  signature  advertise- 
rs,    these     are 


Charney 
shoots  maiw 
ads  himself, 
with  women 
he's  met 
or  staff  as 
models 


uny,  seemingly 
[idid  photos  of 
ang  people  in  var- 
is  states  of  un- 
*ss.  In  case  shop- 
rs  miss  the 
ssage  that  Ameri- 


SWEATSHOP-FREE 
AND  LOGO-FREE 

American  pays 
its  workers  twice 
minimum  wage 
and  provides 
health  insurance 


can  Apparel's  clothes  are 
sexy,  Charney  sometimes 
pins  up  pages  from  1970s 
Penthouse  magazines. 

To  hear  Charney  explain 
it,  he's  connecting  with  an 
emerging  youth  move- 
ment, an  underground  net- 
work of  urban  hipsters 
from  Brooklyn  to  Berlin. 
They  surf  the  Internet  for 
gossip  and  fashion  trends 
and  race  to  get  copies  of 
gritty  lifestyle  magazines 
named  Vice  and  Purple.  These  twen- 
tysomething  consumers  don't  mind  being 
marketed  to  as  long  as  the  images  look 
real,  unvarnished,  and  match  their  own  ca- 
sual attitudes  toward  sex.  Charney,  in  a 
characteristically  grandiose  flourish, 
likens  his  young  customers  to  the  free- 
spirits  of  the  1960s.  "Turn  off  the  sound  on 
Eyes  on  the  Prize,"  he  says  of  the  award- 
winning  documentary  on  the  civil  rights 
era,  "and  it  looks  like  a  fashion  show." 

SALTY  LANGUAGE 

IT'S  IN  THE  company's  racy  ads— which 
run  mostly  in  alternative  newspapers 
such  as  New  York's  The  Village  Voice  and 
LA  Weekly— that  the  line  between  work 
and  recreational  sex  at  American  Apparel 
begins  to  blur.  Charney  takes  many  of  the 
photos  himself,  often  using  company 
employees  as  models  as  well  as  people  he 
finds  on  the  street.  "Meet  Melissa,"  reads 
one  print  ad,  which  pictures  a  comely 
brunette  in  a  shower  and  a  see-through 
shirt.  "She  won  an  unofficial  wet  T-shirt 
contest  held  at  the  American  Apparel 
apartment  in  Montreal."  (The  company 
maintains  a  string  of  apartments  in  the 
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U.S.  and  Canada  to  save 
money  on  hotel  rooms.) 

In  his  marketing,  Char- 
ney has  been  adept  at  weav- 
ing his  libertarian  sexual  at- 
titude with  his  progressive 
labor  practices.  But  it's  an- 
other matter  to  make  that 
attitude  a  bedrock  principle 
of  the  workplace.  In  their 
sexual  harassment  suits, 
two  of  the  women  accuse 
Charney  of  exposing  him- 
self to  them.  One  claims  he 
invited  her  to  masturbate  with  him  and 
that  he  ran  business  meetings  at  his  Los 
Angeles  home  wearing  close  to  nothing. 
Another  says  he  asked  her  to  hire  young 
women  with  whom  he  could  have  sex, 
Asians  preferred.  All  describe  him  using 
foul  language  in  their  presence,  much  of  it 
demeaning  to  women.  Says  Keith  A.  Fink, 
an  attorney  for  one  of  the  women  suing: 
"The  work  environment  there  makes  Ani- 
mal House  look  like  choir  practice." 

Charney  says  all  three  women  did  sub- 
standard work  and  gave  no  indication  be- 
fore they  left  that  they  had  felt  harassed. 
Charney  says  he  never  engaged  in  any  of 
the  acts  of  which  he  is  accused.  As  for  his 
language,  he  says  that's  par  for  the 
course  in  the  fashion  biz.  "When  I'm 
working  with  creative  people  I  use  the 
language  of  the  street,"  he  says.  "It  can 
get  pretty  salty." 

The  suits  follow  a  bizarre  article  last 
year  in  the  women's  magazine  Jane. 
Charney  was  described  as  engaging  in 
oral  sex  with  a  female  employee  and  mas- 
turbating in  front  of  the  reporter.  Charney 
doesn't  deny  taking  part  in  any  of  the  ac- 
tivities described  in  the  article.  He  says  he 
befriended  the  writer  over  the  course  of 
the  two  months  it  took  her  to  research  the 
piece.  "I've  never  done  anything  sexual 
that  wasn't  consensual,"  Charney  says. 
The  reporter,  Claudine  Ko,  confirmed  his 
take  on  events  to  BusinessWeek. 

Employment  attorneys  say  Charney's 
language  alone  could  get  him  into  trouble. 
"You  can't  force  women  to  be  subject  to 
certain  conduct  on  the  theory  that  this  is  a 
coarse  working  environment,"  says 
Washington,  D.C.  employment  attorney 
Bruce  A.  Fredrickson.  As  for  Charney's  ad- 
mitted "love  affairs"  with  employees,  San 
Francisco  attorney  Phil  Horowitz,  chair  of 
the  California  Employment  Lawyers 
Assn.,  says:  "Any  chief  executive  who's 
thinking  of  having  sex  with  subordinates 
ought  to  have  his  head  examined." 

Since  the  U.S.  Supreme  Court  conclud- 
ed in  1986  that  a  hostile  work  environ- 
ment was  a  violation  of  an  employee's  civ- 
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il  rights,  sexual  harassment 
cases  have  become  a  fact  of 
life  in  American  business. 
According  to  the  U.S.  Equal 
Employment  Opportunity 
Commission,  unwelcome 
sexual  advances,  requests 
for  sexual  favors,  and  verbal 
or  physical  conduct  of  a  sex- 
ual nature  can  constitute 
harassment  if  it's  severe  or 
pervasive.  It's  not  illegal  for 
a  boss  to  pursue  relation- 
ships with  underlings,  so  long  as  the  rela- 
tionships are  welcome.  If  there's  a  pattern 
of  promotions  or  other  opportunities 
granted  to  employees  who  engaged  in  sex 
with  a  manager,  the  employer  may  be  li- 
able for  sex  discrimination  claims  from 
other  workers. 

LATE  BEERS 

CHARNEY  HAS  ALWAYS  been  unconven- 
tional. He  demonstrated  his  entrepre- 
neurial leanings  early.  Recognizing  that 
Canada's  insular  distribution  system  kept 
the  price  of  goods  such  as  cassette  tapes 
and  T-shirts  much  higher  than  in  the 
U.S.,  Charney  built  an  import-export 
business  as  a  teen.  While  attending  prep 
school  at  Choate  Rosemary  Hall  in 
Wallingford,  Conn.,  Charney  says,  he 
was  bringing  goods  worth  $1  million  a 
year  into  Canada. 

Charney  dropped  out  of  Tufts  Universi- 
ty in  his  senior  year  and  moved  to  Colum- 
bia, S.C.,  to  start  a  T-shirt  company  in 
1989.  As  imported  goods  flooded  the  mar- 
ket, Charney  saw  the  price  of  T-shirts 
plummet  and  waves  of  his  suppliers  shut 
down.  In  1996,  he  put  his  own  business 
into  bankruptcy.  Two  years  later  he 
reemerged  in  Los  Angeles,  creating  a  new 
version  of  American  Apparel  with  a  part- 
ner, Sam  Lim. 

The  company  began  as  a  manufacturer 
of  T-shirts  for  designers,  rock  bands,  and 
corporate  customers.  Charney's  specialty: 
tightly  knit  T-shirts  that  held 
silkscreen  designs  well  and  fit 
better  than  the  boxy  ones  preva- 
lent at  the  time.  Promising  a 
high-quality  product  in  the  latest 
styles  and  a  fast  turnaround, 
Charney  was  able  to  charge  more 
for  his  goods— around  $4  whole- 
sale per  T-shirt,  as  much  as  four 
times  thacost  of  one  from  China. 
Charney's  customers  saw  that 
American  Apparel  shirts  sold 
better  than  the  cheaper  varieties 
and  increased  orders.  The  higher 
prices  translated  into  higher  rev- 
enues, which  Charney  plowed 
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"I  should 
tone  down? 
. .  .You're 
asking  me  to 
succumb 
to  tyranny" 


back  into  the  business. 
As  the  company  has 
grown,  Charney  has  tried  to 
maintain  ans "environment 
of  freedom,"  in  which,  for 
example,  art  department 
employees  working  late  can 
drink  alcohol,  and  anyone 
can  walk  into  the  boss's  of- 
fice at  any  time.  Business- 
Week spoke  to  a  number  of 
current  and  former  Ameri- 
can Apparel  employees  who 
say  the  culture  actually  motivates  them  to 
work  long  hours.  Tacee  Webb,  a  32-year- 
old  mother  of  two  who  opens  new  stores 
on  the  West  Coast  for  American  Apparel, 
says  she  has  heard  Charney  curse, 
scream,  and  make  comments  about  em- 
ployees' appearances,  but  never  to  the 
point  of  it  being  offensive.  "I've  seen  a  lot 
of  things  go  on  at  other  businesses,  and 
it's  all  weird  and  hushed,"  she  says.  "Dov 
is  just  out  in  the  open."  Adds  Clara  Reis, 
Charney's  personal  assistant  for  two 
years,  who  left  American  Apparel  for  an- 
other job  earlier  this  year:  "Some  people 
might  misunderstand  the  way  he  is  about 
sexuality.  He  just  considers  sex  a  natural 
thing.  He  won't  put  any  limits  on  it." 

But  BusinessWeek  spoke  with  seven  for- 
mer workers  who  say  they  were  offended 
by  what  they  called  a  highly  sexual  at- 
mosphere at  American  Apparel.  They  told 
stories  of  senior  managers  who  pursued 
sexual  relationships  with  less  senior  col- 
leagues and  rewarded  their  favorites  with 
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promotions,  company  cars,  and  aj 
ments.  "It  was  a  company  built  on  1 
ery,"  says  a  former  stock  person 
thought  it  was  a  male  contemporary 
spective  on  feminism,  but  it  turns  01 
be  just  a  gimmick,"  says  another  ex 
ployee.  And  another:  "I  made  sure  to 
away  from  the  store  when  I  knew  [C 
ney]  was  coming  into  town.  It's  not 
person— he's  aiming  for  all  women.'" 

Others  say  it's  not  surprising 
more  women  haven't  spoken  out  "W 
you  see  the  women  that  work  there, 
see  they  all  have  the  same  look,"  says 
parel  industry  veteran  Tony  August 
58,  who  left  a  senior  sales  job  at  Amer 
Apparel  last  November  after  a  year  ai 
half.  "They're  pretty,  but  they  lack  di. 
tion,  and  along  comes  their  guru.  He 
them  in  jobs,  and  they  don't  have  to  v. 
very  hard  and  they  are  getting  paid  n 
than  they  would  anywhere  else." 

Clearly,  Charney  is  a  creative  entre} 
neur  who  has  successfully  fought 
global  competition  and  the  ficklenes: 
the  fashion  trade.  On  the  one  hand,  Cr 
ney  feels  caught  in  a  culture  war,  a  str  jStd 
gle  between  the  old  ways  of  doing  bi 
ness  and  the  new:  "I  should  tone  dov 
So  I  don't  get  in  trouble?  It's  fasci; 
You're  asking  me  to  succumb  to  tyranr 
But  later  he  sounds  sincere  when  he  s; 
"I've  made  mistakes.  There  are  bump 
the  road  to  what  I'm  doing."  As  he  ta^S 
American  Apparel  to  the  next  level, 
biggest  opponent  could  be  himself.  Bfcc- 

-By  Christopher  Palmeri  in  LosAngL  he 
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American  Apparel: 
Hot  and  Sweaty 

Since  its  founding  seven  years  ago,  American  Apparel  has  seen 
sales  of  its  T-shirts  and  casual  cotton  clothes  soar 


HEADQUARTERS  Los  Angeles 

EMPLOYEES  4,500 

RETAIL  STORES  53  in  5  countries 

ESTIMATED  REVENUES  IN  2005 

$250  million 

REVENUES  IN  2001  $20  million 

BUSINESS  MODEL  Vertical 

integration.  Products  are  sewn  at 
a  downtown  Los  Angeles  factory 
and  delivered  to  stores, 
sometimes  overnight. 

SALES  PITCH  "Sweatshop-free." 
Factory  workers  earn  an  average 


of  $13  an  hour  and  enjoy  health 
care,  overtime  pay,  and  subsidized 
lunches-rarities  in  the  rag  trade. 

FOUNDER  DOV  CHARNEY  "I 

have  one  of  the  most  exciting 
workplace  environments-it's  an 
environment  of  freedom.  That's 
my  culture.  I'm  selling  to  young 
urban  adults." 

ON  SEX  IN  THE  WORKPLACE 

"If  there  are  consensual  acts 
between  an  employee  and  an 
employer,  it's  private." 

Data  BusinessWeek  company  reports 
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Environment  Legislation 


OMMENTARY 


JOHN  CAREY 


ilobal  Warming:  Suddenly  the 
]limate  in  Washington  Is  Changing 

en  some  Senate  Republicans  are  calling  for  action,  with  Bush  increasingly  isolated 


;j 


ECAUSE  OF  THE  carbon  diox- 
ide-spewing creations  of  hu- 
mans, the  scientific  consensus 
goes,  the  Earth  is  inexorably 
heating  up.  But  nowhere  is  the 
mate  on  global  warming  changing 
uster  than  in  Washington.  The  Senate— 
Jiich  voted  95-0  in  1997  to  condemn  the 
lioto  Protocol  on  greenhouse  gases— is 
»w  flirting  with  its  own  limits  on  emis- 
M)ns.  In  its  coming  deliberations  over  the 

ajrgy  bill,  the  Senate  may  consider  up  to  three  different 
,  ^ndments  tackling  the  issue  of  global  warming.  "It  is  a  pret- 
|  xciting  moment,"  says  Eileen  Claussen,  president  of  the  Pew 
p;  iter  on  Global  Climate  Change.  "We've  come  quite  a  dis- 
ce  to  now  have  many  people  at  the  table  trying  to  figure  out 

Kt  to  do,  rather  than  arguing  whether  to  do  something." 
he  possibility  of  Senate  action  is  another  blow  to  President 
>rge  W.  Bush,  who  is  becoming  increasingly  isolated  on  his 
1  ice  floe.  On  June  14,  a  nervous  Administration  fired  a  shot 
jss  the  Senate's  bow,  warning  in  a  statement  that  it  "will  op- 
e  any  climate  change  amendments  that  are  inconsistent  with 
President's  climate  change  strategy"— in  other  words,  any- 
lg  with  mandatory  limits  on  greenhouse  gases.  Bush  can 
nt  on  the  House  GOP  to  block  any  significant  climate  change 
kage  for  now.  But  the  White  House  has  already  been  embar- 
sed  by  recent  revelations  that  a  political  appointee  watered 
m  global  warming  reports  by  government  scientists.  (The  ap- 
» ntee,  Philip  A.  Cooney,  chief  of  staff  at  the  Council  on  Envi- 
mental  Quality,  has  resigned  and  is  taking  a  job  with  Exxon 
bil  Corp.)  And  Bush  justifiably  faces  heat  not  only  from  sci- 
ists  and  foreign  allies  but  also  from  business  and  members  of 
own  party. 

ie  Importance  of  Hagel 

E  IMPORTANT  BREAK  in  the  conservative  skepticism  over 
Dal  warming  came  earlier  this  year  when  Senator  Chuck 
;el  (R-Neb.)— co-author  of  the  anti-Kyoto  resolution— ac- 
>wledged  the  threat  and  introduced  bills  to  promote  cleaner 
inology.  Now,  he  is  expected  to  offer  those  plans  as  an  ener- 
jill  amendment,  which  could  easily  sail  through  the  Senate. 


The  White 
House  still 
can  count  on 
the  House  to 
block  curbs 
on  emissions 


"The  question  is  not  whether  to 
take  action,  but  what  kind  of  ac- 
tion," says  Hagel.  "We  can't  afford 
to  do  nothing." 

Another  climate  amendment  will 
come  from  Senators  John  McCain 
(R-Ariz.)  and  Joseph  I.  Lieberman 
(D-Conn.).  In  2003,  they  won  an 
unexpected  43  votes  for  a  bill  im- 
posing caps  on  emissions  and  set- 
ting up  a  program  to  trade  emis- 
sions rights.  To  win  more  support, 
their  new  bill  includes  incentives 
for  nuclear  power,  clean  coal,  and  other  fuels. 

The  measure  with  mandatory  limits  that  has  the  best  chance 
to  pass  the  Senate,  however,  is  being  drafted  by  Senator  Jeff 
Bingaman  (D-N.M.).  Based  on  recommendations  from  the  bi- 
partisan National  Commission  on  Energy  Policy,  it  would  also 
cap  emissions  and  allow  trading.  Enviros  aren't  enthused  be- 
cause the  emissions  targets  are  far  less  strict  than  in  McCain- 
Lieberman  and  because  of  an  interesting  and  controversial  twist: 
Companies  that  are  unable  to  meet  emissions  targets  could  buy 
additional  permits  from  the  government  at  a  low  cost— perhaps 
$7  per  ton  of  carbon  dioxide.  That's  too  cheap,  critics  say.  But  this 
so-called  safety  valve  cleverly  punctures  conservative  contentions 
that  carbon  constraints  would  cripple  the  economy,  and  the 
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price— and  targets— could  be  ratcheted 
up  if  necessary.  Bingaman  has  been  ne- 
gotiating with  Republicans  like  Energy 
Committee  Chairman  Pete  V.  Domenici 
(R-N.M.)  to  craft  a  bipartisan  version.  If 
he  succeeds,  it  stands  a  good  chance  of 
winning  enough  votes  on  the  floor. 

Why  the  change  in  Washington?  For 
one  thing,  the  science  is  now  more  cer- 
tain. On  June  7,  the  national  science 
academies  of  11  countries  said  that  the 
world  should  "take  prompt  action  to  re- 
duce the  causes  of  climate  change." 

In  addition,  most  developed  nations 
are  already  implementing  curbs  on 
greenhouse  gases,  and  British  Prime 
Minister  Tony  Blair  will  spotlight  cli- 
mate change  at  July's  Group  of  8  sum- 
mit meeting.  At  home,  the  U.S.  Confer- 
ence of  Mayors  approved  a  resolution 
on  June  13  calling  on  cities  to  meet  the 
7%  emissions  reductions  called  for  in 
the  Kyoto  Protocol.  The  Evangelical  En- 
vironmental Network,  a  Christian 
group  that  believes  people  need  to  be 
better  stewards  of  the  earth,  is  pushing 
Congress  to  act.  Republican  governors 
like  California's  Arnold  Schwarzenegger 
plan  to  limit  emissions.  And  many  com- 
panies, which  see  carbon  constraints  as 
inevitable,  are  eager  to  figure  out  now 
what  targets  they  will  be  required  to 
reach  in  the  future.  "While  the  world  is 
deploying  leapfrogging  technology  in 
an  effort  to  deal  with  climate  change, 
the  U.S.  lags  sorely  behind,"  Cinergy 
Corp.  CEO  James  E.  Rogers  warned  in 
congressional  testimony  on  June  8. 
"The  time  is  now  to  move  positively  to- 
ward reachable  goals." 

Crossing  a  Line 

BUT  THE  BUSH  Administration  and  al- 
lies such  as  Senate  Environment  Com- 
mittee Chairman  James  M.  Inhofe  (R- 
Okla.)  are  still  trying  to  stem  the  tide. 
That's  why  business  has  been  reluctant 
to  openly  support  mandatory  caps. 
Companies  fear  angering  the  White 
House  or  key  GOP  leaders,  says  Frank  E. 
Loy,  former  climate  negotiator  for  the 
State  Dept.:  "They  are  concerned  about 
crossing  a  line  the  Administration 
seems  to  have  laid." 

Still,  a  Bingaman-Domenici  version 
of  mandatory  constraints  could  squeak 
by  the  Serfate.  It  would  be  unlikely  to 
survive  when  the  House  and  Senate 
meet  to  hammer  out  differences  on  the 
bill.  But  if  Senate  opposition  to  climate 
change  measures  can  melt  faster  than 
anyone  anticipated,  more  surprises  on 
global  warming  may  be  in  the  offing.  ■ 
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ARAD  A I 
charm"— 
a  fierce 
negotiate 


Spider-Man's 
Guardian  Angels 

Arad  and  Perlmutter  saved  Marvel 
Entertainment  Can  they  build  a  studio' 


IT'S  A  LONG  WAY  FROM  THE 
Israeli  desert  to  lush  Beverly  Hills, 
Calif.  For  Avi  Arad,  that  journey 
has  taken  him  from  soldier  to 
rent-a-car  clerk  to  toy  designer 
and,  finally,  to  being  one  of  the 
hottest  producers  in  Hollywood, 
with  a  $25  million  estate  to  prove  it. 
Arad,  born  in  Cyprus  and  raised  in  Israel, 
taught  himself  English  as  a  boy  by  read- 
ing comic  books.  Today,  as  CEO  of  Mar- 
vel Enterprises'  studio  operations,  he 
holds  the  keys  to  some  of  the  biggest  ac- 
tion franchises  going,  including  Sony 
Pictures  Entertainment's  blockbuster 
Spider-Man  and  Fox's  X-Men  movies.  His 


latest   project:    the    much-anticipat 
Fantastic  Four,  also  by  Fox,  which  of 
July  8.  Universal  Studios  and  Lion's  < 
Entertainment  have  Marvel  projects 
the  works,  too. 

Arad,    who    prefers    an    all-bla 
wardrobe  and  sports  a  two-day  stubt 
is  only  half  of  the  Marvel  success  story.  I 
a  classic  good-cop,  bad-cop  pairing,  1 
personable  studio  boss  is  teamed 
Marvel  Chief  Executive  Isaac  "Ike" 
mutter,  every  bit  as  private  and  litigic 
as  Arad  is  public  and  schmoozy.  (I 
mutter  declined  to  be  interviewed 
photographed  for  this  story.)  Both 
veterans  of  Israel's  Six  Day  War  in  IS 


came  to  the  U.S.  three  decades  ago 
little  but  their  big  dreams.  Some  say 
similarities  end  there.  "They're  an 
couple— Ike  is  all  elbows  and  Avi  all 
says  Christian  Brothers  Univer- 
professor  Jeffrey  A.  Schultz,  a  onetime 
:-bond  trader  who  invested  with  Perl- 
er  in  the  mid-1980s. 

iTAIN  COLLATERAL 

ETHER,  ARM)  and  Perlmutter  have 
sformed  New  York  City-based  Marvel 
a  neglected  comic  book  outfit  into  a 
ht-after,  $513  million-a-year  enter- 
ment  enterprise.  All  the  while,  they 
i  zealously  guarded  Marvel's  tally  of 
0  comic  book  characters,  whose 
:ly  read  stories  are  increasingly  be- 
ing rich  fodder  for  action  on  the  big 
en.  What's  more,  Arad  is  now  en- 
hed  in  the  day-to-day  operations  of 
vel-inspired  films.  He's  part  of  nearly 
y  decision  on  a  Marvel  film,  whether 
rdering  a  new  hairdo  for  actor  Hugh 
man,    who    played    Wolverine    in 
2's  X-Men,  or  getting  star  Tobey 
juire  to  do  a  Spider-Man  sequel  by 
ing  him  a  special  harness  to  minimize 
discomfort  from  a  back  injury.  "He's  a 
ng  part  of  everything.  There  is  no 
cseat  for  Avi,"  says  Sony  stu- 
chief  Amy  Pascal, 
low  Marvel  is  taking  the  next 
>  with  plans  to  become  its  own 
ho:  It  intends  to  finance  a 
e  of  as  many  as  10  films  over 
it  years.  This  will  be  possible, 
i  Arad,  through  a  $525  million 
)lving  credit  line  secured  with 
"rill  Lynch  &Co.  It's  a  risky 
/e,  since  the  credit  is  backed 
he  future  film  revenue  gener- 
1  by  Marvel  characters,  includ- 
Captain  America  and  Nick 
y.  That  means  a  string  of 
lbs  could  threaten  Marvel's 
i  rights  to  such  superheroes  as 
>tain  America,  around  whom 
irst  flick  is  planned, 
u-ad's  first  step  was  to  find  a 
ributor.  The  pair  was  in  serious 
s  with  Universal  Studios  early 
but  insiders  say  Arad  infuriat- 
them  when  he  jumped  to  hit- 
rved   Paramount  Pictures  in 
il.  His  deal  with  the  Viacom 
.-owned  studio  gives  Marvel  a 
■rate  distribution  fee  and  al- 
s  it  to  keep  all  the  merchandis- 
rights.  Arad  declined  comment 
the  studios. 

Jcrappy  fighters  that  they  are, 

fitting  that  the  two  partners 

t  met  in  the  early  1970s  in  New 


York  in  an  encounter  over 
royalty  payments.  At  the 
time,  Arad  was  a  toy  designer 
trying  to  collect  from  Perl- 
mutter,  who  owned  a  compa- 
ny that  bought  liquidated 
products.  Perlmutter  was  al- 
ready a  crafty  dealmaker 
who  used  money  from  his  in- 
laws to  buy  the  liquidation 
business.  He  would  later  be- 
come a  corporate  raider.  De- 
spite the  earlier  dispute, 
Perlmutter  had  taken  a  liking  to  the 
charismatic  Arad.  The  two  went  into  busi- 
ness with  their  1990  acquisition  of  Cana- 
dian toymaker  Toy  Biz  Inc.,  which  won  a 
lucrative  contract  to  make  toys  for  Mar- 
vel. That  relationship  led  to  the  merger  of 
the  two  outfits  in  1997.  When  Marvel  went 
into  bankrutpcy  a  few  months  later,  Perl- 
mutter and  Arad  launched  an  unsolicited 
offer  with  $320  million  in  cash.  In  1998, 
Perlmutter  and  Arad  won  Marvel  in  a 
bankrupcty  court  shootout  with  Marvel's 
controlling  shareholder,  financier  Ronald 
O.  Perelman. 

During  their  battle  for  control,  Arad 
and  Perlmutter  honed  their  partnership. 
A  Marvel  aficionado,  Arad  was  able  to 


Arad  is  a 
lifelong 
Marvelfan. 
Perlmutter 
avoids  films 
and  comics 


FANTASTIC 
FOUR 

1 

i 

< 

$ 

Marvel's  Millions 

Led  by  Spider-Man,  most  of  the  11  films 
based  on  Marvel  characters  have  been 
blockbusters,  though  a  few  have  slipped 

HITS 

YEAR 

BUDGET 
(MILLIONS) 

DOMESTIC  BOX 

OFFICE  (MILLIONS) 

Spider-Man 

2002 

$139 

$403.7 

Spider-Man  2 

2004 

200 

373.4 

X-2 

2003 

110 

214.9 

MISSES 

Man-Thing 

2005 

30 

None* 

Elektra 

2005 

43 

24.4 

Blade:  Trinity 

2004 

65 

52.4 

"Shipped  straight  to  cable  (Sci-Fi  channel)                                     Data:  imdb  com 

sweet-talk  investors  with  his 
grandiose  plans  for  the  char- 
acters. Perlmutter,  who 
doesn't  read  comics  and 
rarely  goes  to  the  movies, 
worked  the  phones,  lining 
up  bankers  from  his  New 
York  office  or  Palm  Beach 
(Fla.)  condo.  Today,  the  two 
men  speak  daily  but  hardly 
socialize.  Arad  is  steeped  in 
the  Hollywood  scene,  with 
homes  in  Beverly  Hills  and 
Malibu.  Perlmutter  goes  to  sleep  at  9  and 
spends  his  days  poring  over  spread- 
sheets, taking  pleasure  in  early  morning 
tennis  games.  "Ike  is  someone  who  does- 
n't like  to  lose,"  recalls  Marvel  toy  and 
publishing  unit  head  Alan  Fine  of  a  tennis 
thrashing  he  took  when  he  was  a  KB  Toys 
Inc.  exec  selling  to  Perlmutter.  "No  cus- 
tomer tennis  for  him." 

FACING  PRESSURE 

TODAY,  REVENUES  from  movie  licenses 
and  movie-related  merchandise  make  up 
nearly  half  the  company's  revenues,  re- 
sulting in  a  nice  payday  for  Arad.  His  new 
contract  extension  bumps  his  $1.6  million 
salary  to  as  much  as  $6  million  with 
bonuses.  If  Arad  is  spinning  gold,  Perl- 
mutter provides  the  muscle.  Early  on  as 
chairman,  he  fired  two  Marvel  CEOs  and 
sold  off  a  money-losing  baseball  card  di- 
vision. And  he  sent  Arad  to  Hollywood  to 
sweeten  the  cheapie  deals  Perelman  had 
made  during  the  bankruptcy.  For  the  first 
Spider-Man  movie,  Marvel  got  $225,000 
up  front;  now  it  gets  $10  million  off  the 
bat  for  Spider-Man  sequels.  Last  year  it 
settled  a  lawsuit  it  filed  against  Sony,  re- 
structuring its  50-50  toy  merchandising 
partnership  to  take  a  75%  share.  Marvel  is 
also  suing  Walt  Disney  Co.  over  payments 
for  Marvel  cartoons  on  Disney's  ABC 
Family  channel.  Earlier  this  year,  Marvel 
settled  with  iconic  Spider-Man  creator 
Stan  Lee,  who  had  won  a  court  suit  in 
which  he  alleged  he  was  stiffed  of  prom- 
ised profits. 

Now  that  Marvel  has  raised  its  profile 
considerably  in  Hollywood,  the  pressure 
for  hits  is  on.  Arad  is  overseeing  12  films 
in  various  stages  of  production,  includ- 
ing scripts  being  written  for  Spider-Man 
3  and  Captain  America.  Perlmutter  is  do- 
ing his  thing— prowling  the  balance 
sheet,  consolidating  operations  to  cut 
costs,  and  looking  for  the  next  hot  deal. 
With  the  premiere  of  Fantastic  Four 
looming,  the  pair  is  hoping  some  of  the 
characters'  superpowers  rub  off  on  the 
Marvel  empire.  ■ 

-By  Ronald  Grover  in  Los  Angeles 
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TOOLS.  TRANSPARENT  PRICING.  CLARITY.  INTRODUCING  THE  FIDELITY  OPEN  BOND  MARKET 


BUYING  BONDS  ISN'T 


JL  ST  SEEMED  LIKE  IT  THERE  FOR  A  WHILE. 


TRANSPARENT  PRICING:  IT'S  A  GO 

Buying  bonds  has  always  been  more  complicated  than 
it  needs  to  be.  You  never  knew  what  you  were  paying 
for  a  bond  and  what  you  were  paving  in  hidden  fees. 
But  that's  all  about  to  change. 

WELCOME  TO  THE  FIDELITY 
OPEN  BOND  MARKET" 

For  the  first  time  anywhere,  well  show  you  both  what 
the  concessions  are  and  what  bonds  are  trading  for! 
Our  pricing  is  simple2: 

*  $1  PER  BOND  FOR  U.S.  TREASURIES 
*•  $2  PER  BOND  FOR  GOVERNMENT  AGE.v 
*■  $3  PER  BOND  FOR  MUNICIPALS 

*  $4  PER  BOND  FOR  CORPORATES' 
OFF  ONLINE  CONCESSIONS 

*•  $500  MAXIMUM  ON  TRADES* 

Well  even  provide  you  with  both  detailed  and  historical 
trade  pricing  information  from  TRACE  and  MSRB. 
That's  right.  All  systems  are  go. 

TOOLS:  OUT  OF  THIS  WORLD 

When  you're  ready  to  analyze  bonds,  pay  a  visit  to  the 
Fidelity  Fixed  Income  Center.  You  can  make  side- 
by-side  comparisons  of  yields,  call  dates,  and 
ratings.  Create  a  scatter  graph  comparing 
bonds  with  market  yield  curves.  And  decide, 
with  the  help  of  our  Bond  Ranking  System, 
if  a  bond  is  well  priced  or  too  risky. 

You'll  also  be  introduced  to  some  of  the  resources 
a  professional  would  rely  on,  like  advanced  analytics 
and  estimated  bond  market  value  from  third-party  sources 
If  you  ever  need  help,  just  pick  up  the  phone  and  call 
us.  You'll  find  a  friendly  fixed-income  specialist  on  the 
other  line. 


A  BETTER  BONO  LADDER:  CHECK 

Everything  you  need  to  create  your  own  bond  ladder  is 
all  right  here.  Just  answer  a  few  questions  about  your 
investment  goals,  and  our  enhanced  Bond  Ladder  tool 
will  craft  a  portfolio  of  bonds  to  help  suit  your  needs. 
A  graph  will  even  anticipate  your  monthly  payment. 

HOUSTON,  WE  HAVE  A  CHOICE 

Having  7,000  individual  securities  to  choose  from  is  a  good 
thing.  Knowing  they've  all  been  pre-screened  to  meet  high 
standards  is  even  better.  Take  a  look  around  and  you'll 
discover  new  issues,  corporate  notes,  and  CDs,  all  from  a 
pool  of  quality  investments.  You'll  also  find  the  broadest 
line  of  bond  funds  available,  and  the  professional  money 
management  to  match.  The  possibilities  are  limitless. 

COUNTDOWN  TO  CLARITY 

Ready  for  lift-off?  The  Fixed  Income  Center  is  waiting 
for  you  at  FideUty.com/bondchoice  Spend  a  few  minutes 
learning  the  ins  and  outs,  and  you'll  see  the  world  of  buying 
bonds  from  a  whole  new  perspective  And  its  quite  a  view. 

— >  a 

In  general,  the  bond  market  is  volatile:  bond  prices  rise 

when  interest  rates  fall  and  vice  versa.  This  effect  is  usually 

pronounced  for  longer-term  securities.  Any  fixed-income 

^     security  sold  or  redeemed  prior  to  maturity  may  be 

subject  to  a  substantial  gain  or  loss. 


FIDELITY 

OPEN  BDNO 

mURKFT 


WEB   ADDRESS 


F10ELITY.COM/BONOCHOICL 


1.800.FIDELITY 


1.  Please  note  that  concessions  will  impact 
the  total  cost  of  the  transaction  and  the  total 
or  "effective"  yield  of  the  investment. 

2.  The  pricing  shown  represents  the  fees 
charged  bv  Fidelity  Brokerage  Services  LLC 

W~   (FBS).  The  broker-dealer  from  which  FBS  pur- 
chases or  sells  tbe  security,  which  may  be  an  affiliate 
of  FBS,  may  purchase  from  or  sell  the  security  to  FBS 
at  a  profit  or  loss  or  at  a  price  which  mav  include  a  fee. 

3.  Includes  Corporate  Zeros.  FICOs.  TIGRs,  CATS. 

4.  Minimum  of  $19.95  whether  the  trade  is  placed 
online  or  with  a  representative. 

O  Fidelity 

i  m  v  m  m  r  am  m  mr  m  ^ 
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The  spectrum  of  choices  is  broader  than  ever. 
Here's  where  to  start: 

QC  PORTFOLIOS  How  to  give  your  investment 
^^  portfolio  a  21st  century  makeover 

10?  ^  P'ac'n8  y°ur  asse*s  to  maximize  returns  and 
+"L  minimize  the  bite  from  the  IRS 

104  THE  EC0N0MY  Bond  buYers  are  fighting  the  Fed. 
*"t*  At  stake:  Mortgage  costs  and  corporate  finance 

1 1 A  THE  STOCK  MARKET  The  bull  may  yet  charge. 

**"  The  odds  favor  8%-to-10%  gains  by  yearend 
the  yuan  It's  a  whole  new  currency  game 
commodities  Some  opportunities  still  gleam 
energy  Hitch  your  wagon  to  a  wildcatter 
nanotech  Separating  hope  from  hype 

1 0A  MUTUAL  FUNDS  Growth  stocks  are  finally 

*^*  moving  ahead  of  their  value  cousins 
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How  Worldly 
Is  Your 

Portfolio? 

Diversifying  beyond  just  U.S.  stocks  and  bonds 
is  the  key  to  long-term  gains,  by  anne  tergesen 


YOUR 

OPTIONS 

TODAY 

INCLUDE 

VEHICLES 

THAT  DID 

NOT  EXIST 

EVEN  FIVE 

YEARS 

AC- 


SST.  WANT  A  HOT  STOCK  TIP?  Your  drea 
of  course,  is  to  get  in  early  on  the  nc 
eBay  or  Google.  But  if  you  want  a  tip  tr 
will  withstand  the  test  of  time,  ignore 
buzz.  For  the  most  part,  it  doesn't  matt 
much  which  stocks  or  mutual  funds  yi 
buy.  What  really  counts  is  asset  allocatic 
or  how  you  divide  your  money  among  a  diverse  menu 
investments.  J  Sure,  you  may  think  you're  diversifie 
You've  got  a  big  chunk  of  your  money— probably  abo 
60%  to  70%— in  U.S.  stocks,  perhaps  a  mutual  fin 
tracking  the  Standard  &  Poor's  500-stock  index.  Anot 
er  25%  to  30%  is  in  bonds,  most  likely  rock-solid  U, 
government  bonds.  J  That's  so-o-o  20th  century.  Wi 
returns  on  U.S.  stocks  in  low  gear  and  yields  on  t 
10-year  Treasury  note  about  4%,  the  flaws  of  such 
plan  are  obvious.  What  you  need  for  the  21st  centu 
is  a  more  diverse  set  of  investments.  Thanks  to 
proliferation  of  new  products,  you  can  build  a  sophis 
cated,  well-diversified  portfolio  on  a  scale  that  wasn 
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possible  even  five  years  ago.  In  the  new 
portfolios: 

>>  Foreign  stocks  take  on  a  larger  role.  In 
fact,  almost  half  your  investment  in  stocks 
may  be  abroad.  "It  pays  to  be  as  broadly 
diversified    as    possible,"    says   Jeremy 
Siegel,  a  finance  professor  at  the  Wharton 
School.  "You  need  a  world  portfolio." 
» U.S.  stocks  become  less  prominent, 
perhaps  less  than  50%  of  the  whole. 
>>  High-yield,   foreign,  and  emerging- 
market  bonds  are  used  in  part  to  offset 
low  returns  from  Treasury  bonds. 
» Inflation-indexed  securities,  commodi- 
ties, and  real  estate  help  protect  against 
inflation. 

»  Even  hedge  funds  and  private  equity 
can  be  sprinkled  in,  to  enhance  returns. 

What's  wrong  with  the  U.S.  stock  and 
bond  approach  that  worked  so  well  for  so 
long?  Quite  simply,  by  dividing  your 
money  between  just  two  types  of  invest- 
ments, you  take  on  more  risk  than  you 
would  by  spreading  it  over  a  variety  of  as- 
sets that  rise  and  fall  at  different  times. 
Ideally,  a  diversified  portfolio  should  in- 
clude investments  that  can  hold  up  in  dif- 
ferent economic  climates,  including  infla- 
tion, deflation,  and  even  a  global  financial 
crisis.  Such  a  portfolio  can't  protect  you 
from  losses.  But  it  can  limit  losses  so  that 
when  good  times  resume,  you'll  have  a 
bigger  foundation  to  work  with. 

Your  choice  of  which  assets  to  invest  in 
is  crucial.  A  1986  study  of  pension  funds 
concluded  that  93.6%  of  the  difference  be- 


tween the  funds'  returns  could  be  ex- 
plained by  their  asset  allocations.  In  con- 
trast, the  stockpickmg  arid  market-timing 
decisions  that  investors  usually  spend 
most  of  their  time  on  accounted  for  little. 
"Asset  allocation  is  the  area  in  which  you 
can  exert  the  most  influence  over  your  re- 
turns," says  David  Darst,  chief  investment 
strategist  for  Morgan  Stanley's  Individual 
Investor  Group. 

SPRINKLE  IN  THE  RISK 

YOU  MAY  CRINGE  at  the  thought  of  in- 
vesting in  commodity  futures  or  junk 
bonds.  After  all,  isn't  this  risky  stuff?  All 
by  themselves,  yes.  But  small  doses 
blended  into  a  larger  portfolio  can  actual- 
ly reduce  risk— provided  you  pick  invest- 
ments that  moderate  the  ups  and  downs 
of  what  you  already  own. 

This  may  sound  radical,  but  it's  a  strat- 
egy that  has  been  tested  by  some  of  the 
largest  and  most  sophisticated  institu- 
tional investors  in  the  country— college 
and  university  endowments.  Endow- 
ments with  more  than  $1  billion  under 
management  have  earned  an  average  of 
79%  a  year  over  the  five  years  through 
their  June  30,  2004,  fiscal  year,  the  most 
recent  data  available.  In  contrast,  a  con- 
ventional portfolio  of  60%  blue  chips  and 
40%  high-quality  U.S.  bonds  gained  an 
average  of  just  1.2%  a  year.  "The  bear 
market  taught  us  that  diversification  real- 
ly pays  off,"  says  John  S.  Griswold  Jr.,  ex- 
ecutive director  at  the  Commonfund  In- 


New  Ingredients  for  Your  Investment  Mix 


Here  are  some  investments  that  can  add  diversity  to  your  portfolio.  Which  ones 
you  choose  and  how  much  of  them  you  use  will  depend,  in  part,  on  how  long  it 
will  be  before  you  need  your  money  and  how  much  risk  you  want  to  take. 

Non-U.S.  Stocks  Foreign  and  U.S.equity  markets  are  moving  more  in  sync,  per- 
haps because  of  globalization.  Still,  they're  far  from  perfectly  aligned,  and  the  rela- 
tionship can  vary  greatly  over  time. 

Real  Estate  REITs'  volatility  tends  to  be  low,  thanks  in  part  to  the  steady  income 
they  generate.  Real  estate  has  been  viewed  as  a  good  inflation  hedge,  which  helps 
diversify  a  portfolio  of  stocks  and  bonds. 

Commodities  They  tend  to  fare  well  when  inflation  rises.  That's  exactly  when  U.S. 
bonds  and  stocks  don't  do  well. 

Hedge  Funds  Although  hedge  funds  come  in  a  variety  of  styles,  many  aim  for  low 
volatility  and  steady  returns.  Still,  high  costs  can  eat  into  profits-a  problem  when 
returns-are  low,  as  they  are  now.  A  lower-cost  alternative:  Mutual  funds  that  use 
hedge-fund-like  strategies. 

Inflation-Indexed  Securities  Because  the  r  interest  rates  are  periodically 
adjusted  for  inflation,  they  behave  quite  different!)  man  conventional  bonds,  making 
them  a  good  alternative  investment. 


BERNSTEIN    Use 

common  sense"  in 
deciding  how  to 
divide  your  money 


stitute  in  Wilton,  Conn.,  which  polls  I  x 
dowments  on  their  mix  of  investmen  i 

Of  course,  even  a  savvy  individual  i  | 
a  seven-figure  portfolio  does  not  have 
wherewithal  of  a  multibillion-dollar  ir 
tutional  investor.  Harvard  Manageir 
Co.,  which  runs  the  university's  $22.6 
Hon  endowment,  has  a  team  of  exp 
who  scout  timberland  investments.  F 
vard  and  its  peers  also  have  access  to 
hedge  funds,  often  at  a  fraction  of  the  1 
most  individuals  pay. 

But  there  are  more  tools  to  help 
build  this  new  portfolio  than  you  mi 
think.  They  include  mutual  funds  t 
track  commodity  prices;  real  estate 
vestment  trusts  (one,  Plum  Creek  Tim 
Co.,  owns  tracts  of  forest);  and  most  i 
tably,  more  than  180  exchange-trac 
funds  and  400-odd  index  funds  that 
vest  in  everything  from  the  global  stc 
market  to  real  estate  investment  tru 
(REITs),  gold,  and  the  emerging  markt 
Some  mutual  funds  have  done  a  good  j 
of  mimicking  hedge-fund  strategies  aJ 
fraction  of  the  cost.  And  you  can  gei 
rough  approximation  of  a  private-equ 
fund  by  buying  stock  in  public  compan 
that  take  stakes  in  private  ones.  As  c 
mand   for   nontraditional   investmer 
grows,  more  products  are  sure  to  foHo\ 

Private  bankers  have  long  includ 
such  investments  in  the  portfolios  of  tht 
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er-wealthy  clients,  and  now  financial 
nners  are  starting  to  do  the  same  for 
merely  affluent.  About  80%  of  the 
nts  of  Evensky  &  Katz,  a  Coral  Gables 
a.)  financial  planner,  are  using  a  fund 
ledge  funds  for  up  to  5%  of  their  port- 
os.  What  makes  it  accessible  is  a 
5,000  minimum  investment.  The  Bank 
hJew  York's  Lockwood  Advisors  plans 
aunch  a  separate  account  on  July  1,  for 

•S.  INVESTORS 
JNORE  NEARLY 
ALF  THE  WORLD'S 
TOCK-MARKET 
APITALIZATION 


estors  with  more  than  $250,000,  that 
J  include  commodities,  REITs,  and 
Ige  funds,  plus  stocks  and  bonds, 
fe're  modeling  the  account  in  a  similar 
hion  to  the  way  the  institutions  do  it," 
rs  Lockwood  President  Len  Reinhart. 
fust  loading  up  on  commodity  futures 
jold  or  timber  doesn't  ensure  that  you'll 
ueve  better  returns  or  lower  risk.  The 
r  to  reducing  risk— without  stashing  it 
in  a  safe  but  low-return  investment, 
'h  as  money-market  funds— is  to  pick 


investments  that  don't  typically 
move  in  sync  (table,  page  98). 
That  way,  when  one  fares  poorly, 
another  is  likely  to  do  well— as 
was  the  case  when  U.S.  stocks 
cratered  from  2000  to  2002  but 
bonds  and  real  estate  rose.  Be- 
cause a  well-diversified  portfolio 
produces  less  volatile  returns 
than  one  made  up  of  invest- 
ments that  rise  and  fall  together, 
it's  by  definition  less  risky.  As  a 
result,  it's  likely  to  hold  up  better 
during  periods  of  poor  overall 
performance  (table,  page  100). 

CALM  THE  SWINGS 

REDUCING  YOUR  portfolio's 
volatility  can  also  lead  to  higher 
returns.  Consider  two  $10  mil- 
lion portfolios— both  of  which 
earn  8%  annual  average  re- 
turns. The  annual  returns  of  one 
swing  from  a  26%  gain  to  a  10% 
loss,  before  falling  1%  and  re- 
bounding 17%.  The  second  is 
less  volatile,  with  returns  of 
13%,  3%,  6%,  and  10%.  After 
four  years,  the  less  volatile  one 
is  worth  3.3%  more,  according 
to  jPMorgan  Private  Bank.  Why?  The 
greater  the  downswings,  the  smaller  the 
base  upon  which  future  earnings  com- 
pound. "The  lower  you  can  keep  volatili- 
ty over  time,  the  higher  your  wealth  will 
be,"  says  Tony  Werley,  head  of  portfolio 
construction  at  JPMorgan  Private  Bank. 
"The  objective  of  diversification  is  to 
squeeze  out  every  bit  of  risk  that  can  be 
removed  from  a  portfolio,  which  will  re- 
sult in  a  higher  compound  return." 

Not  everyone  needs  to  reduce  risk.  Us- 
ing the  same  methods,  you  can  design  a 
portfolio  that  should  give  you  a  higher  re- 
turn with  the  same  amount  of  risk.  Thaf  s 
accomplished  by  putting  even  more  mon- 
ey into  riskier  assets  with  the  potential  for 
higher  long-term  returns,  such  as  small- 
cap  stocks  or  even  private  equity. 

Drafting  an  asset-allocation  plan  is  an 
inexact  science.  You  may  want  to  tap  pro- 
fessionals who  use  sophisticated  comput- 
er models.  But  you  can  also  accomplish  a 
lot  on  your  own,  says  William  Bernstein, 
author  of  The  Intelligent  Asset  Allocator 
(McGraw-Hill;  $29-95)  and  co-principal 
of  Efficient  Frontier  Advisors,  an  Eastford 
(Conn.)  financial  planner.  Bernstein 
starts  with  four  basic  types  of  invest- 
ments: large-cap  U.S.  stocks,  small-cap 
U.S.  stocks,  U.S.  bonds,  and  foreign 
stocks.  These,  he  says,  can  give  "you 
about  70%  of  the  diversification  of  an  op- 


timal portfolio,"  or  the  sort  a  large  insti- 
tution might  build.  For  an  even  better 
mix,  Bernstein  adds  emerging-market 
stocks,  small-cap  foreign  stocks,  and 
REITs.  "Use  common  sense,"  he  says. 
"You  can  invest  in  emerging  markets.  But 
don't  put  50%  of  your  money  in  them,  be- 
cause they  can  go  down  fast." 

To  take  diversification  to  yet  another  lev- 
el, you  can  add  a  wider  range  of  invest- 
ments, which  can  include  commodities,  in- 
flation-indexed   securities,    and    hedge 


A  21st  Century 
Portfolio  in  Action 


Today  you  can  take  asset 
allocation  well  beyond  U.S.  stocks 
and  bonds.  Here's  one  example  of 
how  to  set  up  a  long-term  plan 
for  portfolios  of  $1  million  to 
$20  million.  The  suggested  allocations, 
from  the  portfolio  specialists  at 
Morgan  Stanley,  cover  a  range 
since  investors'  appetite  for  risk 
can  vary. 


ASSET  CLASS 


%  OF  PORTFOLIO* 


Total  Equity 
U.S.  Equity 


37-56 

26-36 


Large-cap  stocks 
Small  and  mid-cap  stocks 
Non-U.S.  Equity 
j  Europe 
Japan 
Emerging  Markets 


20-26 

6-10 

11-20 


7-11 
4-6 
0-3 


Bonds** 

U.S.  Investment  Grade 
High  yield 


37-17 

37-14 
0-3 


Alternative  Investments  18-24 

Real  Estate  &  REITs***  2-4 

Real  Assets****  2 
Private  Equity/Venture  Capital***** 

Managed  Futures  Funds  4 

Hedge  Funds  or  Fund  of  Funds  7-11 

Inflation-Indexed  Securities  3 


Cash  or  equivalents 


8-3 


•The  figures  range  from  conservative  to  aggressive  allocations 
"Currently.  Morgan  Stanley  advises  a  3%  to  4%  alfocation  to  non- 
U.S  bonds  that  is  not  reflected  in  this  table,  because  it's  considered 
a  short-term  recommendation 
"•Excluding  primary  residence 

"••Include  precious  metals,  commodities,  oil  and  gas  interests, 
and  timber 

•""Morgan  Stanley  does  not  use  private  equity  and  venture  capi- 
tal, but  some  practitioners  of  this  new  style  asset  allocation  do  rec- 
ommend it 

Data:  Morgan  Stanley  Individual  Investor  Group 
Asset  Allocation  Group 
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funds.  Morgan  Stanley's  port- 
folio guru  Darst  recommends 
that  clients  with  $1  million  to 
$20  million  put  18%  to  24%  in 
alternative  investments  (table, 
page  99). 

Here's  a  rundown  of  some 
of  the  building  blocks  of  this 
new  portfolio: 

STOCKS.  With  more  than  85% 

of  their    stock    investments 

riding  on  domestic  companies, 

U.S.    investors    are   virtually 

ignoring  half  of  the  world's 

stock   market   capitalization. 

How  much  should  you  have  in 

foreign  stocks?  According  to 

Wharton's  Siegel,  if  you  have  at 

least  two  years  to  invest,  40%  of 

your  stock  allocation  should  be 

in  foreign  companies,  with  up  to  45%  for 

those  with  20  years  or  longer.  Morgan's 

Darst  recommends  30%  to  36%  of  your 

equities  be  allocated  to  foreign  stocks. 

BONDS.  With  high-quality  bonds,  you 
don't  worry  about  getting  paid.  But 
they're  most  sensitive  to  changes  in 
interest  rates.  In  contrast,  high-yield 
corporate  bonds  are  more  sensitive  to  the 
credit  quality  of  their  issuers.  Adding  the 
lower-  quality  bonds  offsets  some  of  the 
interest-rate  risk  and  generates  extra 
income.  A  portfolio  with  10%  in  high 
yield,  10%  in  emerging  markets,  and  10% 
in  foreign  bonds  is  less  volatile  than  one 
that's  100%  investment-grade,  says 
Ibbotson  Associates  of  Chicago. 

REAL  ESTATE.  Real  estate  has  been  a 
winner  for  five  years  now.  The  best 


WHARTON'S 

JEREMY  SIEGEL 

"You  need  a 
world  portfolio" 


Greater  Diversification,  Lower  Risk 


By  diversifying  a  portfolio  with  international  stocks,  real 
estate,  and  even  commodities  and  hedge  funds,  you  can  lower 
your  risk.  That  makes  it  easier  to  plan  for  retirement  and  other 
financial  goals.  Here,  we  look  at  the  range  of  likely  outcomes 
for  two  $10  million  portfolios.  One  is  made  up  of  just  U.S. 
stocks  and  bonds,  while  the  other  adds  international  stocks 
and  bonds,  as  well  as  some  alternative  investments. 

U.S.  STOCKS,  BONDS 
RANGE  OF  U.S.  STOCKS  INT'L  &  ALTERNATIVE 

HORIZON  OUTCOMES*  &  BONDS  INVESTMENTS 

10  Years  High  $26.8  million  $24.1  million 

Low  10.6  12.6 

20  Years  High  52.7  47.3 

Low  15.0  18.5 

•90%  o<  tfie  expected  outcomes  fall  within  this  range  Data:  JPMorgan  Private  Bank 


diversifier  is  directly  owned 
property— an  apartment  or 
office  building.  But  investing  in 
REITs  is  much  easier  and 
cheaper.  Their  trading  patterns 
also  tend  to  differ  widely  from  those  of 
stocks  and  bonds.  Since  rents  and 
property  values  often  rise  with  inflation, 
real  estate  helps  offset  potential  losses  on 
stocks  and  bonds.  A  big  portion  of  REIT 
returns  comes  from  dividends,  which 
lower  volatility. 

COMMODITIES.  Academic  research  indi- 
cates that  over  the  past  45  years, 
commodity  futures  have  tended  to  move  in 
the  opposite  direction  of  stocks  and  bonds. 
While  unexpected  inflation  punishes  both 
stocks  and  bonds,  commodities  fare  well, 
says  Gary  Gorton,  Wharton  School  finance 
professor  and  co-author  of  a  study  on 
futures.  Gorton's 
research  also  indi- 
cates that  while 
individual  commo- 
dities can  be  very 
volatile,  a  diversified 
basket  is  no  more 
volatile  than  the  S&P. 
Getting  into  com- 
modities is  tricky.  A 
good  choice  is  one  of 
a  handful  of  mutual 
funds  that  use  deriv- 
atives to  invest  in  in- 
dexes of  commodity 
futures,  including 
grain,  crude  oil,  and 
precious  metals. 
Some  funds,  includ- 
ing Oppenheimer 
Real     Asset     fund, 


track  an  index  that  no\ 
75%  in  energy;  others  I 
eluding  the  PIMCO  Comrl 
ity  Real  Return  Strategy  t\ 
follow  an  index  that  cap  | 
posure  to  each  coram' 
sector  at  33%  of  assets. 

HEDGE  FUNDS.  Hedge 
and  managed  futures  func 
type  of  hedge  fund  that  in\ 
in  stock,  bond,  currency, 
commodity      futures 
options— have  performed 
when     stocks     are     tul 
pressure.  But  with  the  total  | 
on  many  such  funds  topj 
3%  a  year,  plus  20%  of 
profits,   you   could    end 
paying  more  than  you'll  earl 
returns.  A  better  bet:  mu| 
funds  that  borrow  from 
hedge-fund      playbook 
average    expense    ratios 
1.82%.  Among  those  with  gJ 
track  records,  even  during  j 
bear    market:  the    Hussman    Strate 
Growth    Fund    and   the    Legg 
Opportunity  Trust 

PRIVATE   EQUITY.    Returns    on    pri\ 
equity  have  averaged  13.8%  a  year  oj 
the  past  20  years,  compared  with  11. 
for  the  S&P.  You  can't  get  into  a  priva| 
equity  fund  without  committing  millic 
But  you  can  buy  stock  in  a  little-kno  I 
type  of  closed-end  fund,  called  a  busind 
development  company  (BDC),  which! 
required  by  law  to  invest  at  least  70%| 
assets  in  private  firms. 

Most  BDCs  make  loans  to  private  I 
at  rates  of  about  13%  and  buy  equi 
stakes,  too.  Because  BDCs  are  required! 
distribute  virtually  all  their  income,  tl 
interest  payments  on  their  loans  undt 
write  fat  dividends.  Two  of  the  biggc 
such  companies,  Allied  Capital 
American  Capital,  now  yield  8.3% 
9%,  respectively.  Since  its  inception 
1960,  Allied  is  up  179%  a  year,  on  a\ 
age,  while  American  has  risen  21%  a  ye 
since  going  public  in  1997 

Even  this  approach  has  its  risks, 
share  prices  of  the  smallest  BDCs  can 
extremely  volatile.   In   addition,  mc 
BDCs  trade  at  premiums  to  their  net  i 
values,  so  you'll  pay  more  per  share 
their  assets  are  worth  on  paper.  If 
economy  softens  or  interest  rates 
borrowers  may  default.  A  BDC  sponsor 
by  private- equity  powerhouse  Ape 
charges  2%  of  assets  plus  about  20%  j 
the  profits.  Others  deduct  expenses— i 
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LESSONS  FOR  LEADERS  FROM  THE  LEADERS 


THE  BUSINESSWEEK  50  FORUM 
PURSUING  HIGH  PERFORMANCE 
NOVEMBER  17,  2005 

MANDARIN  ORIENTAL  NEW  YORK 

What  sets  companies  in  the  BusinessWeek  50  apart  from  their  competitors? 
Their  ability  to  deliver  high  performance. 

Attend  the  BusinessWeek  50  Forum  and  interact  directly  with  the  leaders 
of  most  dynamic  companies  as  they  explain  the  strategies  and  best  practices 
employed  within  their  organizations.  Gain  insight  and  analysis  that  will 
allow  you  to  work  smarter. 

Session  topics: 

Keeping  The  Corporation  in  High  Gear 

■  Focusing  On  Growth 

i   Innovating — In  Products,  Business  Models  and  Technology 

■  Building  and  Extending  The  Brand  Franchise 
Nurturing  Talent 

Ready,  Set,  Execute 


'THE  BUSINESSWEEK  50  FORUM 
IS  A  GREAT  OPPORTUNITY  TO 
EXCHANGE  NEW  IDEAS  AND  HEAR 
THE  BEST  OF  BUSINESS  THINKING. 
IT'S  A  REAL  CHANCE  TO  OPEN 
YOUR  MIND  TO  BETTER,  SMARTER 
WAYS  TO  WORK  AND  LEAD." 

Jack  Welch 

Former  Chairman  and  CEO, 
General  Electric  Company 
2004  Forum  speaker 


To  register  or  for  additional  event  details,  log  on  to 
www.bw50forum.com/ad2005  or  call  877-552-3401. 


Participation  in  the  BusinessWeek  50  Forum  is  limited  to  select  senior  business  executives. 
All  registration  requests  will  be  screened  by  BusinessWeek  Events. 
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around  2%  of  assets— from  income  before 
passing  gains  to  investors.  If  you  invest 
more  than  a  token  amount,  spread  the 
money  among  several  BDCs. 

INFLATION-INDEXED  SECURITIES.  Many 
advisers  recommend  putting  some  assets 
into  inflation-proof  bonds.  Treasury  infla- 
tion-protected securities  (TIPS)  have 
been  around  for  eight  years— long 
enough  to  see  that  their  prices  behave  dif- 
ferently than  stocks  and  most  bonds.  TIPS 
protect  against  the  unexpected  inflation 


TAXES 


that  erodes  stock  and  bond  returns. 

Whichever  you  choose,  be  mindful  of 
costs.  In  an  era  in  which  returns  are  ex- 
pected to  be  modest,  index  funds  and  ex- 
change-traded funds  have  the  key  advan- 
tage of  low  expenses.  They  can  fill  in  a 
large  part  of  stock  and  bond  allocations. 

Don't  try  to  revamp  things  overnight. 
Consider  the  tax  consequences.  Instead  of 
selling  winners  and  paying  taxes,  you 
may  be  better  off  holding  on  and  putting 
new  money  to  work  in  the  investments 
you  need  to  bring  in.  Put  assets  that  pro- 


Tax-Smart  Stashes 
For  Your  Assets 


If  you  want  the  perfect  asset-allocation 
plan,  you'll  have  to  design  it  in  a  tax- 
smart  way.  That  means  carefully 
distributing  your  stocks,  bonds,  and 
other  investments  between  taxable  and 
tax-deferred  vehicles  such  as  401(k)s  and 
individual  retirement  accounts.  "Investors 
can  increase  their  returns  by  locating  their 
assets  optimally  across  taxable  and  tax- 
deferred  accounts,"  says  Clemens  Sialm, 
assistant  professor  of  finance  at  the 
University  of  Michigan  Stephen  M.  Ross 
School  of  Business. 
Asset  location  is  tricky  because  of  the 
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BEST  FOR  TAX-DEFERRED  ACCOUNTS 

»  Taxable  bonds  and  bond  funds 

»  Real  estate  investment  trusts 

»  Any  actively  traded  mutual,  commodity,  or  hedge  funds 

» Individual  equities  you  expect  to  hold  less  than  a  year 

BEST  FOR  TAXABLE  ACCOUNTS 

»  Tax-exempt  bonds  and  bond  funds 

» Individual  equities  you  expect  to  hold  more  than  a  year 

» Tax-managed  mutual  funds 

»  Growth  stocks  with  no  dividend  payout 


l: 


THESE  CAN  GO  IN  EJTHER 

»  Broad-based  equity  index  funds 
»  High  dividend-paying  stocks 
»  Exchange-traded  funds 


Byzantine  tax  code.  Taxes  are  deferred  on 
contributions  to  and  earnings  from  401(k)s 
and  IRAs,  but  withdrawals  are  taxed  at 
ordinary  income  rates.  But  in  a  Roth  IRA,  the 
contribution  is  funded  with  aftertax  dollars 
and  the  savings  are  tax-free.  Taxes  are  owed 
every  year  in  a  taxable  account,  but  Uncle 
Sam  plays  favorites.  Interest  earned  on 
bonds  by  a  high-income  saver  is  taxed  at  the 
top  federal  marginal  income  tax  rate  of  35%, 
yet  the  levy  on  most  dividends  is  only  15%. 

You  can  minimize  total  taxes  and 
maximize  returns  by  putting  assets  that  face 
the  highest  taxes  into  tax-sheltered 

retirement  accounts.  Here's 
an  example  from  James  M. 
Poterba,  a  Massachusetts 
Institute  of  Technology 
economist:  Suppose  you 
put  $10,000  into  bonds  that 
generate  a  pretax  return  of 
5%  per  year,  and  the  interest 
is  reinvested  at  5%.  After  30 
years,  the  $10,000  is  worth 
$30,800  if  you  are  in  the 
25%  marginal  federal  tax 
rate.  If  the  same  bonds  were 
in  an  IRA,  and  taxed  at  25% 
on  withdrawal  after  the  30 
years,  it  would  be  worth 
about  9%  more. 

With  investments  taxed 
at  lower  rates,  such  as  the 
15%  maximum  tax  on  long- 
term  capital  gains,  the  IRA 
could  work  against  you.  Had 


duce  income  taxed  at  high  rates  in  1 1 
ferred  accounts.  If  you're  buying  }| 
emerging-market  bonds,  TIPS,  or 
investments  that  have  rallied  lately! 
up  to  your  target  positions  over  tun  I 
Always  keep  an  eye  on  your  portfi 
some  assets  grow  well  beyond  your 
allocation,  you  may  need  to  rebala  I 
take  some  profits  from  winners  and  | 
nel  the  money  into  the  laggards.  h\ 
ancing  is  a  practice  that  forces  you  t  [ 
high  and  buy  low.  Now  that's  a  plar| 
works  in  any  century.  ■ 


you  put  $10,000  in  stocks,  earned  5%  a  year, 
sold  them  in  three  decades,  and  paid  only 
capital-gains  tax,  the  investment  would  be 
worth  nearly  $40,000.  Had  that  equity 
investment  been  made  in  a  traditional  IRA, 
the  proceeds  would  be  taxed  at  the  25%  rate, 
leaving  you  with  about  $6,000  less 
(assuming  tax  rates  stay  the  same). 

Remember,  the  location  choice  comes 
after  the  asset  allocation  decision.  And  you 
should  make  sure  you're  funding  your  tax- 
deferred  accounts  to  the  max.  But  the  more 
you're  able  to  save,  the  more  you  will  help 
boost  your  returns  by  paying  attention  to 
different  tax  treatments. 

-By  Christopher  Farrell 
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When  two  investors 

earn  the  same  return  and  sell  at  the  same  time, 

how  does  one  end  up 

$28,194  ahead  of  the  other? 


[t  s  funny  how  the  little  things  can  take  you  further.  You'd  think,  for 
stanCe,  that  two  investors  who  invest  the  same  amount,  for  the  same  time, 
,d  earn  the  same  return  before  expenses,  would  end  up  at  the  same  place. 

^But  when  their  funds'  expense  ratios  aren't  the 
same,  a  small  difference  makes  a  big 

difference.  In  this  hypothetical 
comparison,  one  fund 
has  an  expense  ratio  of 
1.3%.  The  other,  0.3%. 
Applied  to  an  initial 
investment  of  $5,000, 
with  subsequent  annual 
investments  of  $5,000 
returning  8%  before  expenses, 
>d  <°mP°Unded  °™  20  years,  the  difference  adds  up  to  $28j]94 
Kt  Vanguard,  our  long-term  commitment  to  low  expenses  always  works 
your  favor.  To  see  how,  ca„  us  „  ,.8oo.523.1799,  or  vlsit 
at  Vanguard.com?  We  can  help™ 


.vanguard.com 


Vanguard 


t;  read  and  consider  it  carefully  before  investing. 

Mutual  funds  are  subiect  t,  ■  risk.  ©  2005  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor 
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Rumbling  over  Rat 

Bond  buyers  are  fighting  the  Fed.  At  stake:  Mortgage  costs  and 
corporate  finance,  by  james  c.  cooper  and  Kathleen  madigan 


RESILIENCE  HAS  BEEN 
the  hallmark  of  this  3/2- 
year  business  upswing, 
and  it  is  on  display  once 
again  in  2005.  The  econo- 
my has  absorbed  the 
shock  from  surging  ener- 
gy prices  and  eight  interest-rate  hikes  by 
the  Federal  Reserve  with  barely  a  dent. 
This  expansion  appears  set  to  roll  on  at  a 
healthy  clip  into  2006. 

That's  the  general  view  of  the  31  eco- 
nomic forecasters  surveyed  by  Business- 
Week (table).  On  average,  they  expect  the 
U.S.  economy  to  grow  by  3.4%  from  the 
second  quarter  of  2005  to  mid-2006. 
They  look  for  inflation  to  slide,  mainly 
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thanks  to  an  expected  decline  in  crude  oil 
prices  from  a  peak  of  $57  per  barrel  this 
past  March  to  $46  this  time  next  year. 

The  forecasters  also  project  that  the 
Fed  will  keep  lifting  its  federal  funds  rate, 
although  not  at  the  one-hike-per-meeting 
pace  of  the  past  year,  which  has  pushed 
the  rate  up  by  two  full  percentage  points, 
to  3%.  Instead,  they  look  for  the  Fed's  tar- 
get rate  to  rise  about  one  more  point,  to 
between  4%  and  4/4%,  by  the  second 
quarter  of  2006.  By  then,  they  expect  the 
yield  on  10-year  Treasury  bonds  to  drift 
up  to  5%.  That's  a  surprising  revision 
from  BusinessWeek's  last  poll  in  Decem- 
ber, 2004.  vhen  forecasters  thought  the 
10-year  bond  yield  would  already  be  at 


4.75%,  not  its  current  rate  of  about  4' 
That  miscalculation  highlights  tr 
year's  most  intriguing  puzzle  for  foi 
casters  as  well  as  Fed  officials:  the  u 
precedented  disparity  between  risii 
short-term  rates  set  by  the  Fed  and  t 
failure  of  long-term  rates  set  by  the  boi 
market  to  follow  along.  That  bond  yiel 
have  fallen  since  the  Fed  began  to  hi 
rates  last  June  has  many  economists  pt 
plexed.  "The  10-year  note  at  4%  or  le 
makes  no  sense,"  says  Nicholas  S.  Per 
of  Perna  Associates.  "It  should  carry  t 


misinessUeek  online 


For  the  complete 
survey  of  31  economists  and  their 
projections,  go  to  businessweek.com/extra: 


http://www.brunswickbowling.com/newcenter_home 
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Brunswick  Bowling  was  on  a  roll.  But  to  perfect  their  game,  they  needed 
better  financial  footwork.  CIT  created  a  plan  that  was  right  up  their 
alley.  Learn  more  at  CIT.com.  We  see  what  you  see: 
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.ogo  and  Power  Edge  are  trademarks  of  Dell  Inc.  Intel,  Intel  Inside,  the  Intel  Inside  logo, 
>ts  subsidiaries  in  the  United  States  and  other  countries.  ©  2005  Dell  ke.  All  rights  reserved. 


-Xiu — uusuiwum." 


ANY  ENTERPRISE 
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YOU  MONEY  FOR  A  DAY.  BUT 
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A  DECADE? 


NOW  IS  THE  TIME  TO 

partner  with  Dell,  a  proven  leader  in 
designing  enterprise  solutions  that  add 
more  flexibility,  help  simplify  operations, 
and  scale  every  IT  dollar.  Everything  from 
PowerEdge  Server  technology  with  the 
performance  and  reliability  of  Intel® 
Xeon™  Processors,  to  complete  storage 
solutions  and  end-to-end  services  for 
planning,  implementing  and  managing 
your  data  center.  All  direct  from  one  place. 
Get  more  out  of  the  next  decade  and 

GET  MORE  OUT  OF  NOW. 


For  more  about  Dell  solutions 
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HIGHEST  FORECAST 


3.9% 

GROWTH  FOR  COMING  YEAR 

II  As  I  see  it  the  interplay 
between  lower  energy 
prices,  favorable  financing 
conditions,  and  pent-up 
demand  will  soon  promote 
stronger  growth,  ff 

-  Richard  Berner 

Morgan  Stanley 


warning,  'Caution:  This  product  can  be 
hazardous  to  your  wealth.' " 

Depending  on  who  blinks  first,  this 
stare-down  between  the  bond  market  and 
the  Fed  will  have  crucial  implications  for 
the  economic  outlook  in  coming  months. 
If  the  Fed  stops  raising  rates,  low  bond 
yields  would  continue  to  fuel  home 
prices,  making  a  dangerous  situation 
worse.  But  if  the  bond  market  caves  in, 
long-term  interest  rates  could  spike  up 
quickly,  with  negative  consequences  for 
mortgage  rates,  corporate  finance,  and 
any  overleveraged  hedge  funds. 

The  disparity  is  unusual  because  fears 
of  an  oil-related  blow  to  economic 
growth— which  tends  to  dampen  bond 
yields— are  already  fading.  "The  soft 
spot  is  history,"  says  Maury  Harris  at 
UBS  Securities.  If  there  ever  was  one. 
The  expectation  was  that  consumers 
would  take  a  hit  from  costlier  energy  just 
as  they  did  in  2004,  but  households  nev- 
er flinched.  With  consumers  steadfast, 
businesses  are  set  to  continue  expand- 
ing. "I  expect  capital  spending  to  be  the 
strongest  part  of  the  economy,"  says 
Richard  D.  Rippe  at  Prudential  Equity 
Group  LLC. 

MANUFACTURING  WEAKNESS 

WHY  HAVE  CONSUMERS  and  business- 
es been  so  resolute?  Cold,  hard  cash. 
Thanks  to  stronger  job  markets,  first- 
quarter  .,  wages  and  salaries,  after 
accounting  for  inflation,  grew  5%  from  a 
year  ago,  the  strongest  pace  in  four 
years.  First-quarter  data  also  show 
household  wealth  is  up  to  a  record  $  -;8.8 
trillion,  while  corporate  balance  sheets 
have  never  been  healthier,  with  the  ratio 
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of  debt  to  net  worth  at  a  15-year  low. 
Corporate  borrowing  conditions  in  the 
credit  markets  and  at  banks  are  easy. 
And  for  the  first  time,  cash  flow  has 
exceeded  capital  spending  for  two  years 
running. 

Instead  of  an  energy-related  drop-off 
in  demand,  the  economy's  main  sore  spot 
is  manufacturing.  That  softness  has  been 
less  related  to  energy  prices  than  to  a 
modest  adjustment  of  inventories  that 
had  built  up  too  rapidly  earlier  this  year. 
Now  that  the  adjustment  is  about  fin- 
ished, factory  activity  is  expected  to  pick 
up.  In  fact,  some  economists  believe  the 
soft  spot  idea  was  overplayed  because  so 
much  of  the  data  are  geared  toward  man- 
ufacturing. "This  sector  is  only  15%  of  the 
economy,  and  it  garners  about  half  of  the 
press  attention,"  says  Ethan  Harris  at 
Lehman  Brothers  Inc. 

So  is  the  economy's  path  free  of  debris? 
Not  quite.  Most  of  the  uncertainties  that 
weighed  on  investors'  decisions  at  the 
end  of  2004  remain  heavy  today.  Al- 
though risks  from  oil  and  the  dollar  have 
eased,  they  could  still  whipsaw  markets  in 
the  coming  year.  Slowdowns  in  Europe 
and  China  may  curb  export  growth,  lim- 
iting the  rebound  expected  in  U.S.  manu- 
facturing. Also,  the  froth  in  the  housing 
market  keeps  bubbling  up,  raising  fears 
that  a  drop  in  home  prices  could  hammer 
consumer  spending.  Plus,  new  cost  pres- 
sures on  businesses  are  building  in  the  la- 
bor markets,  a  factor  that  could  have  a  di- 
rect impact  on  investors'  portfolios. 
"Rising  labor  costs  will  pose  some  threat 
to  both  inflation  and  profit  margins,"  says 
Lynn  Reaser  at  Bank  of  America's  Invest- 
ment Strategies  Group. 

The  direction  of  inflation— and  its  im- 
plication for  interest  rates— is  uppermost 
in  economists'  minds.  While  lower  oil 
prices  are  expected  to  push  overall  infla- 
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tion  down,  core  inflation,  minus  ene 
and  food,  is  expected  to  drift  up.  Rich; 
Berner  at  Morgan  Stanley  believes  t 
spring  easing  in  core  inflation  should 
viewed  as  temporary.  "The  recent  ae 
eration  in  labor  costs  is  a  yellow  flag 
inflation  watchers,"  he  says.  A  recent  s 
vey  by  PricewaterhouseCoopers  sho 
that  businesses  are  raising  prices  to  co 
higher  costs.  "Once  investors  understa 
that  if  a  firm  can  raise  prices  under  t 
guise  of  higher  energy  costs,  they  h 
enough  pricing  power  to  raise  prices 
any  reason,"  says  Joel  L.  Naroff  of  Nar 
Economic  Advisors  Inc. 

How  the  inflation  scenario  plays 
could  decide  the  battle  between  the 
and  the  bond  market.  Bond  investc 
seem  to  believe  that  economic  growth 
be  slow  enough  to  keep  inflation  un 
control,  and  that  the  Fed  is  about  ready 
stop  hiking  rates.  But  judging  by  F 
Chairman  Alan  Greenspan's  congn 
sional  testimony  on  June  9 
doesn't  sound  as  if  the  Fed 
ready  to  stop  lifting  rat 
anytime  soon.  He  said  a  se 
ous  economic  slowdown 
unlikely,  and  he  offered  sor 
mild  caution  about  the  inf 
tionary  potential  in  the  rece 
increase  in  labor  costs. 

The  economists  in  our  sv 
vey  are  betting  the  Fed  w 
prevail.  "'Don't  fight  the  Fe 
is  time-tested  wisdom,"  sa 
Neal  Soss  of  Credit  Suis 
First  Boston.  Investors  shou 
keep  that  in  mind  as  th- 
make  their  portfolio  decisio 
in  the  coming  months.  ■ 
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Why  the  Bull 
May  Charge 

The  Dow  sits  at  10,500.  But  the  odds  favor 
8%  to  10%  gains  by  yearend.  by  david  henry 


THE  STOCK  MARKET 
seems  more  and  more  like 
a  broken  record  these 
days.  The  Dow  Jones  in- 
dustrial average  closed  at 
10,500  and  change  on 
June  1, 2, 9,  and  10.  In  fact, 
for  17  straight  trading  days  starting  in 
mid-May,  the  Dow  closed  within  54 
points  of  10,500,  basically  a  rounding  er- 
ror of  half  a  percent.  This  is  right  where 
the  Dow  was  at  the  end  of  March,  the 
middle  of  January,  and  last  Thanksgiving. 
But  it  would  be  a  mistake  to  assume 
the  Dow  will  still  be  at  10,500  six  months 
from  now.  Take  a  closer  look  at  this  go- 
nowhere  market,  and  you'll  see  that  the 
odds  favor  8%  to  10%  gains  by  yearend. 
You  could  even  improve  your  chances, 
and  maybe  even  do  better  than  the  mar- 
ket, by  correctly  picking  a  couple  of  prom- 
ising stock  sectors,  such  as  health-care 
companies  and  large-cap  growth  stocks, 
and  wisely  avoiding  some  others,  such  as 
finance  and  banking  companies  and 
small-cap  value  stocks. 


The  major  forces  aligning  to  deliver  the 
gains  are  higher  earnings  and  growing 
corporate  cash  piles.  All  that  money  en- 
ables companies  to  make  acquisitions, 
buy  back  stock,  or  increase  dividends. 
These  boosts  are  coming  to  a  stock  mar- 
ket in  which  prices  are  relatively  sane, 
perhaps  because  the  most  reckless  specu- 
lators have  moved  on  to  the  real  estate 
market.  Indeed,  stocks  have  already  start- 
ed rebounding  from  the  year-to-date 
lows  struck  in  April.  Says  Tobias  Lev- 
kovich,  chief  U.S.  equity  strategist  at  Citi- 
group Smith  Barney:  "We're  back  into  a 
rally  phase." 

Of  course,  not  everyone  agrees.  Bear, 
Stearns  &  Co.  investment  strategist 
Francois  Trahan  recendy  warned  that  the 
market  is  likely  to  fall  4%  by  January,  al- 
though he  is  looking  for  a  rebound  next 
year.  Central  to  Trahan's  worry  is  that  ris- 
ing short-term  interest  rates,  engineered 
by  the  Federal  Reserve,  are  approaching 
incredibly  low  bond-market  yields,  pro- 
ducing a  nearly  flat  alignment  of  interest 
rates  that  traditionally  comes  with  a 
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stalling  economy.  Because  of  the  atypical 
interest-rate  environment,  the  stock  mar- 
ket is  going  to  be  especially  sensitive  to 
any  news  that  points  to  a  weaker  econo- 
my, Trahan  argues.  Another  concern  in 
the  market:  Earnings  growth  is  slowing 
down  to  half  its  24%  pace  of  last  year. 

Some  seers  are  also  warning  that  the 
bull  market— up  45%  from  the  Bow's  low 
of  7268  in  October,  2002— is  getting  a  bit 
long  in  the  tooth.  That's  32  months  with- 
out a  significant  drop,  a  long  time  com- 
pared with  the  run  of  23  months  that  the 
average  bull  market  takes  to  reach  its 
peak,  according  to  Minneapolis-based 
Leuthold  Group,  a  money  manager  and 
research  firm.  "We  are  late  in  the  game 
here,"  says  Andy  Engel,  senior  research 
analyst  at  Leuthold.  The  firm  still  sees  the 
market  picking  up  an  additional  4%  or  so 
before  falling  off. 

ONWARD  AND  UPWARD 

CHANCES  ARE  the  market  is  more  likely 
to  be  at  the  start  of  a  new  step  up  than  the 
beginning  of  a  decline.  The  doubters'  ar- 
guments are  relatively  weak,  as  negative 
stock  market  factors  go— especially  com- 
pared with  the  forces  of  recession,  terror- 
ism, and  the  bursting  of  the  tech  stock 
bubble  that  battered  the  market  earlier 
this  decade. 

The  Fed's  rate  hikes,  often  ominous  in 
the  past,  haven't  been  a  big  deal  this 
time  around  and  may  well  stop  soon. 
The  increases  have  come  gradually  since 
June,  2004,  without  shocking  the  finan- 
cial system.  Many  economists,  including 
most  prominently  Fed  Chairman  Alan 
Greenspan,  say  the  low  yields  in  the 
bond  market  may  not  be  signaling  a 
slowing  economy  at  all.  Instead,  they 
may  be  the  result  of  new  dynamics  in 
global  capital  flows  that  the  Fed  chief 
confesses  he  doesn't  fully  understand. 
Whatever  the  reasons  behind  the  low 
yields,  they're  also  translating  into  lower 
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interest  expenses  for  corporate  borrow- 
ers. That  gives  earnings  a  boost  and  en- 
courages mergers  and  acquisitions. 

It  is  not  necessarily  bad  for  stocks,  ei- 
ther, that  bond  yields  and  short-term  in- 
terests rates  have  come  closer  together. 
Even  when  credit  spreads— the  difference 
between  Treasury  rates  and  all  others- 
are  widening  at  the  same  time,  as  they  are 
now,  it's  not  necessarily  bad  for  equities. 
When  that  has  happened  at  other  points 
during  the  past  50  years,  stocks  have  de- 
livered 9%  average  returns  after  inflation 
in  the  following  12  months,  according  to 
Lehman  Brothers  Inc.  chief  U.S.  equity 
strategist  Henry  "Chip"  Dickson.  With 
interest  rates  still  so  low,  earnings  have  to 
grow  only  about  3%  for  stocks  to  be  at- 
tractive vs.  bonds  at  current  prices,  ac- 
cording to  estimates  by  Bridgewater  As- 
sociates, a  major  hedge-fund  manager. 

Indeed,  earnings  growth  is  probably 
the  most  dependable  force  to  carry  stocks 
higher.  Analysts  at  Standard  &  Poor's  ex- 
pect that  earnings  underlying  stocks  in 
the  S&P  500-stock  index  will  climb  11% 
this  year  and  next  year,  too.  Those  gains 
should  translate  almost  direcdy  to  higher 
share  prices  because  stocks  don't  have  to 
carry  a  lot  of  hope  and  hype  these  days. 

Stocks  are  trading  at  15  times  earnings 
estimated  for  the  next  12  months.  That's 
not  only  reasonable,  but  low  compared 
with  the  median  price-earnings  ratio  of 
18  over  the  last  15  years,  according  to 
Dickson.  What's  more,  the  earnings  esti- 
mates behind  today's  ratio  are  probably 
conservative.  Wall  Street  analysts  and 
company  executives  have  become  more 
cautious  making  estimates  since  the  tech 
stock  bubble  burst  and  regulators 
stepped  in  with  new  rules. 

Investors,  too,  are  more  careful,  which 
also  bodes  well  for  the  market.  It  shows 
just  how  much  the  market  and  attitudes 
have  changed  that  Dickson  feels  excep- 
tionally bullish  when  he  predicts  10%  re- 
turns over  the  next  12  months,  including 
a  kick  from  dividends  of  nearly  2%.  Back 
in  1999,  strategists  had  to  call  for  gains 
that  were  twice  that  much  before  they 
sounded  like  real  bulls.  But  the  tech  stock 
bust  and  the  S&P's  declines  of  the  next 
three  years— of  10%,  13%,  and  23%— 
purged  much  of  the  speculation  and  folly. 

Investor  skepticism  is  so  deeply  in- 
grained in  stock  prices  that  it  wouldn't 
take  much  additional  buying  to  give  the 
market  a  lift.  Prominent  potential  stock 
bidders  on  the  horizon  include  publicly 
traded  corporations  themselves  and  fi- 
nancial buyers,  such  as  private  buyout 
shops  and  hedge  funds.  Much  of  the  po- 
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tential  here  starts  in  the  $631  billion  of 
cash  on  balance  sheets  of  industrial 
companies  in  the  S&P  500.  The  money 
amounts  to  nearly  8%  of  companies' 
market  value,  according  to  Standard  & 
Poor's.  That's  almost  as  much  as  it  was  in 
1988,  when  it  generated  a  wave  of  lever- 
aged buyouts. 

WALLOWING  IN  DEALS 

WITH  INVESTORS  pressing  company  ex- 
ecutives to  use  that  cash,  momentum  is 
building  for  more  buybacks,  dividends, 
and  mergers  and  acquisitions.  Some  381 
companies  in  the  S&P  500  bought  back 
$82  billion  of  their  own  stock  in  the  first 
three  months  of  the  year,  a  91%  increase 
in  dollars  from  a  year  before.  Dividends 
from  the  S&P  500  companies  rose  16%,  to 
$49  billion,  in  the  first  quarter  compared 
with  a  year  earlier. 
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At  the  same  time,  dealmakers 
nounced  $422  billion  in  M&A  this  i 
through  May,  up  20%  from  the  same  t 
the  year  before  and  up  177%  from 
years  before,  according  to  Thomson 
nancial.  Buyers  of  all  types  are  stril 
big  deals,  and  hedge  funds  are  pusli 
corporations  to  restructure  to  get  tl 
stock  prices  up.  Just  days  ago,  hedge-q 
operator  William  Ackman  disclosed] 
had  bought  9.9%  of  Wendy's  Interna™ 
al  Inc.,  putting  the  stock  in  play.  The  stf 
climbed  3%  on  the  news. 

More  deals  are  sure  to  follow.  Ricl 
Peterson,  chief  market  strategist  at  Th 
son  Financial,  says  LBO  firms  are  r; 
tens  of  billions  of  dollars  to  stake  ne 
quisitions.  "We're  on  track  for  a 
dollar  year  of  U.S.  M&A,"  says  Peters 

While  all  of  those  forces  point 
strong  market  generally,  certain 
stocks  will  probably  prove  better  in 
ments  than  others.  Stocks  with  1 
market  capitalizations,  dividends, 
steady  earnings  growth  are  quickly 
coming  favorites  among  institution 
vestors  and  Wall  Street  strategists 
pies  recently  recommended  by  Hi 
McVey,  U.S.  equity  strategist  at  Mo: 
Stanley,  include  PepsiCo,  Yum!  B 
and  Medtronic.  Many  money  man 
see  the  move  to  large-cap  growth  st< 
a  logical  shift  following  five  years  of 
ceptional  performance  by  small 
stocks.  Brian  Gendreau,  inves 
strategist  at  ING  Investment  Man 
ment,  says  growth  stocks  tend  to  do 
in  the  later  stages  of  the  business 
They  are  unusually  cheap  compared 
the  value  stocks,  he  notes. 

In  contrast,  banking  stocks  are  fi 
into  disfavor  and  probably  won't  reco1 
for  a  long  time.  Their  earnings  tend 
rise  and  fall  with  the  spreads  betwi 
short-  and  long-term  interest  rates, 
that  spread  narrow  now,  they're  un 
pressure  and  to  be  avoided,  says  Davi 
Scott,  senior  vice-president  of  Chase 
vestment  Counsel,  which  manages  $2 
billion  in  Charlottesville,  Va.  Another 
tor  to  avoid  is  real  estate  investmel 
trusts.  While  REITs'  high  dividend  pi 
outs  are  appealing,  they  have  been  bid 
too  high.  REITs  tracked  by  the  Leuthc 
Group  are  trading  at  a  12%  premium 
the  value  of  their  holdings.  Since  199 
the  REITs  have  usually  traded,  on  avi 
age,  at  a  2%  discount  to  their  assets. 

Citi's  Levkovich  says  that  even  if  y 
play  the  market  right  and  catch  a  ra 
now,  you'll  still  need  to  stay  alert.  Coi 
January,  the  odds  may  turn  again,  and  t 
Dow  may  head  back  to  10,500.  ■ 
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It's  a  fact  of  life  that  life  insurance  and  investing  will  never  be  simple.  But  at 
Genworth  Financial,  we're  doing  what  we  can  to  make  it  less  complicated. 
Whether  it's  life  insurance,  long  term  care  insurance,  or  retirement  income,  we 
can  help  you  make  better  choices.  Because  when  it  comes  to  planning  for  your 
future  and  that  of  your  family,  being  well-informed  is  clearly  the  best  approach. 
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CHINA 


A  Whole  New 
Currency  Game 

These  stocks  may  benefit  from  a  rising  yuan. 

BY  BRIAN  BREMNER  AND  CHESTER  DAWSON 


IT  IS  THE  BIGGEST  UNKNOWN 
hanging  over  global  financial  mar- 
kets: When  will  China  finally  loosen 
an  11-year-old  peg  that  keeps  the 
value  of  the  yuan  steady  against  the 
dollar  and  let  it  appreciate?  Wash- 
ington, Tokyo,  and  London  have 
been  blasting  the  Chinese  for  months  to 
overhaul  its  currency  regime.  In  return, 
China  has  insisted  that  reform  is  coming 
at  some  point— though  only  when  the 
country  is  good  and  ready. 

That  has  left  global  investors  baffled 
about  the  timing  of  a  rising  yuan  and  its 
implications  for  China's  $600  billion  a 
year  global  export  machine.  American  in- 
vestors stand  to  benefit  if  the  yuan  moves 
up.  That's  because  it  would  sweeten  the 
dollar  value  returns  of  yuan-denominated 
investments.  At  the  same  time,  fears  of  a 
currency-driven  economic  slowdown  in 
China  have  helped  push  down  stock  prices 
on  its  two  domestic  exchanges  to  six-year 
lows.  And  the  Hang  Seng  China  Enterprise 
Index  of  UH-Shares,"  which  tracks  Hong 
Kong-listed  mainland  stocks  and  is  more 
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Smart  China  Plays 


COMPANY/  U.S.  SYMBOL  WHERE  LISTED 

China  Mobile  CHL  Hong  Kong,  NY. 

China' s  largest  cell  phone  company  is  a 
currency-shielded  domestic  market  play 

CNOOCCEO  Hong  Kong,  NY. 

Major  oil  importer  with  development 
rights  in  Australia  and  Indonesia 

Lianhua  Supermarket 
Holdings  N/A  Hong  Kong 

China's  largest  grocery  chain  stands  to 
benefit  from  cheaper  import  prices 

Honda  Motor  HMXC  Tokyo,  NY. 

Growing  assembly  operations 

in  China  could  gain  from  lower  cost  of 

imported  auto  parts 

Hyundai  Heavy 

Industries  N/A  Seoul 

World's  biggest  shipbuilder  may 
profit  from  Chinese  rival's  loss  of  price 
competitiveness 


Data:  BusinessWeek 


MOVING  UP  Most 

forecasters  see  a  5^ 
gain  in  the  yuan 

accessible  to  globa 
vestors,  is  down  OJ 
this    year.    Many 
vestors  worry  about 
impact  on  Chinese] 
porters  that  comj 
price.  "When  it  co^ 
to    picking    [Chine 
stocks,  there's  still 
of  risk,"    says 
Headley,  presidentj 
San     Francisco-ba 
Matthews  Asian  Ft 
and  co-manager  of  \ 
Matthews  China  Ft 
Given  the  murky  | 
counting  standards  of  publicly  listed  i 
land  Chinese  companies,  some  ad\ 
avoiding  these  shares  altogether.  But 
vestors  with  a  high  tolerance  for  risk  i 
consider  pure  China  plays  listed  in  He 
Kong  or  New  York.  China  Mobile  is  one 
boasts  the  biggest  mainland  market  si 
in  cellular  phone  services  and  is  conside 
relatively  safe  from  a  currency  adji 
since  it  doesn't  export 

EVEN  TRICKIER 

THERE'S  ALSO  CNOOC  Ltd.,  a  unit 
China  National  Offshore  Oil  Corp.,  wr 
is  widely  viewed  as  the  most  experien 
and  well-run  Chinese  oil  producer.  E 
better,  it  could  gain  from  a  yuan  streni 
ening,  since  oil  is  priced  in  dollars,  wh 
would  make  it  cheaper  to  import  Hovv 
er,  Merrill  Lynch  &  Co.  cut  its  rating 
the  stock  from  "buy"  to  "neutral"  on  J 
9  after  CNOOC  said  it  may  bid  for  El 
gundo  (Calif.)-based  Unocal  Corp.,  cit 
possible  strains  on  the  company's 
nances  and  credit  ratings. 

Another  way  to  play  a  possible  rev; 
ation  is  to  invest  in  domestic  retai 
such  as  Shanghai-based  Lianhua  Suj 
market  Holdings.  It  stands  to  profit  fi 
rising  consumer  demand— and  the 
tential  for  lower  import  prices.  "If  yo 
a  retail  store  in  China,  a  stronger  y 
could  help— as  long  as  it's  not  too  m 
of  a  drag  on  the  economy,"  says  Heat 
of  Matthews  Asian  Funds. 

Finding  the  right  China  stock  picl- 
trickier  now  than  a  year  or  two  ago  w 
China's  economy  was  firing  on  all  c> 
ders.  Now,  most  economists  expect  CI 
to  slow  down  from  nearly  10%  gro 
rates  in  2004  to  about  8.5%.  A  sharp 
in  the  yuan  could  slow  it  further.  But 
jing  is  likely  to  opt  for  more  modest 
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rency  reform,  probably  the  creation  of  a 
currency  basket  including  the  dollar, 
euro,  and  yen.  Most  forecasters  see  a  5% 
or  so  rise  in  the  yuan  against  the  dollar. 
That  would  crimp  margins  at  Chinese  ex- 
porters, but  hardly  be  a  disaster  for  them. 
Companies  based  elsewhere  in  Asia 
that  have  significant  exposure  to  China 


can  be  a  less  risky  way  to  play  a  possible 
revaluation.  Among  the  favorites  are 
multinationals  such  as  Honda  Motor, 
which  is  bolstering  its  car-manufacturing 
base  in  southern  China— and  uses  lots  of 
parts  imported  from  Japan.  A  stronger 
yuan  would  also  be  good  news  for  Korean 
shipbuilders  like  Hyundai  Heavy  Indus- 


tries Co.  that  compete  head-to-head  | 
Chinese  rivals  on  price. 

Investing  in  China  will  remain  a  i 
cult  proposition  for  global  investors.  | 
the  picture  should  become  a  little  cle 
when  Beijing  finally  bends  to  internat 
al  pressure  and  frees  its  currency  fror 
rigid  dollar  peg.  ■ 


COMMODITIES 


How  to  Find 
What  Still  Shines 

Some  metals  have  bucked  the  commodities 
slide,  but  choose  carefully,  by  Joseph  weber 


THE  GREAT  BULL  MAR- 
ket  in  commodities  that 
started  in  2002  is  taking  a 
breather.  Metals,  agricul- 
tural products,  and  other 
raw  materials  climbed 
sharply  in  the  past  few 
months,  with  the  Goldman  Sachs  Com- 
modity Index  rising  22%  from  January 
through  the  end  of  March.  But  many  are 
leveling  off  or  turning  south.  "I  would  ex- 
pect some  consolidation,  some  choppy 
markets,  and  some  sideways-type  price 
action,"  says  John  Brynjolfsson,  who 
manages  a  commodity  fund  for  Pacific  In- 
vestment Management  Co. 

As  bearish  as  the  current  outiook  is,  sev- 
eral trends  bode  well  for  commodity-relat- 
ed investments  longer-term.  Continuing 
growth  around  the  world— especially  the 
industrialization  of  China,  India,  and  oth- 
er Third  World  countries— has  led  to  raw- 
materials  shortages  and  should  keep  de- 
mand brisk.  Since  major  reinvestment  in 
production  isn't  on  the  horizon,  supplies  of 
everything  from  copper  to  gold  will  likely 
stay  tight,  and  prices  should  stay  high. 
"We  still  remain  upbeat  on  commodity- 
price  outlook"  over  the  next  VA  to  two 
years,  says  Douglas  Porter,  deputy  chief 
economist  at  BMO  Nesbitt  Burns,  the  bro- 
kerage arm  of  the  Bank  of  Montreal. 

Bulls  argue  that  bigger  gains  are  on  the 
way  for  commodity-related  stocks,  if  not 
right  away.  "Personally  I'm  inclined  to 
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COMPANY/SYMBOL 


PRICE* 


Alcan  AL  $29.94 

Deals  with  such  big  customers  as  Airbus  should  help 

drive  its  aluminum  sales 

Barrick  Gold  ABX  23.47  50 

With  gold  fetching  north  of  $420  an  ounce,  its  ability  to 
mine  it  for  under  $230  makes  for  healthy  margins 

!nco  N  38.95  11 

This  producer  of  nickel,  used  in  steelmaking,  is  opening 
a  mine  that  will  be  one  of  the  world's  largest 

Nucor  NUE  51.43  7 

As  the  nation's  biggest  recycler  of  steel,  it  nas  ready 
supplies  of  raw  material 

"Based  on  forecasted  earnings  for  fiscal  2005 
Data:  Bloomberg  Financial  Markets 


look  for  opportunities,"   says  Johr 
Helmers,  principal  at  Swiftwater  Caj 
Management  LP,  a  Greenville  (S.C.) 
that  oversees  $140  million. 

PICK  YOUR  PLAYS 

WHERE  WILL  THOSE  opportunities 
Alcan  Inc.,  the  giant  Montreal  alumin 
company,  has  seen  its  stock  cascade 
about  $52  a  share  last  fall  to  under 
(table).  But  deals  with  big  custo 
such  as  European  planemaker  Airl 
should  help  drive  sales.  Likewise,  nic 
producer  Inco  Ltd.  has  seesawed  fr 
above  $43  a  share  in  early  March  to  i 
der  $39.  With  a  huge  new 

Voisey's  Bay  on  Canada's  6 
coast  expected  to  come 
fine  next  year,  Inco  is  po 
tioned  to  rebound  and  go> 
its  share  of  the  mar 
whether  nickel  prices  resu 
their  climb  soon  or  not. 

Pick  your  plays  careful 
Steel  prices  peaked  in  S 
tember  and  may  stay 
amid  weakness  in  the 
auto    market   and    grow 
production  capacity  in  Chi  *« 
While  producers  will  be  un« 
pressure,  Nucor  Corp.,  the 
quisitive  U.S.  steelmaker,  c 
turn  cost  advantages  its  w 
And  after  topping  $456 
ounce  in  December  in  N 
York,   gold   has   slipped 
about  $427  and  could  fall  f 
ther  as  central  banks  try 
rein  in  inflation.  Even  a  co 
pany  such  as  Barrick  Gc 
whose  mining  costs  are  ne 
ly  $200  an  ounce  lower  ti- 
the prices  gold  now  fetch 
could  still  be  a  winner. 

Eventually,  commodit 
should  turn  around.  Ui 
then,  wary  investors  are  g 
ing  many  stocks  linked 
them  oh-so-small  price-ea 
ings  multiples— a  ringing  r. 
signal  for  someone  able 
wait  out  the  lean  stretch.  I 
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American  Century  Equity  Income  Fund 

***** 

5- Star  Overall  Morningstar  Rating 

Rated  among  796  Large  Value  funds  as  of  3/31/05.  Overall  Morningstar  Ratings  are  based  on  risk-adjusted 
returns  and  reflect  the  weighted  average  of  the  fund's  3-,  5-,  and  10-year  rankings,  as  applicable.) 

MONEY  magazine's  "MONEY  100"  four  years  in  a  row 

(2001,  2002,  2003, 2004) 


USA  TODAY  "Mutual  Fund  All-StarJ 


(3/14/05, 


Smile  if  you  own  it.  Call  if  you  don't. 


The  Equity  Income  fund  has  received  high  marks  from 
rningstar.  It  has  earned  praise  from  MONEY  magazine  and 
4  TODAY.  It  has  a  solid  track  record  versus  the  S&P  500. 

And  it  has  done  all  this  while  remaining  one  of  our  more 
servative  equity  offerings.  Its  managers  use  a  disciplined 
roach  to  find  dividend-paying  companies  that  are  presently 
iervalued.  This  strong  income  objective  is  designed  to  bring 
|idy  returns  in  different  market  conditions.  So  it's  been  a  great 
ice  for  investors  looking  for  performance  with  less  volatility. 

The  experts  have  made  their  call.  It's  time  you  made  yours. 


Duration 


Equity  Income 

(TWEIX) 


lYear 


10.69% 


5  Years 


12.62% 


10  Years 


14.20% 


S&P  500 


6.69% 


-3.16% 


10.79% 


(Average  annual  total  returns  as  of  3/31/05) 
Data  presented  reflect  past  performance.  Past  performance  is  no 
guarantee  of  future  results.  Current  performance  may  be  higher 
or  lower  than  performance  shown.  Investment  returns  and  prin- 
cipal values  may  fluctuate,  and  redemption  value  may  be  more 
or  less  than  original  cost.  To  obtain  performance  data  current  to 
the  most  recent  month  end,  please  call  1-877-442-6236  or  visit 
americancentury.com.  Performance  reflects  Investor  Class  shares. 
Data  assume  reinvestment  of  all  dividends  and  capital  gains. 
Mutual  funds  are  subject  to  market  risk,  and  results  have  been 
negative  for  more  recent  periods. 


Call  1-877-442-6236  or  your  investment  professional. 


x  should  consider  a  fund's  investment  objectives,  risks,  and  charges  and  expenses  carefully 
bre  you  invest.  The  fund's  prospectus,  which  can  he  obtained  by  calling  1-877-442-6236, 
ttains  this  and  other  information  about  the  fund,  and  should  be  read  carefully  before  investing. 

ision  on  the  "MONEY  100"  list  is  based  on  average  annual  total  returns,  as  well  as  the  publication's  opinions  regarding  the  fund's  management  team. 

TODAY'S  2005  Mutual  Fund  All-Stars  are  chosen  from  among  diversified  U.S.  stock  funds  open  to  new  investors  that  have  demonstrated  above- 
age  performance  within  their  categories  and  maintained  the  same  manager  for  the  last  five  years.  In  addition,  a  fund  with  three-year  performance  in 
wttom  20%  of  its  category's  average  cannot  be  considered  for  inclusion. 

S&P  500  Index  is  a  capitalization-weighted  index  of  500  widely  traded  stocks.  Created  by  Standard  &  Poor's,  it  is  considered  to  represent  the 
irmance  of  the  stock  market  in  general.  It  is  not  an  investment  product  available  for  purchase.  S&P  500  data  provided  by  Upper,  Inc. 

each  fund  with  at  least  a  three-year  history,  Morningstar  calculates  a  Morningstar  Rating- based  on  a  Morningstar  Risk-Adjusted  Return  measure 
accounts  for  variation  in  a  fund's  monthly  performance  (including  the  effects  of  sales  charges,  loads,  and  redemption  fees),  placing  more  emphasis  on 
nward  variations  and  rewarding  consistent  performance.  The  top  10%  of  funds  in  each  category  receive  5  stars,  the  next  22.5%  receive  4  stars,  the 
35%  receive  3  stars,  the  next  22.5%  receive  2  stars,  and  the  bottom  10%  receive  1  star.  (Each  share  class  is  counted  as  a  fraction  of  one  fund  within 
scale  and  rated  separately,  which  may  cause  slight  variations  in  the  distribution  percentages.)  The  Overall  Morningstar  Rating  for  a  fund  is  derived 
i  a  weighted  average  of  the  performance  figures  associated  with  its  3-,  5-,  and  10-year  (if  applicable)  Morningstar  Rating  metrics.  The  fund  had  the 
wing  ratings  for  the  3-,  5-,  and  10-year  periods,  respectively:  Equity  Income  fund  5, 5,  and  5  out  of  796,  562,  and  249  Large  Value  funds. 

erican  Century  Investment  Services,  Inc.,  Distributor. 

•05  American  Century  Proprietary  Holdings,  Inc.  All  rights  reserved. 
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ENERGY 


Hitch  Your  Wagpn 
To  a  Wildcatter 

Forget  refiners  and  focus  on  outfits  that  are 
finding  oil  and  gas.  by  Christopher  palmeri 


NERGY  DEMAND  IS 
climbing.  New  supplies  are 
difficult  to  find.  And  the 
consensus  on  Wall  Street  is 
that  oil  and  natural  gas 
prices  will  remain  high- 
above  $35  a  barrel  and  $5 
per  thousand  cubic  feet— for  the  foresee- 
able future.  Given  that  tightening  sce- 
nario, energy  investors  should  direct 
their  dollars  to  the  companies  that  are  out 
there  feverishly  looking  for  more  oil  and 
gas,  unencumbered  and  undistracted  by 
other  businesses,  such  as  refining  or 
chemicals.  These  are  the  independents, 
the  new  wildcatters— the  folks  with  mud 
on  their  boots. 

One  hungry  independent  is  XTO  Ener- 
gy Inc.  Since  the  start  of  2004,  this  Fort 
Worth  outfit  has  spent  $3.2  billion  buying 
properties  in  Texas,  Wyoming,  Utah,  and 
New  Mexico.  XTO  targets  existing  fields 
with  oil  and  gas  reserves  that  are  being 
slowly  depleted.  It  aggressively  drills  new 
wells  in  these  fields,  hedging  its  bets  by 
selling  half  of  the  anticipated  production 
in  the  futures  market.  XTO  will  spend 
$935  million  this  year  developing  its 
properties,  a  45%  increase  from  2004's 
drilling  budget.  The  company  is  a  favorite 
of  veteran  energy  investor  Douglas  G. 
Ober,  who  manages  the  Petroleum  &  Re- 
sources fund.  He  figures  XTO  will  meet  its 
projected  25%  production  jump  this  year 
and  continue  to  grow  at  a  better-than-15% 
rate  beyond  that.  "Given  the  declines 
you're  seeing  in  existing  fields,  few  people 
are  domg  that,'"  Ober  says. 

While  XTO  is  out  baying,  Oklahoma 
City-based  Devon  Energy  has  sold  more 
than  $2  billion  worth  of  higher-cost 
properties  in  the  U.S.  and  Canada  in  the 
past  year.  It's  pumping  some  of  rhat 
money  back  into  deepwater  exploration 
wells  in  the  Gulf  of  Mexico,  West  Africa, 
and  Brazil.  As  it  develops  these  fields, 
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Burlington  Resources  BR    $53.27     12 

Has  huge  gas  reserves 
in  the  Rocky  Mountains 

Devon  Energy  DVN  47.57      10 

Exploring  more  internationally,  in  places 
such  as  Africa,  Brazil,  and  China 

Southwestern  Energy  SWN  $37.15     23 

Has  a  hot  play  in  Arkansas' 
huge  Fayetteville  Shale  region 

XTO  Energy  XTC  $31.79     13 

Has  spent  $3.2  billion  to  acquire 
new  oil  leases  since  2004 


*  June  !0 


•8a> 


'ted  earnings  for  fiscal  2005 
Data:  Bloomberg  Financial  Markets 


Devon  expects  its  oil  and  gas  produc 
to  climb  at  least  5%  annually  overl 
next  five  years.  The  typical  major| 
company  raises  its  production  at  at 
half  that  rate. 

Other  companies  prefer  to  drill  in  1 
own  backyards.  In  the  past  few  yJ 
Houston-based  Southwestern  Energy] 
has  quietly  been  acquiring  drilling  rig 
in  the  Fayetteville  Shale  region  in  wesi 
Arkansas.  The  company's  land  gfl 
which  tops  755,000  acres,  now  looks  | 
it  was  a  good  bet.  Southwestern 
drilled  39  wells  in  the  region,  of  whicr 
are  producing,  8  are  in  development, ; 
4  were  not  productive.  "Some  of 
wells  tested  at  3  million  cubic  feet  [of  i 
ural  gas]   per  day,"   says  Thoma 
Schindler,  co-portfolio  manager  at 
mond  Hill  Small  Cap  fund.  He  thinks  I 
new  prospects  alone  are  worth  $20 
share,  a  little  more  than  half  of  the  < 
stock  price  of  $37.  The  company  ha 
good  track  record  of  adding  new  resei 
Over  the  past  five  years,  Southwestern  ] 
found  more  than  twice  as  much  new| 
and  gas  as  it  has  produced.  And  that  ] 
duction  has  doubled  over  the  same 
od,  to  62  billion  cubic  feet  of  gas  a  yea 

ROCKY  MOUNTAIN  HIGH 

IT  WON'T  BE  EASY  for  Burlington 
sources  to  double  its  size.  With 
equivalent  of  12  trillion  cubic  feet  of  ni 
ural  gas  reserves,  the  Houston-based  i 
ergy  company  is  one  of  the  largest  in<j 
pendents.     It     started     out    as 
oil- exploration     arm     of    Burlingtfl 
Northern  Railroad,  a  legacy  that  lef 
with  choice  reserves  in  the  Rocky  Mot 
tains.  Spun  off  from  the  railroad  in  19< 
Burlington  made  a  number  of  we 
timed   acquisitions   in   Canada, 
country  now  accounts  for  about  or 
third  of  Burlington's  production.  It  h| 
also  begun  exploratory  drilling  in  Chi 
and  Algeria.  Mark  Freeman,  director 
research  and  portfolio  manager  at  Wes 
wood  Management  Corp.  in  Dallas,  lik  £ 
the  fact  that  Burlington  is  being  conse 
vative  with  its  cash.  Since  2000, 
company  has  bought  back  10%  of 
shares,  helping  to  boost  earnings  pi 
share.  Freeman  figures  the  compaj 
will  earn  $5.10  per  share  this  year.  I 
has  a  target  price  of  $70  for  the  stoc 
about  30%  above  Burlington's  curre 
share  price. 

At  today's  energy  prices,  filling  up  yo 
tank  and  paying  your  winter  gas  b 
stings.  But  owning  a  piece  of  an  ind 
pendent  oil  company  might  soothe  son 
of  that  the  pain.  ■ 
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fe're  not  just  breaking 
ew  ground 

III        will       Vvl     I  wlwwa  Toyota's  eight  U.S.  manufacturing  plants  set  the  standards  for  building 
ility  into  every  vehicle  we  produce.  Today,  eight  Toyota  models  are  manufactured  in  the  U.S. 

t  year  alone  we  built  more  than  a  million  vehicles  here*  And  with  new  plants  under  construction  in  San  Antonio,  Texas  and 
kson,  Tennessee,  we'll  continue  to  break  new  ground  every  day. 


a  components  and  vehicles  are  made  using  many  U.S.  sourced  parts.  ©2004 
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INVESTMENT  GUIDE  Stocks 


NANOTECH 


Beaming  in 
OnNanoGold 

There's  plenty  ofhype  in  nanotech.,  but  cautious 
prospecting  can  pay  off.  by  adam  aston 


DEVOTEES  CALL  IT 
the  biggest  thing 
since  the  Indus- 
trial Revolution. 
Nanotech,  they 
say,  promises  to 
reengineer  the 
man-made  world,  molecule  by 
molecule,  sparking  a  wave  of  in- 
novation in  everything  from  ma- 
chines to  medicine.  Over  the  past 
three  years,  venture  capitalists 
have  poured  some  $900  million 
into  the  field— few  call  it  an  indus- 
try yet —while  governments  have  invested 
many  billions  more  in  research  &  devel- 
opment over  the  past  decade.  "After 
biotech  and  the  Internet,  nanotech  is  the 
next  place  for  growth,"  says  John  MA 
Roy,  an  analyst  at  WR  Hambrecht  +  Co. 

Yet  for  investors,  buying  nanotech 
stocks  is  more  black  magic  than  science. 
There  are  only  about  30  companies  focused 
on  nanotech  listed  on  NASDAQ,  and  profits 
are  scarce,  making  financial  analysis 
more  like  guesswork  What's  more, 
adds  Roy,  many  of  the  players  en- 
gage in  research  so  complex  and 
with  such  uncertain  timelines 
that  even  other  scientists  have 
trouble  valuing  their  innovations,  let 
alone  their  business  mocieis.  "On  the  sci- 
ence side,  nanotech's  for  i  ad:  It  will  domi- 
nate the  world  for  the  next  50  years,"  says 
Darrell  Brookstein,  managing  director  of 
Nanotech  Co.,  a  San  Diego  consultancy  and 
author  of  Nanotech  Fortunes:  Make  Yours  in 
the  Boom,  published  this  year.  "But  on  the 
investment  side,  be  careful." 

So  investors  might  keep  in  mind  the  old 
adage:  In  a  gold  rush,  only  the  sellers  of 
picks  and  axes  are  sure  to  profit.  In  the 
nano-rush,  that  would  be  the  makers  of 
microscopes  and  design  software.  Both 
FEI  Co.,  in  Hillsboro,  Ore.,  and  Veeco  In- 
struments Inc.,  in  Woodbury,  N.Y.,  which 
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make  the  powerful  mi- 
croscopes and  ener- 
gy-beam devices 
used  to  probe  ultra- 
tiny  structures,  fig- 
ure to  grow  with 
the  industry.  Plus, 
they  already  run 
sound  businesses  sell- 
ing science  lab  instru- 
ments and  chip -in- 
spection devices.  In 
San  Diego,  Accel- 
rys  Inc.  is  a  lead- 
kig  maker  of  the  software  tools  that 
help  scientists  visualize  how  mole- 
cules interact. 

To  profit  from  actual  nanotech 
products,  the  best  bets  may  be  compa 
nies  with  a  diverse  catalog  of  projects.  Ar- 
rowhead Research  Corp.'s  strategy  is  to 
fund  university  R&D— now  mosdy  at 
Stanford  University  and  the  California  In- 
stitute of  Technology— in  return  for  the 


NANO  MOLECUUE  Gear 
makers  look  promising 


Some  Little  Things 
To  Think  About 


-TQCK/SYMBOL 


PRICE      P-E  RATIO 


Arrowhead  Research  ARWR      $2.40         N/A 

Hopes  to  profit  from  spin-outs  and  licensing  of 
its  nanotech  patent  portfolio 


FE!  FEIC  23.25 

the  ultrapowerful  microscopes  and 
c  probes  used  in  nanotechnology 


42 


»     ris&  rris  Group  TINY      12.22         N/A 

Vtiture-c  i|  outfit  specializes  in  funding 

na.iotec  >ps 

Veeco  In  itsVECO             15.51         258 

Vendor  of  ed  processing  gear  used  to 

make  and  ck  nano-materials 

•JunelC       **E  xecasted  earnings  (c- fiscal  2005 

Data:  Business^  -nberg  Financial  Marl 


rights  to  any  inventions.  The  Pasadt 
(Calif.)  company's  projects  include  fin 
ways  to  use  very  tiny  mole 
cules  to  cut  drug  toxicity 
and      developing      new 
methods  to  make  com- 
puter chips. 

Countless  more  nano- 
products  are  brewing  inside 
an  estimated  1,300  or  so  start 
ups.  One  way  to  invest  in  them  is  throu| 
Harris  &  Harris  Group  Inc.,  a  NASDAQ 
listed  venture-capital  firm  that  hoft 
stakes  in  several  market  leaders.  These  in 
elude  Nanosys  Inc.,  which  canceledB 
much-anticipated  initial  public  offerii 
last  summer  as  the  market  fell;  computtj 
memory  developer  Nantero  Inc.;  afl 
Nanomix  Inc.,  which  is  pursuing  ulrxt 
sensitive  sensors  for  industrial  and  med 
ical  markets. 

The  least  risky  route  is  to  invest  in  am 
old-line  technology  giants  that  have  fal 
presences  in  nanotech.  BASF,  Dot 
Chemical,  DuPont,  General  Electrur 
Hewlett-Packard,  IBM,  and  NEC  hoi 
most  of  the  basic  nanotech  patents.  Es 
tablished  companies  spent  an  estimate! 
$3.8  billion  on  nanotech  lay 
year,  making  them  the  largal 
private  hinders  of  nanotecp 
R&D,  says  Peter  Heberi 
CEO  of  Lux  Research  Inc,L 
New  York  market  consul 
tancy.  Given  their  experienc 
in  bringing  new  technologies  ft 
market,  corporate  labs  may  dominate  tht 
sector,  he  adds.  For  investors,  the  down- 
side is  that  any  gains  in  nanotech  will  inr 
tially  account  for  just  a  sliver  of  the  bin 
chips'  earnings  and  have  a  limited  impac 
on  their  shares. 

Any  new  nanotech  IPOs  are  sur 
to  unleash  a  fresh  wave  of  hype 
pulling  up  existing  stocks.  At  th 
same  time,  the  field  remains  so  in* 
mature  that  sell-offs  are  sure  to  foi 
low,  as  investors  sort  out  incremer 
tal  advances  from  market-changin 
innovations.  Indeed,  the  few  nanc 
enhancements  already  for  sale,  sue 
as  stainproof  fabrics,  highly  durabl 
paints,  and  lighter  sports 
rackets,  are  just  evolution- 
ary, says  Nanotech  Co.'s 
Brookstein.  "The  revolu- 
tionary—new types  of  mate 
rials,  cancer  treatments,  and  ft 
panel  displays— won't  begin  for  ai 
other  four  to  10  years,"  he  say 
Till  then,  this  very  small  technolo§ 
will  continue  to  inspire  very  b 
dreams.  ■ 
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ALLOCATION     OF     TIME 


It's  not  that  money  isn't  important.  Of  course  it  is.  Which  is  why  experts  should  help  you  manage  it.  And  the  personal 
attention  you'll  receive  at  Northern  Trust  makes  us  an  excellent  choice.  A  dedicated  team  of  specialists  will  get  to 
know  you,  and  your  goals.  All  of  our  resources-our  teams  of  advisors,  our  technology-are  focused  on  protecting 
and  growing  client  assets.  Because  it's  your  life,  and  your  money.  We  think  you  should  make  the  most  of  both.  If  you'd 
like  to  know  more,  call  William  Morrison  at  800-468-2352  or  visit  northerntrust.com. 


Northern  Trust 
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INVESTMENT  GUIDE  Mutual  Funds 


Now  the  Real 
Value  Is  in  Growth 

With  profits  strong,  growth  stocks  are  leaving 
their  value  cousins  behind,  by  lauren  young 


AFTER  MORE  THAN  FIVE 
years  of  sitting  on  the 
sidelines  watching  value 
investors  bask  in  the 
market's  glory,  growth- 
stock  aficionados  can 
smell  vindication  in  the 
air.  In  the  past  three  months  the  Russell 
1000  Growth  Index  has  nosed  past  the 
Russell  1000  Value  Index  by  a  little  more 
than  a  percentage  point. 

That  may  seem  like  small  potatoes,  but 
the  shift  is  huge  considering  that  growth 
stocks,  and  the  mutual  funds  that  invest 
in  them,  have  been  lagging  their  value 
cousins  since  2000.  "It's  the  first  time 
we've  had  any  kind  of  outperformance  on 
a  sustained  basis  for  several  years,"  says 
Larry  Puglia,  manager  of  the  $8.6  billion 
T.  Rowe  Price  Blue  Chip  Growth  Fund. 
Adds  Peggy  Adams,  an  associate  manag- 
er of  the  $8  billion  MFS  Massachusetts 
Investors  Growth  Stock  Fund:  "We  are  in 
the  process  of  a  rebound." 


Growth  mutual  funds— which  focus 
on  companies  with  significant  earnings 
growth— are  a  core  holding  in  many 
portfolios,  so  a  major  switch  from  value 
to  growth  styles  could  offer  a  seismic 
boost  for  fund  shareholders.  (Value 
funds,  by  contrast,  tend  to  invest  in  com- 
panies that  are  out  of  favor  and  under- 
valued.) But  don't  expect  to  see  big  gains 
in  your  midyear  fund  statements.  While 
growth  funds  have  closed  in  on  value 
funds  since  March,  the  typical  growth 
fund  is  still  down  1.7%,  while  the  aver- 
age value  fund  fund  lost  0.1%  through 
the  year  ended  June  10.  Fund  returns  are 
calculated  by  Standard  &  Poor's,  which, 
like  BusinessWeek,  is  a  unit  of  The  Mc- 
Graw-Hill Companies. 

Fund  managers  have  a  long  list  of  rea- 
sons why  growth  stocks  should  outper- 
form in  the  coming  years.  First,  there's 
the  valuation  argument.  "The  top  25 
companies  in  the  S&P  500  are  as  cheap  as 
they've  been  in  several  decades,"  says 
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Rising  Rates  Haven't  Hurt  Bond  Funds- 

-Yet 

CATEGORY                                        TOTAL  RETURN* 

CATEGORY 

TOTAL  RETURN* 

Emerging  Markets  Bond 
Muni.  High  Yield 

3.74% 
3.65 

Muni.  National  Intermediate 

1.27% 

Short  Government 

0.84 

Long  Government 

3.60 

Ultrashort 

0.84 

Long  (General)                              3.42 
Muni.  Calif.  Long                           2.60 
Muni.  New  York  Long                    2.34 
Muni.  National  Long                     2.16 
Muni.  Single-State  Long               2.15 
Muni.  New  York  Intermediate       1.72 
Intermediate  Government            1.40 
Muni.  Calif.  Intermediate              1.37 
Intermediate  (General)                 1.30 
Muni.  Single-State  Intermediate  1.30 

•  Appreciation  plus  reinvestment  o*  dividends  and  capital  gams  before  taxe 

Short  (General) 

0.60 

Muni.  Short 
Multisector 

0.39 

0.15 

-0.51 

High  Yield 

International  Bond 

-1.40 

Convertibles 

-3.46 

Tax-Free  Bond  Funds 

1.81 
1.22 

All  Bond  Funds 

Taxable  Bond  Funds 

i.Jan.l-JunelO.2005 

0.74 
Data:  Standard  &  Poor  s 

Puglia.  Stocks  in  the  T.  Rowe  Pr 
ager's  fund  are  trading  at  17  tii 
year's  earnings.  In  January,  2001 
ical  stock  in  the  Standard  &  Poofc 
stock  index  was  trading  with  a 
price-earnings  ratio  of  30. 

One  other  good  sign  is  tha 
midst  of  an  acquisition  boon 
stocks  of  acquiring  companie 
tanked.  They  often  do  when  a  m.  )*  f 
is    announced    because    shart  c* 
think  the  price  tag  is  too  ex  n^i 
Since  Procter  &  Gamble  Co.  ivl... 
plans  in  January  to  buy  Gille; 
P&G's  stock  has  risen  slightly.  ]  r* 
tion,  stock  buybacks  are  soaring  r 
companies.  T.  Rowe  Price's  Pugk^r: 
most  of  the  companies  in  his  p  t}:.  .■ 
have    announced    share    repui  ij 
That  is  a  clear  signal  big  conaT 
including  Citigroup,  Home  De\  t. 
Nokia,  think  that  their  stocks  art  p 


THIS  IS  QUITE  A 
SHIFT:  GROWTH 
FUNDS  HAVE  BEEN 


LAGGING  VALUE 
SINCE  2000 


lie- 


deal.  Flush  with  cash,  more  con:  ur 
also  are  raising  their  dividend;  i: 
while  earnings  growth,  which  ha  h~ 
on  a  strong  upward  trajectory  r  pj 
past  year,  is  expected  to  slow  dowar: 
profits  should  continue  to  be  :rac 
"[The  stocks  of]  high-quality  comp 
tend  to  perform  much  better  wh<l  f 
have  slowing  earnings  growth  in  t  £ 
500,"  Puglia  says. 

Leading  the  blue-chip  pack  is  G  \i 
Electric  Co.  "Management  has  ex  if 
extraordinarily  well,"  Puglia  says,  ity 
that  GE  recently  posted  the  best  qu 
results  in  a  decade.  Puglia  likes  tl 
that  GE  has  sold  businesses  that  t 
skimpy  returns  while  making  ma 
quisitions  in  the  lucrative  entertai:  \i 
and  health-care  fields.  He's  also  bull 
Harrah's  Entertainment  in  the  g; 
sector  and  Nokia  in  the  telecomm 
tions  group. 

MFS's  Adams,  meanwhile,  is  bkt 
on  storage-device  maker  EMC 
"Ask  a  chief  technology  officer 
really  matters,  and  they'll  say  it's  st 
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NiNin-vAVt'k  online 


For  interviews  wi 
fund  managers,  please  visit  us  online  at 
businessweek.com/extras 
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ore  Losses  Than  Gains  for  Equity  Funds 


are 


Y  TOTAL  RETURN* 

ural  Resources  13.28% 

ities  7.79 

n  America  7.06 

ific/Asia  ex-Japan  4.14 

J  Estate  3.91 

ersified  Emerging  Mkts.  3.47 

■cap  Value  1.23 

-cap  Blend  1.00 

[j  ge-cap  Value  0.57 

;  mestic  Hybrid  0.13 

I  cellaneous  -0.08 

fersified  Pacific/Asia  0.09 

^national  Hybrid  0.30 

I-ope  -0.48 

ge-cap  Blend  -0.51 

alth  0.56 

-rid  -0.71 


CATEGORY 

All  Cap 
Foreign 

Small-cap  Value 
Mid-cap  Growth 
Large-cap  Growth 
Small-cap  Blend 
Communications 
Small-cap  Growth 
Financial 
Japan 
Technology 
Precious  Metals 


TOTAL  RETURN* 
-1.01% 
-1.09 
-1.14 
-1.20 

-1.34 
-1.62 
-2.65 
-3.57 
-3.83 
-4.84 
-5.46 
-8.92 


n  plus  reinvestment  ot  dividends  and  capital  gams  before  taxes.  Jan.  1-June  10. 2005 
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International  Equity  Funds  0.18 

S&P  500  -0.40 

All  Equity  Funds  -0.52 

U.S.  Diversified  Funds  0.87 


Data:  Standard  &  Poor's 


security,"  Adams  says.  Her  fund, 
:h  is  down  2%,  is  also  nibbling 
ctively  on  large-cap  drug  companies 
i  as  Eli  Lilly,  Johnson  &  Johnson, 
Wyeth. 

urprisingly,  a  similar  list  of  drugmak- 

appears  in  the  $30  million  Live  Oak 

id;  1th  Sciences  fund.  A  standout  in  the 

haith-care  group  with  a  7.3%  gain  in 

.  f  5,  the  fund  usually  focuses  on  biotech 

>ffi  les.  But  pharmaceutical  giants  offer  a 

skdoor  biotech  play.  Aside  from  the 

m  ;onable  price  tag,  co-manager  Brandi 

lii  -n  likes  Pfizer  Inc.  because  if  s  deftly 

tlmering  with  biotech  companies  like 

irocrine  Biosciences,  which  offers  In- 

Glon,  an  insomnia  drug.  "If  I  were  a 

icech  company,  it's  the  first  door  I'd 

ipck  on,"  she  says.  "Pfizer  has  market- 

u|  muscle  and  scale." 

HNG  OIL'S  CLIMB 

ij  T/H  OIL  PRICES  soaring,  the  hot  natu- 

ii  resources  group  is  the  best-perform  - 

II:  mutual-fund  sector,  with  a  13.3% 

;;  n.  Some  investors  are  clearly  chasing 

nformance:  A  record  $2.2  billion  has 

ired    into    natural-resources    funds 

nough  early  June,  according  to  fund 

cker  AMG  Data  Services.  Even  the  nor- 

illy   staid   Vanguard   Group,   which 

i  ans  market-timing  shareholders,  is  let- 

g  investors  back  into  its  chart-topping 

j.l   billion  Vanguard   Energy   Fund. 

>sed  to  new  investors  at  the  end  of  last 

ir,  the  fund  has  gained  18.8%  in  2005. 


To  curb  short-term  opportunists,  Van- 
guard is  imposing  a  minimum  initial  in- 
vestment of  $25,000. 

With  a  mere  $8  million  in  its  coffers, 
Guinness  Atkinson  Global  Energy  Fund 
is  one  of  the  top-performing  funds  over- 
all so  far  in  2005,  with  a  gain  of  25%. 
Some  20%  of  the  portfolio  is  focused  on 
established  Canadian  companies,  in- 
cluding OPTI  Canada,  Canadian  Natural 
Resources,  and  Canadian  Oil  Sands 
Trust,  which  are  mainly  in  the  business 
of  extracting  oil  from  Canadian  oil 
sands.  That  usually  is  an  unprofitable 
venture  because  it  typically  costs  about 
$24  a  barrel  to  extract  oil  from  frozen  bi- 
tumen. "But  when  oil  is  above  $40  a 
barrel,  it's  a  perfectly 
reasonable  proposi- 
tion," says  manager 
Tim  Guinness. 

There's  another 
nice  surprise  coming 
in  the  midyear  state- 
ments. Bond  funds  re- 
main in  positive  terri- 
tory despite  moves  by 
the  Federal  Reserve  to 
boost  interest  rates. 
The  average  bond 
fund  has  had  a  total 
return  of  1.2%  so  far 
this  year,  and  some 
fixed-income  portfo- 
lios are  posting  even 
better  results.   High- 


yield  municipal  funds  rose  3.7%  while 
long  government  bonds  are  up  3.6%. 
Those  certainly  aren't  blockbuster  gains, 
but  considering  that  analysts  were  pro- 
jecting Armageddon,  they  look  pretty 
good.  Many  pros  say  that  the  U.S.  bond 
rally  is  nearing  its  end,  though. 

With  rising  commodity  prices,  emerg- 
ing-markets bonds  have  been  on  a  hot 
streak,  too.  Emerging-markets  bonds  are 
up  3.7%.  A  decade  ago,  investors  in  the 
U.S.  had  few  fixed-income  options 
abroad— they  could  buy  only  sovereign 
debt  as  well  as  a  smattering  of  corporate 
offerings  in  Latin  America.  In  the  past 
year,  it  has  become  easier  to  buy  debt  de- 
nominated in  local  currencies.  "There's  a 
lot  of  value  in  local  currency  markets," 
says  Kristin  Ceva,  co-manager  of  the  $61 
million  Payden  Emerging  Markets  Bond 
Fund.  Ceva  has  been  a  buyer  of  local 
currency  bonds  in  Brazil,  Mexico,  Peru, 
and  Colombia. 

Fund  investors  also  have  done  well  in 
Latin  American  stock  funds  (up  7.1%), 
since  they  are  chock-full  of  raw  materials 
companies.  Plenty  of  Latin  American 
names  are  popping  up  in  more  diversified 
portfolios,  including  the  $1.2  billion  UMB 
Scout  Worldwide  Fund,  which  holds  Ce- 
mex,  a  Mexican  cement  maker,  Petrobras, 
a  Brazilian  oil  company,  and  Aracruz 
Celulose,  a  Brazilian  pulp  manufacturer. 
Manager  James  Moffett  expects  these 
commodities  to  lose  momentum 
eventually  as  economies  cool  down 
worldwide,  but  so  far  he's  sticking  with 
his  investments.  "The  horse  is  still  run- 
ning," he  says. 

Investors  who  ventured  south  earlier 
this  year  have  been  duly  rewarded.  But 
with  large-cap  growth  stocks  perking  up, 
the  best  returns  of  the  second  half  may  be 
earned  at  home.  ■ 


The  Big  Equity  Funds  Tread  Water 

FUND 

ASSETS 
(BILLIONS) 

TOTAL 
RETURN* 

Vanguard  500  Index  Inv. 

$79.3 

-0.38% 

|  Investment  Company  of  America  A 

63.4 

0.16 
0.27 

Washington  Mutual  Investors  A 

61.2 

Growth  Fund  of  America  A 

59.0 

1.17 

-0.47 

Fidelity  Magellan 

55.6 

'  Standard  &  Poor's  Depositary  Rcpts. 
Fidelity  Contrafund 

48.4 

-0.38 

45.6 

2.63 

i  Dodge  &  Cox  Stock 

44.4 

0.48 

Income  Fund  of  America  A 

43.8 

-0.56 

EuroPacific  Growth  A 

36.9 

0.03 

j    "Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes  Jan  1-june  10. 2005 
Data:  Standard  &  P 
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The  Equity  Investor's  26-Week  Micro-Cap  Review 


Selected  profiles  of  the  nations  top  price-performing  Micro-Cap  companies  as  of  3/31/05. 


From  the  approximate  2,700  domestic  companies  with  market 
capitalizations  under  200  million  dollars,  the  following  pages  highlight 
selected  top-ranking  firms,  in  terms  of  share  price  performance  for  the 
26-week  period  ending  3/31/05.  Each  profile  describes  a  leading 
company  including  its  industry,  market  trends  and  reasons  for  success, 
as  written  by  company  management.  While  past  performance  is  never  a 
guarantee  of  future  results,  these  top-performing  companies  represent 
investment  opportunities  worthy  of  a  micro-cap  investor's  close  consideration. 


Gain/Loss  for  the 
26-Week  Period 
Ending  3/31/05 


4% 


5% 


O  dj|a 

O  s&p  5°o 

@  NASDAQ  Composite  Index 

@)  Average  Share  Pick  Gain  of 
Micro-Cap  Companies  Profil 
this  section 


MOD-PAC  CORP.  •  MPAC  •  Printing  &  Business  Services 


Buffalo,  NY  •  IR  Contact  Deborah  Pawlowski  •  716-843-3908 
www.modpac.com  •  www.printlizard.com 

L^U^^F\   A  rapidly  growing  print  services  firm  that  can  serve  hundreds  of 
^^J^Wr    thousands  of  small  pnnt  orders  aggregated  through  the  internet 
^JtjC^    operates  a  unique  low-cost  business  model.    MOD-PAC  has 
^^^^^    leveraged  its  capabilities  to  innovate  and  aggressively  integrate 
technology  into  its  marketing  and  operations  to  provide  on  demand  print  prod- 
ucts and  services.   MOD-PAC  is  aggregating  the  $25  billion  small  print  market 
niche  by  offering  customized  print  products  through  multiple  market  channels. 
It  is  capitalizing  on  the  power  of  the  internet  to  receive  and  manage  large  volumes 
of  orders  through  its  new  division,  Printlizard®. 

•  Consistently  outpaces  peers  in  revenue  growth 
and  profit  margin  performance 

•  Revenue  growth  driven  by  both  new  customers 
and  higher  volumes  from  existing  customers 

•  Long-term  debt  to  equity  of  8.2% 

•  Strong  cash  generation  business  model 


$41.2 


$30.8 


O 

o 

CM 


$32.1 

li 


$50.3 


8 


Revenue  (in  millions) 


Astronics  Corporation  •  ATR0  •  Aerospace  &  Defen 


East  Aurora,  NY  •  IR  Contact  David  Bumey  •  716-805-1599 
www.astronics.com 

Ji  oT»/"» ii#f  r*c  ^  leading  manufacturer  of  advanced ,  high-performanca 
cckpowion  mg^  electronics  and  electrical  power  systems  for  the  j 
aerospace  industry,  Astronics  Corporation  serves  the  military,  commercial 
and  business  jet  aircraft  markets.  The  combination  of  the  strengthening  wor 
aerospace  industry  and  its  strategy  for  product  breadth  expansion  and  inc 
product  content  per  aircraft,  should  result  in  strong  growth  in  2005  and  beyo 

•  Expected  revenue  growth  of  over  100%  in  2005  •  Record  backlog  •  Sig 

investment  in  engineering  and  development  over  last  several  years  on  several  I 

aircraft  platforms  •  Several  development  projects  move  to  production  in  20 

Key  Manager's  Statement  -  "From  a  component  supplier  just  several  years  ago,  i 
evolved  into  a  provider  of  both  electronic  and  lighting  systems,  and  as  we  contii 
execute  our  strategy  of  increasing  content  on  each  aircraft,  we  will  further  enlan 
market  opportunities.  We  are  extremely  excited  about  our  acquisition  in  Febn 
Astronics  AES,  a  leading  systems  supplier  of  intelligent  electrical  power  generatio 
tribution  and  controls  for  aircraft. "  -  Peter  J.  Gundermann,  CEO 


HearUSA,  Inc.  •  AMEX:  EAR  •  Healthcare  Services 


West  Palm  Beach,  FL 


IR  Contact:  Paul  A.  Brown,  M.D.  •  1-800-323-3277x123 
www.fearusa.com 


•—•"«■  |  f  ^  HearUSA,  the  third  largest  provider  of  hearing  care  in 

*~* ,  .^   ,  ^  $2  8B  industry,  recently  reported  double-digit 

revenue  growth  and  improving  financial  results.  The 
company  was  started  by  Paul  A.  Brown,  M.D ,  founder  of  Quest  Diagnostics,  a  clin- 
ical laboratory  with  annual  revenues  of  $5B.  Significant  growth  is  expected  from  the 
ageing  of  the  population  and  hearing  loss  in  younger  individuals  from  environmen- 
tal noise.  Healthcare  provider  contracts  now  account  for  60%  of  annual  revenues. 
The  recent  passage  of  the  "Medicare  Prescription  Drug  Improvement  and 
Modernization  Act"  could  increase  revenues  from  this  segment  of  the  business  as 
more  patients  shift  from  Medicare  to  managed  care.  The  company's  S52M  financ- 
ing agreement  with  Siemens  includes  a  $25M  line  of  credit  for  acquisu 

Key  Manager's  Statement  -  "My  goal  is  to  accomplish  in  the  field  of  hearing  care  what  I  did  in 
the  laboratory  field-establish  a  national  healthcare  services  provider  that  is  positioned  to  ben- 
efit from  legislation  and  demographic  trends.  "-PsulA.  Brown,  MD. ,  Founder  &  Chairman 


Columbus  McKinnon  Corporation  •  CMC0  •  Capital  Got 


Cokmbut  MrXrmon  Corporation 


Amherst,  NY  •  IR  Contact  Robert  R.  Friedl  •  716-689-5479 
www.cmworks.com 

T»    Columbus  McKinnon  is  a  leading  worldwide  desj 
and  manufacturer  of  material  handling  products,  sys 
and  services,  which  efficiently  and  ergonomically 
lift,  position  or  secure  material.  Key  products  include  hoists,  cranes, 
and  forged  attachments.  CMCO  dominates  the  U.S.  markets  for  hoist1 
forged  attachments  and  is  growing  its  international  exposure  through 
products  and  an  expanding  distribution  channel. 

•  Market  Leadership  -  Holds  leading  market  position  in  U.S. 

•  Global  Reach  -  Growing  presence  in  Europe  and  Asia 

•  Progressive  Lean  Manufacturing  - 
Reduced  inventory,  lower  working 
capital  needs  and  expanded  capacity 

•  Aggressive  debt  reduction  program: 
$150  million  debt  paid  in  five  years 


$5148     i 

S480  0 

*  1  a  1 


Revenue  (in  millions) 
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acific  Ethanol  •  PEIX  •  Clean  Energy  Technology 


thanol,  Inc. 


Fresno,  CA  •  IR  Contact:  John  Liviankis  •  415-389-4670 
www.pacificethanol.net 

Pacific  Ethanol  (NASDAQ:  PEIX)  has  gone  public 
recently  and  is  one  of  a  few  publicly  traded  Ethanol 
"pure  plays."  As  California's  leading  Ethanol  distribu- 
tion and  marketing  company  (with  sales  growing  from 
$15  million  '02,'  $30  million  '03,'  $80  million  '04)  rev- 
enues are  expected  to  accelerate  as  the  company  verti- 
tegrates  through  the  construction/acquisition  of  multiple  ethanol 
ion  plants  in  the  state  of  California  and  west  coast.  Additional 
will  be  fueled  by  State  and  Federal  energy  legislation.  Ethanol  ben- 
clude  1)  product  price  competiveness  2)  cleaner  air  3)  higher 
engine  performance  4)  less  dependency  on  foreign  oil  5)  stimulates 
ural  economies  6)  reduces  dependency  on  U.S.  refinery  capacity 
ns.  PEIX  founder  and  Chairman  Bill  Jones  was  California  Secretary 
:  and  Republican  nominee  for  U.S.  Senate  in  2004. 


NMT  Medical,  Inc.  •  NMTI  •  Medical  Technology 


oston,  MA  •  IR  Contact:  Richard  E.  Davis,  VP  &  CF0  •  617-737-0930 
www.nmtmedical.com 

NMT  Medical  designs,  develops  and  markets  proprietary  implant 
technologies  that  allow  interventional  cardiologists  to  treat  cardiac 
sources  of  migraine  headaches,  stroke  and  other  potential  brain 
through  minimally  invasive,  catheter-based  procedures.  NMT  Medical  is  tnves- 
;  the  potential  connection  between  a  common  cardiac  defect  called  a  patent 
ovale  (PFO)  and  brain  attacks  such  as  migraine  headaches,  stroke  and  tran- 
:hemic  attacks  (TIAs).  A  PFO  can  allow  venous  blood,  unflltered  by  the  lungs, 
the  anerial  circulation  of  the  brain,  possibly  triggering  a  cerebral  event  or  brain 
NMT  is  a  leader  in  designing  and  developing  implants  to  seal  the  PFO  defect. 

lager's  Statement  ■  "The  potential  PFO/migraine  connection  has  received  recent 
m  in  leading  peer-reviewed  publications.  NMT,  through  our  MIST  and  CLOSURE  I  clin- 
Is,  is  investigating  the  potential  connection  between  PFO  and  brain  attacks  such  as 
e  headaches,  strokes  and  TIAs.  As  a  recognized  leader  in  PFO  closure,  establishing 
relevancy  between  PFO  and  these  brain  attacks  would  provide  the  company  with 
tial  growth  opportunities  in  the  years  ahead. "  -  John  £  Ahem,  President  &  CEO 


Amarin  Corporation  •  AMRN  •  Biotech/Pharmaceutical 


London,  U.K.  •  IR  Contact  investor.relations@amarincorp.com  •  +  44  (0)  207  499 

9009 

y4  ■«  j-  a  t*  T"i\T  Amarin  is  a  neuroscience  company  focused  on  the  research. 
¥  \iyJLr\Jt\Jli^l  development  and  commercialization  of  novel  drugs  for  the 
treatment  of  central  nervous  system  disorders.  Amarin's  leading  pipeline  product, 
Miraxion™,  is  in  phase  III  development  for  Huntington's  disease  ("HD")  and  in 
phase  II  development  for  depression.  Miraxion  has  been  granted  fast  track  designa- 
tion by  the  U.S.  Food  and  Drug  Administration  for  HD  and  has  received  orphan 
drug  status  in  the  U.S  and  Europe.  Amarin  is  based  in  the  United  Kingdom  but 
strategically  focused  on  the  U.S.  neurology  market.  Amarin  is  quoted  on  Nasdaq. 

Key  Manager's  Statement  •  "Amarin  has  been  dramatically  transformed  in  the  last  12  months. 
The  divestiture  of  certain  businesses  enabled  us  to  settle  all  of  our  debt  obligations  and  we 
are  now  debt  free.  In  this  period  we  also  raised  $30m  of  cash  in  new  equity  and  acquired  our 
research  and  development  partner  which  led  to  a  significant  expansion  of  our  pipeline.  2005 
is  proving  to  be  a  very  important  year  for  Amarin  with  the  commencement  of  final-stage 
phase  III  trials  for  our  lead  product,  Miraxion,  in  HD,  and  the  potential  to  secure  a  development 
and  marketing  partner  for  our  phase  II  depression  program. "  ■  Rick  Stewart,  CEO 


Rentech,  Inc.  •  RTK  •  Clean  Energy  Technology 


Denver,  CO  •  IR  Contact:  Mark  Koenig  •  303-298-8008 
www.rentechinc.com  •  mkir@rentk.com 

Rentech,  Inc.  owns  a  proprietary  and  patented  Fischer-Tropsch 
(FT)  gas-to-hquids  process  for  converting  underutilized  resources 
such  as  coal,  petroleum  coke  or  natural  gas  into  ultra-clean  fuels 
and  chemicals  m  an  environmentally  beneficial  manner.  Rentech's 
clean  coal  technology  initiatives  include  the  proposed  conversion 
of  Royster-Clark's  nitrogen  fertilizer  plant  in  East  Dubuque,  Illinois  from  expensive 
natural  gas  to  cost  effective  coal  This  conversion  will  provide  Rentech  the  develop- 
ment platform  to  construct  the  USA's  first  advanced  coal  gasification,  poly-genera- 
tion facility  producing  ultra-clean  FT  fuels,  fertilizer  and  electricity  utilizing 
advanced  clean  coal  technologies  while  reducing  overall  emissions  from  the  plant 
Key  Manager's  Statement  ■  "The  growing  need  for  alternatives  to  conventional  crude 
oil  provides  an  opportunity  to  make  Rentech's  gas-  and  coal-to-liquids  conversion 
technology  instrumental  in  supplying  America's  next  generation  of  transportation 
fuels.  Coal-to-Liquids  technology  could  improve  our  Country's  ability  reduce  its  for- 
eign oil  dependency  while  utilizing  our  most  abundant  resources  in  a  clean  and 
responsible  manner."  -  Dennis  L  Yakobson,  Chairman,  President  &  CEO 
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Personal  Business  Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

AT  HOME  AND  IN  BOOMING  ASIA,  FEDEX  IS  DELIVERING  THE  GOODJt 


WIRELESS  PHONES  HAVE  HEATED  UP  ALASKA  COMMUNICATIONS. 


CASUAL  MALE  OUTFITS  THE  SWELLING  RANKS  OF  OUTSIZE  MEN. 


SHARES  ARE 
DOWN  TO  EARTH 
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Data:  Bloomberg  Financial  Markets 


FedEx:  All  Set  for  Takeoff 

FEDEX  (FDX)  HIT  a  new  high  of  101  in  early  March,  up 
from  90  in  January,  but  has  since  run  into  head  winds. 
The  shares'  drop,  to  86,  has  made  some  big  investors  bail 
or  pare  their  stakes— as  analysts,  spooked  by  surging  oil  prices 
and  fierce  rivals,  trimmed  their  2005 
and  2006  profit  forecasts.  But  John 
Maloney  of  M&R  Capital  Management 
thinks  FedEx  is  now  a  bargain:  Its 
price-earnings  ratio  has  dived  to  15 
from  19,  where  it  had  been  in  the  past 
five  years,  he  notes.  So  he  has  been 
buying.  With  its  own  planes  and  trucks, 
"FedEx  is  the  undisputed  leader  in 
domestic  air  parcel,  with  huge 
prospects  in  Asia,"  says  Maloney.  China 
and  India  in  particular,  he  believes,  will 
help  FedEx  achieve  15%  yearly  earnings 
growth.  In  ground  parcels,  FedEx,  with  a  16%  share  of  the  U.S. 
business,  is  a  distant  No.  2  to  United  Parcel  Service's  65%.  But 
FedEx  is  gaining,  notes  Rick  Paterson  of  UBS,  which  has  done 
banking  for  FedEx.  Rating  the  stock  a  buy,  Paterson  says  FedEx 
will  get  a  big  boost  from  its  rising  share  in  ground  deliveries 
and  from  go-go  business  in  China.  Paterson  sees  earnings  of 
$4.83  a  share  in  the  year  ended  May  31, 2005,  on  sales  of  $29.5 
billion;  $5.52  in  2006  on  $31.4  billion;  and  $6.22  in  2007  on 
$337  billion.  His  price  target:  118. 

Heading  North  to 
Alaska  Communications 

WITH  ITS  RICH  8.4%  DIVIDEND  YIELD,  Alaska  Com- 
munications Systems  Group  (ALSK)  is  an  eye-catcher. 
But  the  real  appeal,  say  some  pros,  is  growth,  driven 
by  its  surging  wireless  service.  Shares  of  ALSK,  the  largest  local 
exchange  carrier  and  No.  2  wireless  service  provider  in  Alaska, 
have  been  electric,  bolting  from  5.25  in  October  to  10.20  on 
May  30— before  easing  to  9.84  lately.  Charles  Purcell  of  Gart- 
more  Global  Investments,  whose  small- cap  core  fund  owns 
shares,  says  wireless  service  is  powering  Alaska's  expansion. 
Revenues  from  wireless  are  expected  to  hit  $88  million  in 
2006,  up  from  $76  million  in  2005  and  $56  million  in  2004. 
Purcell  sees  the  stock  at  12  in  a  year.  David  Barden  of  Banc  of 
America  Securities,  which  has  done  banking  for  ALSK,  rates  the 
stock  a  buy— as  an  attractive  hybrid  of  a  turnaround  and 
dividend-yield  stock  New  management,  under  CEO  Liane 
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Pelletier,  is  improving  the  wireless 
service  and  focusing  on  growth— to  pay 
for  high  dividends.  Still  in  the  red, 
Alaska  will  make  money  by  2006.  Even 
now,  EBITDA  (earnings  before  interest, 
tax,  depreciation,  and  amortization)  is 
rising.  Barden  puts  EBITDA  at  $111.8 
million  on  sales  of  $314  million  in  2005 
and  at  $114.2  million  on  $319  million  in 
2006— up  from  $104  million  on  $302 
million  in  2004. 


DEC.  7,  '04         JUNE  15.  C 
Data:  Bloomberg  Fmanoa 


The  Big  and  the  Tall 
Stride  Into  Casual  Male 


MEN  WITH  WAISTLINES  above  44  inches— there  are 
some  20  million  of  them  in  America— and  those  ove 
feet  are  beautiful  in  the  eyes  of  the  Casual  Male  Ret;  L 
Group  (CMRG),  the  top  retailer  of  men's  outsize  apparel,  witl 
530  stores  in  44  states.  Its  largest  rival,  Dahle's  Big  &  Tall 
Superstores,  has  16  shops.  "I  don't  normally  invest  in  retail,  I 
Casual  Male  grabbed  me  because  of  its  strong  niche  market— 
and  new  management  that's  taming  it  around  by  upgrading  arc 
merchandise  and  stores,"  says  Rodney  Hathaway  of  Heartlar*' 
Advisors,  which  has  bought  shares. 
Now  at  7.22,  the  stock  could  hit  14  in  a 
year,  says  Hathaway,  based  on  rising 
operating  margins  (up  from  2.2%  in 
2004  to  10%  by  2007),  mainly  from 
new  high-margin  brands  and  cost- 
cutting.  Paula  Kalandiak  of  Roth 
Capital  Partners  rates  the  stock  a  buy 
because  of  favorable  demographics 
(more  obesity  in  young  men),  16 
straight  months  of  rising  store  results, 
and  increasing  sales  of  its  new  George 
Foreman  line,  which  carries  the  highest 
margins.  Kalandiak  expects  earnings  of  25<t  a  share  on  sales 
$436  million  for  the  year  ending  Jan.  30, 2006,  and  41<t  on 
$488.6  million  for  2007  "If  traffic  increases,  especially  in 
holidays  such  as  Father's  Day,  there  will  be  upside  to  our 
numbers,"  says  Kalandiak.  II 
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Gene  Martial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  the* 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investme 
banking  or  other  financial  relationships  with  them. 
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Corporate  Housing 


First  Choice  Corporate  Housing  Group 

Where  You'll  Feel  at  Home 
provide  furnished  1 ,  2  or  3  bedroom  apartments  in  the  Southeast 
orida  area  (Dade,  Broward  and  Palm  Beach),  for  30  days  or 
nger.  Our  Mission  is  to  become  the  Corporate  Housing  fulsr  quote t 
ovider  of  your  choice,  by  earning  the  loyalty  of  our  customers 
id  exceeding  their  expectations,  providing  warm,  sincere  and 
ofessional  service.  For  Corporate  Housing  information,  please  contact  us: 
800-334-3177  (us  only),  or  visit  our  website:  www.firstchoicecorphousing.com 


New  Homeowners, 

.Vealthy  Individuals, 

New  Movers 


t  by:  Age.  Income.  Home  Value.  Occupation 

|  Call:  1-866-626-2563 

E-mail:  sandi@infoUSA.com 
www.infoUSA.com  02BWK 


:ales  volume,  business  type,  contact  name, 

credit  rating  and  more. 

11.5  Million  Executives  &  Professionals 


ales  Leads  &  Mailing  Lists 


14  Million  Businesses-Select  by  geography, 


Reach  the  right  decision  makers. 

Call:  1-866-271-7198 

www.infoUSA.com  mam 


Distance/Advanced  Learning 


DISTANCE  LEARNING 


Doctorate,  Masters  and  Bachelors 
in  Business  Administration, 
Psychology  and  Law. 

Southern  California  University 

for  Professional  Studies 
1840  E  17th  Street  Santa  Ana.  CA  92705 
Educational  Loans  Available 
(800)477-2254  WWW.SCUPS.EDU 


usiness/Career  Opportunities 


Th»  current  economy  is  making 
.IG  MONEY  for  loan  and  leasing  brokersi 

OWN  '/OUR  OWN 
XUjINSjS  LOAN  COMMM 

Business  loans/Factoring/Equipment  leasing 

Arrange    business    loans    and    leases 
from  $10,000  to  $10  million. 
Work  directly  with  national 
lenders.     No     experience 
needed.     We     completely 
train      and      support      you 
Unlimited    earning    potential 
and  residual  income. 

FOR  A  FMI  VIDIO 
AND  INFO  BROCHURE 

CALL  800-336-3933 

WWW.VIEVVTLC.COM 
C"  The  Loan  Consultants,  Inc. 


China's  Top 

Manufacturing 

Network 

Solution! 

•  Sourcing  and  establishing 
best  fit  supply  network 

•  Process  mapping  and  on  site  QA 

•  Cost  reduction  &  execution 

•  Logistics  consolidation 

•  Order  and  shipment  management 

•  Over  2,000  project  management 
experiences,  ISO  9001  certified 

www.e-bi.net    503-644-2290 

e-BI  -  Maximizing  your  China 
outsourcing  results! 


Business/Career  Opportunities 


AN  INCREDIBLE  INVENTION 


Proven  to  cut  electricity  costs 
by  up  to  40%. 

Manufacturer  seeks  USA  &  overseas 
distributors  for  this  top  quality  high  tech 
product  with  amazing  consumer  demand. 

Tel:  +44  (0)  1872  223  000 

Contact:  www.somars.com 

for  further  information 


TIME  TO  GO  SOLO? 

Double  Your  Income  From 

Home.  Yes  •  Even  Yours 

Not  MLM  or  Franchise 

www.CEOinShorts.com 


For  Free  DVD  or  Video  Call 
(800)233-0741,  Ext.408i 

www.endletspools.com/408 1 


Credit  Reports 


Unlimited  Business  Credit  Reports 
On  14  Million  Businesses 


Call  800-567-4582 

Crecfif.net 

a  division  of  mfoUSA 

17BWT 


Select  your  own  environment,  your 
own  scenery,  your  own  island! 

Charter  a  motor  yacht,  motor  sailer  or  sailing 

yacht  (for  4  to  200  guests,  from  60'  to  490' 

and  $1 .500  to  S200.000  per  day 

for  entire  yacht  with  its  full  crew)  from 
VALEF  YACHTS,  agents  for  the  largest  fleet 

of  crewed  yachts  for  charter  in  Greece. 

•  You  can  plan  your  own  itinerary 

with  your  own  captain 

•  Your  food  with  your  own  chef 

•  Your  drinks  with  your  own  steward, 

or  leave  it  up  to  them  to. .  .pamper  you. 

VALEF  YACHTS  LTD. 

P.O.B.  385,  Ambler.  PA  19002  U.S.A. 

Tel:  (215)  641-1624*  (800)  223-3845 

Fax:(215)641-1746 

E-mail:  INFO@VALEFYACHTS.com 

Website:  VALEFYACHTS.com 


Marketplace  Advertisers 


The  BusinessWeek  Marketplace. ..It  Works! 

•  Advertise  in  the  BusinessWeek  Marketplace 

and  reach  5  million  responsive  readers. 

•  Reaching  more  business  professionals  than 
any  other  business  magazine... 

BusinessWeek  is  the  place  to  be  with  your  ad! 

Call  for  special  advertising  rates  and  value  added  features: 

800-424-3090 

or  email:  MMiller@classifiedinc.com 
(For  customer  service/subscription  call  800-635-1200) 


Personal  Business  Figures  of  the  Wee 


STOCKS 


JUNE  9-15 
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COMMENTARY 

Despite  five  positive  trading 
sessions  in  a  row,  the  Dow  barely 
budged,  ending  up  0.9%,  while 
the  S&P  500  and  NASDAQ 
advanced  1%  and  0.7%, 
respectively.  The  real  action, 
though,  shifted  to  the  oil  market, 
where  crude  rose  above  $55  per 
barrel.  Meanwhile,  bond  traders, 
caught  in  a  game  of  chicken  with 
the  Fed,  blinked,  sending  the  yield 
on  the  10-year  T-note  to  4.11%. 

Data:  Bloomberg  Financial  Markets.  Reuters 


MUTUAL FUNDS 


4-WEEK  TOTAL  RETURN 

WEEK  ENDED  JUNE  14 

■i  SAP  500  ■  U.S.  DIVERSIFIED  «•  ALL  EQUITY 


52-WEEK  TOTAL  RETURN 

WEEK  ENDED  JUNE  14 

■i  SAP  500  ■  U.S.  DIVERSIFIED  M  ALL  EQUITY 


%  3  6  9  12  15  18 

Data:  Standard  &  Poor's 


U.S.  MARKETS 

JUNE  15 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE      MONTHS 

S&P  500 

1206.6 

1.0 

-0.4 

6.6 

Dow  Jones  Industrials 

10,566.4 

0.9 

-2.0 

1.8 

NASDAQ  Composite 

2074.9 

0.7 

-46 

4.0 

S&P  MidCap  400 

686.2 

1.8 

3.4 

15.5 

S&PSmallCap600 

333.3 

2.4 

1.4 

17.4 

DJ  Wilshire  5000 
SECTORS 

11362.1 

1.2 

0.1 

8.7 

BusinessWeek  50* 

717.5 

1.7 

1.8 

10.3 

BW  Info  Tech  100" 

355.6 

-0.2 

-4.7 

3.7 

S&P/BARRA  Growth 

579.5 

0.5 

-0.4 

2.4 

S&P/BARRA  Value 

622.8 

1.4 

-0.4 

10.8 

S&P  Energy 

345.3 

4.8 

19.6 

41.8 

S&P  Financials 

395.0 

0.6 

-3.9 

3.2 

S&P  REIT 

150.0 

1.3 

3.8 

29.1 

S&P  Transportation 

211.6 

-1.6 

-12.4 

6.5 

S&P  Utilities 

155.3 

0.9 

9.7 

31.8 

GSTI  Internet 

166.7 

-0.2 

-6.5 

4.4 

PSE  Technology 

757.1 

0.8 

-2.8 

6.3 

•Mar.  19. 1999= 

=1000     * 

•Feb.  7.  2000=1000 

GLOBAL  MARKETS  juneis 

S&P  Euro  Plus  (U.S.  Dollar)  1336.6 

London  (FT-SE 100)  5019.5 

Paris  (CAC  40)  4184.4 

Frankfurt  (DAX)  4548.4 

Tokyo  (NIKKEI  225)  11,415.9 

Hong  Kong  (Hang  Seng)  13314.3 
Toronto  (S&P/TSX  Composite)  9866.6 

Mexico  City  (IPC)  13.50L5 


FUNDAMENTALS 

S&P  500  Dividend  Yield 

S&P  500  P/E  Ratio  (Trailing  12  mos.)     19.7 

S&P  500  P/E  Ratio  (Next  12  mos.)*       15.8 
First  Call  Earnings  Revision* 


TECHNICAL  INDICATORS 

S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 


63.0% 
0.69 


JUNE  14        WEEK  AGO 

2.05%      2.03% 


-0.53% 

JUNE  14        WEEK  AGO 

1169.9       1167.5 


62.0%     Neu 
0.78        Neutr 


Insiders:  Vickers  NYSE  Sell/buy  ratio    3.33  3.17      NegaV" 


BEST-PERFORMING 
GROUPS 

Computer  Retailers 
Oil  &  Gas  Drilling 
Homebuilding 
Oil  &  Gas  Refining 
Automobiles 


LAST 
MONTH  -  - 

27.9 
23.3 
20.4 
18.8 
18.6 


LAST  12 
MONTHS  H 


Fertilizers  &  Ag.  Chems. 
Oil  &  Gas  Drilling 
Oil  &  Gas  Refining 
Homebuilding 
Managed  Health  Care 


89.9 
74.6 
70.8 
67.4 
64.8 


WORST-PERFORMING 
GROUPS 

Home  Furnishings 
Publishing  &  Printing 
Advertising 
Airlines 
Biotechnology 


LAST 
MONTH  % 

-5.8  IT  Consulting 

-3.0  Insurance  Brokers 

-2.8  Automobiles 

-2.7  Motorcycles 

-2.0  Auto  Parts  &  Equip. 


EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN  %      52-WEEKTOTALRETURN 


INTEREST  RATES 


LEADERS 

LEADERS 

Natural  Resources 

11.3 

Latin  America 

58.4 

Precious  Metals 

10.9 

Natural  Resources 

40.6 

Latin  America 

8.2 

Real  Estate 

35.7 

Small-cap  Value 

LAGGARDS 

6.2 

Diversified  Emerg.  Mkts. 

LAGGARDS 

34.3 

Hearth 

0.8 

Japan 

-1.3 

Japan 

1.9 

Technology 

0.4 

Europe 

1.9 

Health 

5.4 

Foreign 
EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 

2.1 

% 

Large-cap  Growth 

52-WEEKTOTALRETURN 

5.4 
% 

KEY  RATES juneis  weekagq  yi 

Money  Market  Funds  2.61%      2.58% 

90-Day  Treasury  Bills  239         3  01       1. 

2-Year  Treasury  Notes  3.71        3.60       2.79 

10-Year  Treasury  Notes  4.11         394       4.72  I; 

30-Year  Treasury  Bonds  4.40         4.22  5.40, 

30-Year  Fixed  Mortgage  f  5.54         5  45  6.30* 

tBanxQuote.  Irvlj 


Vtrti 


LEADERS 

Apex  Mid  Cap  Growth  19.0 

PrFds.  Mble.  Tlcmms.  Inv.  17.3 

ProFunds  Oil  &  Gas  Inv.  17.3 

Guinness  Atkn.  Gl.  Europe  14.8 

LAGGARDS 

Van  Wagoner  Post  Vent.  -12.7 
Potomac  Sm.Cap/Sh.  Inv.  -12.2 
ProFds.  USh.  Sm.  Cap  Inv.  -12.0 
Van  Wagoner  Technology  -12.0 


LEADERS 

iShares  MSCI  Brazil  Idx.  75.0 

ProFunds  Oil  &  Gas  Inv.  64.7 
iShares  S&P  L.  Am.  40  Idx.  613 

Merrill  Lynch  Lat.  Am.  B  61.3 

LAGGARDS 

Ameritor  Investment  -57.1 

ProFds.  USh.  Mid  Cap  Inv.  -27.3 

ProFds.  USh.  Sm.  Cap  Inv.  -24.8 

Van  Wagoner  Emerg.  Gr.  -22.1 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


10-Yfl  30NC 

General  Obligations 

3.61% 

4.341 

Taxable  Equivalent 

5.16 

6.2C 

Insured  Revenue  Bonds 

3.69 

4.40 

Taxable  Equivalent 

5.27 

6.29 

;r 


THE  WEEK  AHEAD 


LEADING  INDICATORS  Monday, 
June  20, 10  a.m.  EDT))  The 
Conference  Board's  May  index  of 
leading  economic  indicators  is 
forecast  to  have  fallen  by  0.2%,  the 
fifth  consecutive  decline.  That's  the 
consensuyestimate  of  economists 
polled  by  Action  Economics.  The 
index  has  been  pulled  down  in 
large  part  by  a  narrowing  in  the 
spread  between  the  yield  on  the 
10-year  Treasury  bond  and  the 
federal  funds  rate. 


EXISTING  HOME  SALES 

Thursday,  June  23, 10  a.m. 
EDT  »May  home  sales  probably 
eased  a  little,  to  an  annual  rate  of 

7.1  million,  after  surging  to  a  record 

7.2  million  in  April.  Robust  sales 
helped  push  the  median  price  for  a 
home  up  15.1%  from  the  previous 
year,  the  strongest  yearly  price  gain 
since  1980. 

DURABLE  GOODS  ORDERS  Friday, 
June  24,  8:30  a.m.  EDT  » 
Orders  for  durable  goods  probably 


held  steady  during  May.  In  April 
oiders  rebounded  1.9%  on  a  big 
jump  in  civilian  aircraft  orders. 
Recent  data  covering  factory 
activity  have  been  mixed. 
NEW  HOME  SALES  Friday,  June 
24, 10  a.m.  EDT  »  New  home 
sales  in  May  are  expected  to  have 
remained  unchanged  from  the 
record  annual  rate  of  1.32  million 
hit  in  April.  So  far  in  2005,  sales 
are  on  track  to  set  another  record 
for  the  whole  year. 


The  BusinessWeek  production  indf  I 
improved  to  242.1  for  the  weef 
ended  June  4,  10.4%  above  ttit 
previous  year  reading.  Befor 
calculation  of  the  four-week  movin 
average,  the  index  eased  to  242.8.    - 


BusinessWeek  on  I'm  S 


For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 
www.businessweek.com/extras 
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« Index 


ie  Companies 


^ndex  gives  the  starting  page  for  a  story  or  feature  with  a 

ficant  reference  to  a  company.  Most  subsidiaries  are  indexed  under 

[own  names.  Companies  listed  only  in  tables  are  not  included. 
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Visual  50 
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ilerChrysler(DCX)26 
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Delphi  (DPH)  26 
Devon  Energy  (DVN)  120 
DKRW  Energy  49 
Dongwoo  Animation  50 
Dow  (DOW)  122 
DreamWorks  50 
DuPont(DD)122 


eBay  (EBAY)  96 
Efficient  Frontier  96 
Eli  Lilly  (LLY)  124 
EMC  (EMC)  36, 124 
Evensky&Katz96 
ExxonMobil  (XOM)  91 


FedEx  (FDX)  128 
FEI(FEI)122 
Ford  (F)  24, 26, 46 

Fox  (NWS)  92 
Franklin  Bank  (FBTX)  32 
Fujitsu  (FTJSY)  22 

G 

Gap  (GPS)  13 

Gartmore  Global  128 

GE(GE)13,122,124 

Gemstar-TV  Guide  (GMST)  24 

Genentech(DNA)78 

Gentex(GNTX)26 

Gillette  (G)  16, 124 

GlaxoSmithKline(GSK)44 

GM(GM)14,26,37 

Goldman  Sachs  (GS)  16 

Google  (GOOG)  96 

H 

Halliburton  (HAL)  49 
Harrah's(HET)124 
Harris  &  Harris  (TINY)  122 
Harvard  Management  96 
Hearst  Magazines  24 
Heartland  Advisors  128 
Hertz  (F)  46 

Hewlett-Packard  (HPQ)  13, 22, 
36,122 

HomeBanc(HMB)32 
Home  Depot  (HD)  40, 78 
Honda  (HMC)  14, 50, 116 
Hyundai  Heavy  Industries  116 

I 

Ibbotson  Associates  96 

IBM  (IBM)  13, 22, 72, 122 

lnco(N)118 

lnfoUSA(IUSA)46 

ING  Investment  (ING)  110 

Intel  (INTC)  22 

Milage  (ML)  46 


Jana  Partners  72 
J&J(JNJ)124 
J.D  Power  14 

JPMorgan  Chase  (JPM)  46, 
% 


Lear  (LEA)  26 

Lehman  Brothers  (LEH)  104, 
110 

Lenovo  Group  (LNVGY)  22 
Leuthold  Group  110 
Lexmark  (LXK)  36 
Linhua  Supermarket  116 
Lion's  Gate  (LGF)  92 
LoanPerformance  35 
Lockwood  Advisors  % 
Lux  Research  122 


Kaufman  &  Broad  (KBH)  16 
KBC  Securities  50 
Korn/Ferry(KFY)38 


M 

Magna  (MGA)  26 
M&R  Capital  128 
Marvel  (MVL)  92 
Matthews  Asian  Funds  116 
McDonald's  (MCD)  14 
Medtronic  (MDT)  40,110 
Meredith  (MDP)  24 
Merrill  Lynch  (MER)  92, 116 
MFS  Massachusetts  124 
Microsoft  (MSFT)  22, 72 
MITRE  78 
Modine(MOD)26 
Morgan  Stanley  (MWD)  38, 
40.96,104.110 
Morningstar(MORN)26 
Motorola  (MOT)  40 

N 

Nanomix  122 

Nanosysl22 

Nanotech  122 

Nanterol22 

Naroff  Economic  104 

NEC(NIPNY)122 

Neurocrine(WBIX)124 

News  Corp.  (NWS)  46 

New  York  Times  (NYT)  46 

Nikon  54 

Nissan(NSANY)14.26,50 

NitroMed(NTMD)44 

Nokia  (NOK)  42, 124 

NTT  DoCoMo  (DCM)  42 

Nucleus  Research  72 

Nucor(NUE)118 

O 

OPTI  Canada  124 
Oracle  (ORCL)  72 


Pacific  Investment  118 
palmOne(PLMO)36 
P&G(PG)16,124 
PepsiCo  (PEP)  110 
Perna  Associates  104 
Petrobras(PBR)124 
Pfizer  (PFE)  40, 124 
PhatWare22 
Pitney  Bowes  (PBI)  40 
Pixar(PIXR)50 
Plum  Creek  Timber  % 
Polycom  (PLCM)  40 
Practical  Intelligence  78 
PricewaterhouseCoopers  104 
Production  I.G.  50 
Prudential  Equity  (PRU)  104 


Reynolds  American  (RAI)  40 
Roth  Capital  Partners  128 
Royal  Dutch/ Shell  (RD)  54 


salesforce.com  72 
S&P(MHP)110,124 
SAP  (SAP)  72 
Sears  (SHLD)  14 
SeniorThinking78 
Siebel  Systems  (SEBL)  72 
Siemens  (SI)  72 
Sinopec(SNP)54 
SMR  Research  32 
Sony(SNE)50,92 
Southwestern  Energy  (SWN) 
120 

Sprint  (FON)  42 
SRI  Consulting  54 
Starbucks  (SBUX)  14 
Studio  Ghibli  50 
Subway  16 
Swiftwater  Capital  118 

T 

Target  (TGT)  14 

ThinkEquity  Partners  72 

Thomson  (TOC)  110 

Time  Warner  (TWX)  46 

Toy  Biz  92 

Toyota  (TM)  14, 24, 26, 50 

TRowe  Price  (TROW)  124 

Tyco(TYC)40 

u 

UBS  (UBS)  16, 32, 104, 128 
United  Technologies  (UTX)  78 
Universal  Studios  92 
Unocal  (UCL)  116 
UPS  (UPS)  128 


Vanguard  Group  124 
Veeco(VECO)122 
ViaCell(VIAC)66 
Viacom  (VIA)  24 
Vibrant  Media  24 
Virgin  Mobile  USA  72 
Visa  42 
Visteon(VC)26,46 

W 

Wal-Mart  (WMT)  14 
Walt  Disney  (DIS)  50, 92 
Washington  Mutual  (WM)  35 
Wendy's  (WEN)  110 
Westwood(WHG)120 
WRHambrechtl22 
Wyeth(WYE)124 


Xcel  Energy  (XEL)  49 
Xerox  (XRX)  132 
XTO  Energy  (XTO)  120 


Yahoo!  (YHOO)  124 
YUM!  Brands  (YUM)  110 
Yumeta  50 
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Reliable  evidence  shows  that 
marijuana  today  is  more  than  twice 
as  powerful  on  average  as  it  was 
20  years  ago.  It  contains  twice  the 
concentration  of  THC,  the  chemical 
that  affects  the  brain.  Pot  can  turn 
your  hopes  and  dreams  for  your  kids 
into  a  nightmare  of  lost  opportunities. 

It  can  start  with  messing  up  in 
school.  Kids  who  regularly  smoke 
marijuana  can  develop  symptoms 
of  what  psychologists  call  an 
'amotivational  syndrome'  which 
in  plain  English  means: 

•  decreased  energy  and  ambition 

•  shortened  attention  span 
'  lack  of  judgment 

•  high  distractibility 

•  impaired  ability  to  communicate 
and  relate  to  others 

And  pot  can  cause  a  whole  lot 
more  problems  than  just  doing  badly 
in  school.  But  the  good  news  is  that 
kids  whose  parents  get  involved  with 
them  are  jar  less  likely  to  do  drugs. 

■So  lay  down  a  few  laws  for  your 
kids.  And  the  sooner  the  better, 
because  the  average  age  when 
teens  first  try  marijuana  is  under 
/4  years  old.  To  learn  more,  call 
I  -800-  788-2800  or  come  to 
the  web  site. 

PARENTS. 

THE        A    N    T    I    -    0    R    U    6    . 


theontidrug.com 


OFFICE  OF  NATIONAL  DRUG  CONTROL  POLICY/ 
PARTNERSHIP  FOR  A  DRUG-FREE  AMERICA 
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The  Books  of  Summer 


I  tot 


Has  America  become  a  conservative 
country— or  is  it  just  going  through  a 
phase?  The  sources  of  the  country's 
current  rightward  tilt  are  examined  in  The 
Right  Nation:  Conservative  Power  in  America 
(Penguin,  $16)  by  John  Micklethwait  and 
Adrian  Wooldridge,  the  U.S.  editor  and 
Washington  correspondent,  respectively, 

for  The  Economist.  The  British  duo  sit  in  on  meetings  at  right- 
wing  lobbying  organizations  and  citizens'  groups  from 
Washington  to  Colorado  Springs.  They  survey  think  tanks 
such  as  the  Heritage  Foundation  and  American  Enterprise 
Institute  for  Public  Policy  Research.  And,  perhaps  most 
intriguingly,  they  consider  the  effects  of  such  cultural 
developments  as  the  emergence  in  the  U.S.  of  thousands  of 
planned  communities— selective  neighborhoods  that  tend  to 
be  suspicious  of  government  and  to  look  to  themselves  rather 
than  to  the  state  for  basic  services.  Reviewer  Alexandra  Starr 
found  the  book  to  be  "smart,  witty,  and  a  pleasure  to  read." 

Not  your  idea  of  summertime  reading?  There 
are  plenty  of  options  among  the  titles  in 
BusinessWeek? s  annual  paperback  roundup. 

Another  author  looking  at  U.S.  social 
developments  and  the  country's  cultural  divide 
is  New  York  Times  columnist  David  Brooks.  Tell 
me  your  Zip  Code,  Brooks  suggests,  and  I'll 
describe  your  preferences  and  preoccupations. 
In  the  exurbs,  he  says,  NASCAR,  Pentecostalism, 
and  country  music  are  all  the  rage.  In  the  inner- 
ring  suburbs,  on  the  other  hand,  a  professional 
elite  minds  its  Olympic-size  Jacuzzis,  donates  to 
Amnesty  International,  and  scarfs  down 
"morally  elevated"  foods  from  Trader  Joe's. 
Brooks's  On  Paradise  Drive:  How  We  Live  Now  (And 
Always  Have)  in  the  Future  Tense  (Simon  & 
Schuster,  $14)  doesn't  just  settle  for  snarky 
jokes,  though.  The  author  summons  a  host  of 
social  observers,  from  Alexis  de  Tocqueville  to 
Henry  David  Thoreau,  to  deliver  observations 
on  our  future-mindedness,  workaholism,  and 
•  generalized  anxiety.  Reviewer  Joan  O'C 
Hamilton  found  Brooks's  book  lacking  in  truly 
original  insights,  but  she  admitted  many  of  its 
observations  are  "laugh-out-loud  funny." 

The  consumerist  cornucopia  is  front  and 
center  in  Barry  Schwartz's  The  Paradox  of 
Choice:  Why  More  Is  Less  (Ecco,  $13.95).  In 
every  sphere  of  life,  from  snack  foods  to  401(k) 
investments  to  religion,  Americans  are  forced 


to  select  from  a  vast  and  growing  array  of  alternatives,  s; 
the  Swarthmore  College  professor  of  social  theory.  That'.1 
good,  right?  Well,  Schwartz  believes  that  such  abundancl 
robs  us  of  contentment.  Bedeviled  by  price  comparisons  \ 
irrelevant  assessments,  we  are  driven  into  a  state  of 
confusion,  frequent  buyer's  remorse,  and  depression.  Bu  L  .: 
don't  get  the  idea  that  The  Paradox  of  Choice  is  a  gloomy  J  i«n: 
read:  Clever  analysis  buttressed  by  sage  cartoons  from  T?  iPio 
New  Yorker  will  have  you  smiling  frequently  as  you  recogi  be  21 
a  familiar  bewilderment.  >■ 

Will  wars  make  such  concerns  seem  trivial?  For  a  visic 
how  U.S.  strategic  policy  is  likely  to  evolve,  take  a  look  at "  ig! 
Pentagon's  New  Map:  War  and  Peace  in  the  Twenty-First  Centu  » :; 
(Berkley,  $16).  Author  Thomas  P.M.  Barnett,  a  strategic  jbsi 
researcher  at  the  U.S.  Naval  War  College  and  "a  savvy 
prognosticator,"  according  to  reviewer  Stan  Crock,  says  ft  m 
conflicts  will  not  simply  involve  Islam  vs.  the  West,  but  wf  m 
contests  between  those  nations  tied  to  a  global  economy  (  m 
Functioning  Core)  and  those  that  aren't  (the  Non-Integrai  fto 
Gap).  Trouble  spots,  not  surprisingly,  include  much  of  Afr  pfa 
the  Balkans,  parts  of  Asia,  the  Caribbean,  as  well  as  the  sferl 
Islamic  crescent.  Barnett  proposes  a  three-pronged  respon  me 
ranging  from  occasional  "preemption"  of  threatening 
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ies  to  economic  efforts  to  reduce 
a  societies'  "disconnectedness." 
covert  war  that  came  back  to  bite 
J.S.  is  the  subject  of  the  Pulitzer 
-winning  Ghost  Wars:  The  Secret 
ry  of  the  CIA,  Afghanistan,  and  Bin 
n,  from  the  Soviet  Invasion  to 
i  jmber  10, 2001  (Penguin,  $16). 
^kor  Steve  Coll,  the  managing  editor  of  The  Washington 
■X'<\  recounts  operations  of  intelligence  services  from  the 
the  Soviet  Union,  Pakistan,  and  Saudi  Arabia— how 
tote  various  nations  secretly  trained  Afghan  guerrillas,  plied 

i  with  cash  and  weapons,  and  attempted  to  indoctrinate 
'1  i.  Products  of  this  cauldron  were,  of  course,  both  the 
in  and  Osama  bin  Laden.  It  took  until  the  mid-1990s, 
shows,  for  U.S.  operatives  to  become  aware  of  bin 
w  bn's  deadly  activities.  The  CIA  missed  its  best  chance  of 
^Ibing  him— during  his  stay  in  Sudan— and  soon  he  was 
*  b  Afghanistan.  Coll  describes  how  Clinton's  security 
sers  tried  to  warn  the  incoming  Bush  team  about  al 
da,  but  Rice,  Cheney,  Wolfowitz,  and  Rumsfeld  were 
fa  interested.  Ghost  Wars,  said  reviewer  Stanley  Reed,  is 
4rst-rate  work  on  intelligence  operations  and  their 
I  'itended  consequences." 

"t r  business  history  is  more  your  cup  of  tea,  consider  The 
to  >  Yorker  staff  writer  David  Owen's  deft  Copies  in  Seconds: 

ster  Carlson  and  the  Birth  of  the  Xerox  Machine  (Simon  & 
or  uster,  $13).  The  book,  which  reviewer  Nanette  Byrnes 
ad  "fresh  and  compelling,"  sets  the  stage  by  describing 
for  hundreds  of  years,  inventors  tried  to  figure  out  how  to 
ce  exact  replicas  of  documents.  But  nothing  quite  worked 
il  Chester  Carlson  came  up  with  a  process  based  on 
trostatic  charges  and  photoconductivity.  It  took  22  years  to 
isform  Carlson's  1938  discovery  into  a  marketable 
duct— and  that  period  provides  one  of  the  book's  best 
ions,  dominated  by  the  stories  of  dozens  of  little -known 
mists,  physicists,  engineers,  and  executives.  Such  figures  as 
ineer  Bob  Gundlach  had  to  overcome  an  exhausting  array 
hallenges,  from  finding  the  appropriate  optical  lenses  to 
ning  how  to  keep  the  device  cool  so  that  paper  didn't  catch 
"The  more  you  understand  about  xerography,"  Gundlach 
1  Owen,  "the  more  you  are  amazed  that  it  works." 
V  storied  past  is  also  on  display  in  The  Real  Thing:  Truth  and 
ver  at  the  Coca-Cola  Company  (Random  House,  $15.95)  by 
v  York  Times  reporter  Constance  L.  Hayes.  After  a  spin 
ough  the  history  of  Coke's  early  days  and  the  evolution  of 
bottling  network,  the  author  depicts  the  company 
;cumbing  to  a  ruinous  arrogance.  A  glorious  run  under 
ief  Executive  Roberto  C.  Goizueta  in  the  1980s  and  early 
is  preceded  a  period  of  troubles— an  employee  lawsuit,  weak 
rkets  abroad— under  successors  M.  Douglas  Ivester  and 
uglas  N.  Daft.  Repeated  earnings  disappointments 
>mpted  little  more  than  excuses.  Hays's  narrative  reaches  a 
scendo  in  late  1999  after  a  series  of  fateful  events— from  a 
itamination  scare  in  Belgium  to  a  revolt  by  some  key 
ttlers— led  to  Ivester's  forced  resignation.  The  Real  Thing  is 
teworthy  for  its  intrepid  reporting  and  crafty  storytelling, 
d  reviewer  Dean  Foust,  but  he  noted  that  the  book's  focus 
the  1990s  makes  it  feel  a  bit  dated. 


Not  all  the  fancy  footwork  is  in  the 
executive  suites.  Consider  the  mugs, 
molls,  and  hangers-on  depicted  in  the 
spellbinding  Public  Enemies:  America's 
Greatest  Crime  Wave  and  the  Birth  of  the 
FBI,  1933-34  (Penguin  Press,  $16)  by 
Bryan  Burrough,  author  of  Barbarians  at 
the  Gate  (1990).  "Baby  Face" 
FrOlTl  nCOCOIlS         Nelson  is  such  a  murderous 
1 .  _  psychopath  that  his  cronies 

tO  jUllUS  LaeSar,     fear  him  more  than  the 
-i  5  1  police.  Bonnie  Parker  writes 

nCrC  S  B.  SampiCr    verse  for  her  mother  in 

for  VaPPltinn  between  stickups  at  gas 

LKJL  VaVdLlWll  stations  and  banks,  which 

^■^^^■■■■B  she  carries  out  with  the 

murderous  Clyde  Barrow. 
And  most  notorious  of  them  all,  bank  robber  John  Dillinger 
engages  in  wild  automobile-propelled  gunfights  with  the 
police.  He  escapes  repeatedly,  only  to  be  gunned  down  after 
he's  fingered  by  a  woman  friend.  Arrayed  against  them  were 
the  college  boys  and  "cowboys"  of  the  early  FBI,  which  was 
compelled  by  the  villains  to  become  a  modern  police 
organization.  Burrough  draws  upon  news  accounts,  FBI  files, 
and  interviews  to  construct  a  "model  of  narrative  journalism," 
in  the  words  of  reviewer  Joseph  Weber. 

Gallia  est  omnis  divisa  in  partes  tres.  Still  with  me?  Then 
Julius  Caesar  isn't  altogether  terra  incognita  to  you.  In  Tom 
Holland's  Rubicon:  The  Last  Years  of  the  Roman  Republic  (Anchor 
Books,  $15),  the  scion  of  the  Julian  clan  comes  across  less  as 
the  author  of  clunky  ablative  absolutes  than  as  a  hip  political 
operator— a  bisexual  man  about  Rome  equally  famous  for  his 
flowing,  "loosely  belted"  togas  and  for  the  lavish  bribes  that 
won  him  public  office.  Here,  too,  are  Cicero,  Spartacus, 
Vercingetorix,  Cleopatra,  golden  boy  Pompey,  Mark  Antony, 
and  Sulla— the  ruthless  general  who,  sporting  "the  hairstyle 
of  a  playboy,"  slaughtered  fellow  Romans  in  at  civil  war. 
Holland  delivers  a  festival  of  scheming,  back-stabbing,  and 
one-upmanship,  bringing  to  life  the  period  from  509  B.C., 
when  Rome  was  in  its  infancy,  through  14  AD.,  the  year  of 
Augustus  Caesar's  death. 

Finally,  a  lost  world  of  New  York  comes  alive  in  the  recently 
republished  Old  Mr.  Flood  by  Joseph  Mitchell  (MacAdam/Cage, 
$10).  Mitchell  was  a  legendary  writer  at  The  New  Yorker  for 
more  than  30  years,  specializing  in  tales  of  saloons,  eccentrics, 
and  only-in-New-York  institutions.  Profiled  here  is  Hugh  G. 
Flood,  a  retired  house-wrecker  who,  at  the  time  of  this  book's 
composition  in  the  1940s,  lived  in  the  Hartford  House  hotel 
near  the  Fulton  Fish  Market.  Mr.  Flood  spent  his  days 
observing  waterfront  activity  and  savoring  harbor  air— and  his 
evenings  sipping  Scotch  and  arguing  with  his  retired  mariner 
pals.  A  "seafoodetarian,"  Flood  believed  oysters  could  cure 
any  ailment  and  asserted  that  he  intended  to  live  to  age  115. 
One  motivation:  Heaven  sounded  as  forbidding  to  him  as  Hell. 
"I'm  a  God-fearing  man,"  he'd  assert,  but  "I  don't  really  want 
to  go  to  either  one  of  those  places."  Old  Mr.  Flood  is  eminently 
readable,  and  at  just  over  120  pages,  provides  a  wonderful 
excuse  to  while  away  a  summer  afternoon.  ■ 

-Compiled  by  Hardy  Green 
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IdeasViewpoint 


BY  ROBERT  KUTTNER 


Cox's  SEC:  Investors  Beware 

It  has  been  less  than  three  years  since  the  enactment  of  the  Sarbanes- 
Oxley  Act  and  the  appointment  of  William  H.  Donaldson  as  Securities 
&  Exchange  Commission  chairman  combined  to  help  restore  investor 
confidence  in  U.S.  financial  markets.  That's  why  President  George  W. 
Bush's  choice  of  Representative  Christopher  Cox  (R-Calif.)  to  replace 


Donaldson  is  such  a  shocker.  A  conservative  critic 
of  aggressive  market  regulation,  Cox  seems  likely  to 
undo  Donaldson's  reforms  even  as  still-fragile  financial 
markets  struggle  with  the  debt  overhang,  rising  interest 
rates,  a  possible  housing  bubble,  and  the  growing  U.S. 
dependence  on  foreign  capital.  The  gutting  of  the  SEC 
certainly  would  make  Wall  Street  insiders  happy,  but  how 
can  the  White  House  be  so  reckless  about  something 
so  critical? 

Ironically,  Donaldson  wasn't  supposed  to  be  a  tough 
regulator.  When  Bush  tapped  him  in  2003,  he  picked  an 
Old  School  Wall  Street  insider  who  had  founded  his  own 
firm  and  gone  on  to  head  the  New  York  Stock  Exchange. 
But  corporate  leaders  who  expected  Donaldson 
to  be  a  mere  symbol  of  rectitude  were  aghast 
when  Donaldson  turned  out  to  be  rectitude 
itself.  At  72,  knowing  the  Street  all  too  well, 
Donaldson  decided  to  play  it  straight  and  leave  a 
legacy  of  honest  markets. 


WORKING  CLOSELY  WITH  Democratic 
Commissioner  Harvey  J.  Goldschmid,  Donaldson 
crafted  regulations  that  carried  out  the  spirit  as 
well  as  the  letter  of  Sarbanes-Oxley— often 
winning  by  3-2  votes,  with  Republican 
Donaldson  and  the  two  Democrats  opposed  by 
the  commission's  other  Republicans.  These 
included  rules  requiring  the  expensing  of  stock  options; 
mandating  that  broker-dealers  give  all  buyers  and  sellers  the 
best  available  stock  price;  requiring  registration  of  hedge 
funds;  insisting  mutual  funds  have  nonmanagement 
chairmen;  and  mandating  that  companies  have  adequate 
internal  accounting  controls  and  arm's-length  relationships 
with  auditors.  All  these  reforms  were  in  response  to  explicit 
and  systemic  abuses— and  all  were  vigorously  opposed 
by  the  industries  whose  conflicts  of  interest  they  sought 
to  limit. 

Donaldson's  legacy  is  restoring  honor,  accuracy,  and 
credibility  to  America's  financial  markets.  But  as  a  ranking 
member  of  the  House  Financial  Services  Committee,  Cox 
vehemently  resisted  this  entire  approach.  Instead,  he 
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Chris  Cox 
seems  likely 
to  undo 
Donaldson's 
legacy  of 
toughness 


repeatedly  expressed  the  belief— in  the  face  of  recent 
scandals— that  financial  markets  can  monitor  themselves. 
He  was  lead  House  sponsor  of  the  Private  Securities 
Litigation  Reform  Act,  which  in  1995  created  obstacles  to 
shareholder  litigation,  making  accountants  and  executive^ 
far  less  liable  for  cooking  corporate  books.  That  law  directly 
invited  the  abuses  that  led  to  Enron  and  MCl/Worldcom. 
His  original  version,  denying  relief  even  to  investors 
"recklessly"  defrauded  by  corporate  executives,  was  more 
extreme  than  the  one  that  became  law.  Later,  Cox 
successfully  sponsored  legislation  preempting  most 
shareholder  suits  in  state  courts. 
As  chairman,  Cox  will  join  two  other  far- right  GOP 
commissioners  who  have  bitterly  fought 
Donaldson's  handiwork.  The  SEC  tradition  of  1 
having  professionals,  not  ideologues,  in  senior 
staff  roles  could  be  weakened.  And  enforcement 
decisions  could  be  undermined  (decisions  to 
approve  or  block  probes  or  set  penalties  will  be 
made  in  closed  meetings  at  the  discretion  of  thl 
three  GOP  members). 

Few  close  to  the  situation  believe  that 
Donaldson  chose  to  resign.  He  had  recently 
extended  the  lease  on  his  D.C.  apartment  and  I 
told  colleagues  he  expected  to  serve  out  the  yeal 
Days  before  his  surprise  resignation,  Donaldsol 
gave  an  extensive  interview  to  CQ  Weekly  on  hu| 
plans,  with  no  hint  of  stepping  down.  It's  also  odd  that  the 
White  House,  which  often  takes  months  to  fill  key  posts,  hal 
Cox  ready  to  step  in  immediately.  Donaldson  had  long  been! 
targeted  by  the  U.S.  Chamber  of  Commerce,  the  Business 
Roundtable,  and  other  business  lobbies.  Until  recently,  he 
was  protected  by  his  longstanding  personal  relationship 
with  the  Bush  family.  But  the  sudden  turn  of  events  suggesf 
Donaldson  didn't  jump;  he  was  pushed. 

Cox's  appointment  represents  a  dangerous  current  in 
contemporary  Republican  thought:  that  it's  anti-business  to  be 
pro-investor.  ■ 

Robert  Kuttner  is  co-editor  o/The  American  Prospect  and 
author  o/Everything  for  Sale  (rkuttner@prospect.org). 
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Editorials 


MobPviile 
In  California? 


ONLY  IN  CALIFORNIA,  where 
electioneering  has  become  a  year-round 
blood  sport,  could  a  governor  decide  to 
overhaul  the  entire  management  of  the 
state  on  a  single  day.  But  Governor 
Arnold  Schwarzenegger,  himself  the  product  of  an 
extraordinary  recall  uprising  in  2003,  plans  again  to 
funnel  voter  discontent  in  a  Nov.  8  special  election. 
That  vote  would  feature  ballot  initiatives  to  give  him  more 
power  to  cut  government  programs,  make  it  easier  to  fire 
teachers  for  poor  performance,  and  revamp  California's 
gerrymandering  so  that  retired  judges— not  politicians— draw 
voting  boundaries  in  the  nation's  largest  state. 

These  proposals  have  some  merit,  but  the  Governator  is 
going  directly  to  the  people  because  he  and  the  California  State 
Legislature  couldn't  reach  the  compromise  that  is  the 
underpinning  of  American  democracy.  Instead,  this  special 
election— which  also  will  likely  put  before  voters  measures  to 
limit  teen  abortions  without  parental  consent,  restrict  the  use 
of  union  funds  in  political  campaigns,  and  cut  drug  prices  for 
the  poor— has  all  the  makings  of  mob  rule  with  a  very 
expensive  twist:  An  estimated  $200  million  is  likely  to  be  spent 
on  ads  in  the  runup  to  the  vote,  figures  Schwarzenegger's  top 
fund-raiser,  with  more  than  $40  million  being  raised  by  the 

Guv's  allies.  Drug  companies  have 
already  raised  more  than  $10 
million,  teachers  are  amassing  a 
$50  million  war  chest,  and  prison 
guards  are  asking  members  for 
dues  hikes  for  $18  million  more. 

Unfortunately,  the  winning 
measures  in  this  advertising  Super 
Bowl  are  likely  to  be  those  that 
generate  the  most  buzz  from  TV 
spots— not  the  issues  that  make 
the  most  policy  sense.  To  his 
credit,  Schwarzenegger  last  year 
got  the  Democratic- controlled 
legislature  to  pass  an  overhaul  of  workers'  compensation 
insurance  by  threatening  to  go  the  ballot-initiative  route.  But 
this  time  it  looks  as  if  his  rush  to  the  voting  booth  is 
excessive— and  blatantly  political.  For  example,  stripping  the 
Democratic  Assembly's  power  to  draw  redistricting  lines  is 
likely  to  make  it  easier  for  Republicans  to  win  future  seats. 

To  be  sure,  we're  not  against  participatory  democracy.  But 
this  isn't  ancient  Greece,  where  citizens  could  gather  at  the 
Acropolis  and  debatt  |  ublic  issues  of  the  day.  California  is  a 
quasi-country  of  36  mi! Hon  people,  with  a  gross  domestic 
product  roughly  the  size  of  Brazil's  and  a  !r :  09  billion  state 
budget.  The  government  choices  it  faces  a  e  more  complex 
than  most  voters  can  glean  in  the  30  seconds  between  scenes 
in  Desperate  Housewives. 


Its  ballot 
initiatives 
let  complex 
issues  slip 
past  checks 
and  balances 


California's  liberal  ballot  initiative  laws,  which  allow  eva 
the  most  convoluted— and  confusing— measures  to  be  putf 
directly  to  voters,  mean  that  well-intentioned  citizens  can  ! 
pursue  single-issue  politics  with  little  regard  for  long-term 
consequences.  Remember  Proposition  13,  which  in  1978 
capped  property-tax  hikes  and  immeasurably  weakened  the 
quality  of  public  education  in  the  Golden  State  to  this  day? 

Such  painful  unintended  consequences  are  exactly  whaB 
the  legislative  process  is  supposed  to  avoid.  It's  a  contenti<J 
and  time-consuming  journey,  but  a  necessary  one.  The 
Founding  Fathers  knew  that  when  they  set  up  the  sepa- 
of  powers— an  executive  branch  to  manage  government.,  a  ' 
legislature  to  make  laws,  and  courts  to  handle  disputes— tol 
provide  checks  and  balances.  Both  Democratic  legislators' 
intransigence  and  Schwarzenegger's  end  run  around  them 
are  smart  politics  but  bad  government.  Mob  rule  may  be  fun 
in  the  movies,  but  it  has  no  place  in  the  real  world. 


A  South  Asian 
'Peace  Pipeline5 


INDIA  AND  PAKISTAN  last  week  firmed  up 
plans  for  a  controversial  $4  billion  pipeline  to 
transport  Iranian  natural  gas  through 
Pakistan  to  markets  in  India.  And  the  U.S 
turned  up  the  heat  by  quietly  telling  PakistaJ 
—a  major  recipient  of  U.S.  military  and  foreign  aid- 
that  it  could  risk  anti-Iranian  investment  sanctions 
if  it  allowed  the  project  to  proceed. 

To  be  sure,  the  U.S.  has  plenty  of  reasons  to  want  to  keep  the 
heat  on  Iran.  Its  anti-American  rhetoric,  support  of  terrorist  I 
groups,  and  determination  to  maintain  a  nuclear  capability    j 
mean  that  Tehran  will  remain  a  target  of  U.S.  suspicion  for  the 
foreseeable  future.  But  the  Bush  Administration  needs  to  be  I 
more  sensitive  to  the  coalescing  economic  interests  of  the  twoj 
South  Asian  giants  in  the  pipeline  deal.  India,  long  friendly 
with  Iran,  covets  the  greater  energy  security  the  pipeline  wo 
bring.  And  Pakistan  desperately  wants  the  annual  transit  fees 
up  to  $600  million— it  would  reap  from  letting  the  pipeline 
cross  its  territory.  That's  a  tempting  amount  for  a  poor 
country— and  a  more  certain  deal  than  U.S.-supported 
alternative  pipelines  from  Qatar  or  Turkmenistan. 

Washington  would  be  wise  to  lighten  up.  Better  to  court 
India  as  a  counterbalance  to  Chinese  influence  in  the  region 
than  to  alienate  it  over  an  energy— as  opposed  to  a  weapons- 
deal.  And  Pakistan's  help  is  still  needed  in  the  fight  against   i 
terrorism.  Besides,  if  the  Administration  really  thinks  more  I 
trade  is  a  stabilizing  influence— an  argument  it  previously  haj 
made  in  support  of  its  dealings  with  sometime  adversaries 
Russia  and  China— it  should  work  to  boost  economic 
interdependence  on  the  subcontinent.  If  this  "peace  pipeline* 
helps  to  permanently  cool  historic  tensions  between  a  nucleal 
India  and  a  nuclear  Pakistan,  it  may  be  worth  the  risk. 
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